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To those who 
plan to take 
the next C.P.A. examination
IN addition to its regular Course, the International 
A ccountan ts Society, Inc., 
o ffe rs  a spec ia l C oaching  
Course for Accountants who 
are planning to take the C. P. 
A. Examination.
This Course will be supplied 
only to those who are already 
com peten t accoun tan ts, as 
no attem pt is made to teach 
general accounting  in  th is  
cou rse . The in s tru c tio n  is 
pointed directly a t the C. P. 
A. Examination.
S o m eth in g  m ore th a n  a 
knowledge of accounting is 
necessary to insure success in 
the  examination room.
Solving examination prob­
lems is vastly different from 
th e  usual w ork of m aking
P a rticu la rly  n otew orth y  
fea tu res  o f  th e tra in in g  are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts
Elaborate explanations and comments 
tha t include, in addition to the finished 
statements or solutions, such item s as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
m any o thers w ith  years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work a t top speed. He must 
work with limited information. 
He has to  construct defini­
tions. Very often it is neces­
sary for him to use unusual 
working sheets.
T he C. P . A. C oaching  
Course given by the Interna­
tional Accountants Society, 
In c ., p repares you to  m eet 
such conditions. The fee is $42, 
and the text consists of twenty 
lessons.
ASP EC IA L booklet, “How to Prepare for the C. P. A . Examination,” is now ready for those who are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  inc.
A  Division of the A LEX A N D ER  H A M ILTO N  IN ST IT U T E
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
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“There is no expedient to which a man will not 
resort to avoid the real labor of thinking.”
— S ir  J o sh u a  R e y n o l d s .
PRESIDENT’S COLUMN
NEW YEAR’S RESOLUTIONS
DURING this season of the year we hear much about the plans and programs for the next year. Resolutions to do or not to do seem to be a sea­
sonal topic. In fact, there is a danger that the mak­
ing of resolutions and programs may be taken, by 
most of us, as a matter of course or something to oc­
cupy our attention for a few days and then to be for­
gotten. We point with pride and adoration to our 
idealistic set of resolutions and programs and the 
pointing, to be sure, does us an endless good.
But there are certain other aspects of what we call 
New Year’s Resolutions. The benefits to ourselves 
and others are not attained solely by individual effort, 
but by joining with others who have similar purposes 
and ideals.
If we emphasize an individual program one of the 
results is bound to be a tendency for us to believe 
that we owe little sense of obligation to the rest of 
society. We are apt, thus, to lose what we may term 
our social or communal sense, which is simply an 
awareness of one’s fellow men. So this forgetting 
must be questioned and we must be made to recall that 
there are outward events and people other than our­
selves which have made possible the attainment of 
our goal which work quite inseparable with our own 
energy in leading to success.
A career, for instance, has been directed or per­
haps changed by mere suggestion proffered by some­
one in whom we have confidence. Thus, the sugges­
tion, no matter how slight, assumes a vast signifi­
cance along with the obvious importance of the 
human aspect of this contact. Along the complicated 
path of life, as we look back, are evidences of the 
fact that the success we attained has been the product 
of contacts. One of the essential world philosophies 
is the creed of social behavior, of giving in order that 
we may receive.
As members of a profession a tremendous obliga­
tion rests upon each of us whether members or not of 
State Societies. The public makes no distinction, 
hence our ups and downs, our mistakes and successes, 
parade before the public attention. We, of all profes­
sions, cannot as individuals live and succeed to our­
selves. We pioneer; we work individually; yet we 
must grow by building on the way mapped out for 
us by human experience and human accomplishment.
The State Society is vital to professional life. 
Neither business nor government can do the work 
of the State Society.
So join your State Society, attend its meetings, 
participate in its activities. We should be busy in the 
Society’s affairs. We should be planners, workers, 
and dreamers for it.
The lack of program or achievements comes not 
from the leaders but from the members. If programs 
or activities are not interesting or productive of good 
we cannot in justice blame our leaders, we must as­
sume our share of the blame. Our membership, pres­
ence, and support will help our leaders to make the 
Society a real power in our State.
Therefore, in making our New Year’s resolutions 
and program let us keep in mind that we owe much to 
our State Societies. The acid test of the importance 
of anything in life is to consider what life would be 
like without it. Applying this test to our State So­
cieties gives an impressive idea of their important 
place in our professional life. They are a symbol of 
obligation and cooperation, not solely of individual 
effort.
HERMAN C. J. PEISCH.
THE AMERICAN SOCIETY acknowledges with pleasure the receipt from the Alabama Society 
of Certified Public Accountants of a check for $75 as 
a contribution from the Alabama Society to the work 
of The American Society, which check was accom­
panied by “Every good wish for the continued suc­
cess of your organization.”
The American Society has from the beginning 
stressed the importance of strong State societies. In 
the development of the profession it has had in mind 
an ultimate relationship with State societies similar
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to that which exists in medicine and law between 
State medical societies and the American Medical 
Association and State bar associations and the Ameri­
can Bar Association. This evidence of a friendly re­
action on the part of the Alabama Society is highly 
gratifying.
LIABILITY FOR GROSS NEGLIGENCE IN THE 
PUBLIC PRACTICE OF ACCOUNTING
T HE decision handed down on June 13, 1930, by a majority of the judges in the Appellate Divi­
sion of the Supreme Court of the State of New York 
in the case of Ultramares Corporation (money lend­
ers) vs. Touche, Niven & Co. (public accountants) 
has produced much discussion of this subject, and 
the end probably has not yet been reached, since 
appeal from that decision has been taken to the 
Court of Appeals of the State. These discussions 
will be of benefit to the profession of accountancy 
in that they will cause the members to think pro­
foundly of their responsibility as it may be con­
verted into terms of liability for loss and/or damage 
resulting from failure to discover fraud. We be­
lieve it to be for the interest of the profession to 
recognize the statutory background in the C. P. A. 
law of New York for the term “gross negligence” 
and to stress its use as in contradistinction to 
“negligence.”
One of the most enlightening discussions of this 
subject may be found in a paper which was read by 
John R. Wildman, C. P. A., at the Eighth Annual 
Conference of The New York State Society of Cer­
tified Public Accountants, New York City, October 
20, 1930, and which by permission obtained from 
its Committee on Publications we are reproducing 
in this issue. Members of the profession will do 
themselves a service by carefully digesting the con­
tents of Mr. Wildman’s paper, which he has titled, 
“The Accountant’s Liability for Failure to Discover 
Fraud.”
While the citations of cases, decisions, and defini­
tions which he makes are of assistance to an under­
standing of the issue involved in the Ultramares 
case, which he calls the New York case, the features 
of his paper which will be most constructively help­
ful to practitioners undoubtedly are those in which 
he deals with two concrete practice cases, contrast­
ing clear-cut gross negligence in one with the lack 
of gross negligence in the other in the failure to 
discover fraud. For, laying aside charges against 
the practitioner of fraud or deceit, in the last analy­
sis the difficulties of the courts in instructing juries 
and the difficulties of the juries in finding for or 
against the defendant are going to revolve around 
the question of whether or not the negligence was
of so gross a character as to make the defendant 
culpable and liable. The basis for an equitable find­
ing may not be so clear-cut in the earlier cases, but 
we believe that the process of juridical evolution will 
bring it to that point in the course of time.
In discussion of the New York (Ultramares) case 
Mr. Wildman makes these deductions:
“The Appellate Division seems to hold * * * 
tha t the third person need not be known to the 
accountant a t the time the statement is made, nor 
is the damaged person required to prove that he 
relied solely on the statement of the accountant.”
We can readily agree with the first deduction, for 
the language of the majority opinion seems quite 
clear on that point. We are unable to find in the 
language of the opinion, justification for the deduc­
tion tha t the damaged person may not be required 
to prove sole reliance on the accountant’s statement.
The question of sole reliance does not appear to 
have been at issue. I t seems to us a very pertinent 
question and one over which an important issue 
might be raised. If there were more than one reli­
ance used, there might be a division of culpability or 
of responsibility for failure to discover the fraud. 
If other reliances were suspected, cross-examination 
might develop a situation in which the accountant’s 
liability had been dissipated. If other reliances were 
used and the facts were to become known to the de­
fendant, it seems quite unlikely that he would be 
debarred from introducing evidence or testimony of 
that import.
THE October issue of The C ertified   Public A ccoun tan t carried an address entitled: “A 
Plan for Allocating Distribution Costs to Commodi­
ties,” by a member of the staff of the Merchandising 
Research Division of the Department of Commerce. 
The Department of Commerce has published a series 
of studies in which the method described was used to 
develop operating costs and net profits for each com­
modity item handled by typical wholesalers and re­
tailers. Such studies have covered the commodity 
fields of groceries, hardware, dry goods, paints, elec­
trical goods, and stationery. Studies are in process 
covering candy and the commodities distributed by 
retail drug stores. An effort is being made to perfect 
and standardize the methods of allocation the depart­
ment’s staff is now using. Comments or criticisms 
of the plan as outlined will be greatly appreciated. 
Correspondence on this subject may be directed 
either to the undersigned or to Mr. Durand W. 
Springer, Secretary of The American Society of Cer­
tified Public Accountants.
(Signed) WROE ALDERSON,
Chief, Costs and Operations Analysis, Merchandis­
ing Research Division, Department o f Commerce, 
Washington, D. C.
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T h e  A c c o u n ta n t’s L ia b ility  for F a ilu re  to D isc o v e r  F rau d
L O G IC A L  consideration  of th e  sub­jec t of “D etection of F rau d  and  D efa lca tio n s ,” m u s t of n eces­
s ity  recogn ize  th e  fa c t th a t  such  i r ­
re g u la r i tie s  a re  an  ev e r-p re sen t m a tte r  
of concern  to  th e  acco u n tan cy  p ro fes­
sion. Such co n sid e ra tio n  m u s t in c lu d e  
also  som e g en e ra l c lassif ica tio n  of i r ­
re g u la r itie s , an d  of th e  m a n n e r  in  
w h ic h  they  a re  p e rp e tra ted  and  con­
cealed . F u r th e r ,  a t te n tio n  m u s t be 
g iven  to  th e  a u d itin g  p ro ced u re  by 
m eans of w hich  v a rio u s  ir re g u la r i t ie s  
m ay  be de tec ted . B u t, to  m ak e  th e  
consideration  of frau d s and  defalca­
tio n s co m prehensive  fro m  th e  v iew ­
p o in t of th e  pub lic  acco u n tan t, h is  
p osition  in  law  an d  h is  lia b ility  m u s t 
be considered  in  th e  ev en t th a t  he  fa ils  
to discover ir re g u la r itie s  ex is ting  in  any  
of h is  p ro fessio n a l u n d e rta k in g s .
T u rn ing  to  th e  law  affec ting  th e  
pub lic  a c c o u n ta n t an d  h is  liab ility , one 
finds no s ta tu te s  an d  a  p au c ity , in  th is  
co u n try , of decided  cases. S uch  cases 
as th e re  a re , lik e  m ost E n g lish  cases , 
cover g en e ra lly  l i t ig a tio n  a r is in g  be­
tw een  a c c o u n ta n ts  an d  th e i r  c lien ts . 
D isputes as to  rig h ts  o f th ird  p a r­
tie s  a re  re p re se n te d  by tw o cases— one 
in  P en n sy lv an ia  a n d  one in  N ew  Y ork . 
T he P en n sy lv an ia  case w as decided  in  
fav o r of th e  acco u n tan ts , w ho h ad  been 
ch a rg ed  w ith  neg ligence , because i t  
was h e ld  th a t  th e  a cco u n tan ts  h a d  no 
con trac tual re la tio n sh ip  to  th e  claim ­
a n t  and , th e re fo re , no d u ty  to  h im . 
T he N ew  Y ork  case in  w h ich  th e  fa c ts  
of th e  s i tu a t io n  a re  q u ite  d iffe ren t, 
w as decided  by  th e  T ria l C o u rt in  fav o r 
of th e  a c c o u n ta n ts  on  th e  g ro u n d s  o f 
lack  of p riv ity , b u t w as rev e rsed  by 
th e  A ppella te  D ivision, F i r s t  D e p a rt­
m en t, of th e  S up rem e C o u rt o f th e  
S ta te  of New Y ork , w h ich  recogn ized  a  
d u ty  of th e  a c c o u n ta n ts  to  th i rd  p e r­
sons, re g a rd le ss  of c o n tra c tu a l re la ­
tionsh ip s.
In  th e  New Y ork case th e  A ppellate 
D ivision, ap p aren tly  hav ing  no New 
Y ork preceden ts affecting accountan ts, 
seem s to  have reasoned  by analogy from  
th e  du ties of those engaged in  o ther 
lines of endeavor. P e rh ap s  th e  o u ts tand ­
ing  of these cases assum ed to  be analo­
gous is th e  one know n as G lanzer v. Shep­
ard , 233 N. Y. 236 (1922). In  th a t  case 
a  public w eigher e rred  in  rep o rtin g  th e  
w eight of beans to  a  th ird  p a rty  know n 
to  him  and to  whom  he w as in s truc ted  
to  rep o rt th e  w eights, so  th a t  th e  th ird  
party , under a con trac t, claim ed dam ages 
fo r overpaym ent of am ounts in  th e  se ttle ­
m ent fo r th e  goods u n d e r con trac t. In  
th a t  case th e  cou rt he ld  th a t  th e  w eigher 
had a  d u ty  to  th e  th ird  p a rty , h a d 
breached h is  du ty , an d  th e  th ird  party ,
B y JO H N  R . W ILD M AN , C. P . A.
A paper read  before th e  E ig h th  
A n n u a l F a ll  C on ference  of th e  New 
Y ork  S ta te  Society  of C ertified  P u b lic  
A cco u n tan ts , N ew  Y ork  C ity , O ctober 
20, 1930. P r in te d  by p e rm iss io n  of 
New Y ork S ta te  Society.
re ly ing  on th e  rep o rt of th e  w eigher, and 
hav ing  been dam aged, w as en titled  to  re ­
cover from  th e  w eigher.
A nother case w h ich  seem s to  have been 
assum ed a s  be ing  analogous is  In te rn a ­
tio n a l P roduc ts  C om pany v. E r ie  R a il­
road  Com pany, 244 N. Y. 331 (1927). In  
th a t  case in q u iry  w as m ade by the  p la in ­
tiff of th e  E rie  R ailroad  Com pany as to  
th e  location  of ce rta in  goods w hich he 
desired  to  in su re  ag a in s t fire. T he ra il­
road  com pany rep lied  th a t  th e  goods 
w ere located in  W arehouse A. T he 
goods w ere in su red  as  being located in  
W arehouse A, b u t a s  a  m a tte r  of fac t 
they  w ere in  W arehouse B, w hich burned, 
and  th e  goods w ere destroyed. T he 
p lain tiff, hav ing  fa iled  to  collect from  th e  
in su rance  com pany, sued  th e  ra ilro a d  
com pany and  recovered, th e  cou rt hold­
ing th a t th e  ra ilro a d  com pany had  a  du ty  
to  th e  p la in tiff; th a t  in  g iv ing  th e  p la in ­
tiff in accu ra te  in fo rm atio n  as to  th e  loca­
tio n  of th e  goods, th e  ra ilro a d  com pany 
had  breached its  d u ty ; an d  th a t  th e  p la in ­
tiff, h av ing  relied  on th e  s ta tem en t of the  
ra ilro a d  com pany and  hav ing  suffered a  
loss, w as en titled  to  recover.
One fu r th e r  case w hich  seem s to  have 
had som e b ea rin g  on  th e  decision by the  
A ppellate  D ivision of th e  New Y ork Su­
prem e C ourt is Doyle v. C hatham  & P he­
n ix  N ationa l B ank, decided by th e  New 
York C ourt o f A ppeals M ay 6, 1930. In  
th is  case Doyle w as a  pu rchaser of bonds 
issued by  an  autom obile finance com pany 
and  au th en tica ted  by th e  b an k  in  ques­
tion . T he bank, as tru s tee , certified th a t  
th e  bonds w ere o f a series secured  u n d er 
th e  provisions of a  c e rta in  t r u s t  inden­
tu re . T he in d en tu re  provided th a t  th e  
bonds should be secured  by deposit w ith  
th e  tru s te e  of tr a d e  acceptances or no tes 
of dealers, g uaran teed  by th e  M otor G uar­
an ty  C om pany , cash  o r notes of p u r­
chasers in  p a r t  paym ent fo r m otor ve­
hicles o r o ther f irs t lien  m ortgages. The 
in d en tu re  fu r th e r  provided th a t  th e  
tru s te e  m igh t req u ire  from  tim e  to  tim e 
th a t  th e  co rporation  fu rn ish  a certificate 
of th e  p res id en t or a  vice-president, a t­
tes ted  by th e  secre ta ry  o r  a ss is ta n t sec­
re ta ry , u n d er th e  corpora te  seal, concern­
ing  th e  nam es and  addressee of m akers, 
acceptors and  o ther p e rtin e n t d a ta  re ­
gard in g  such co lla tera l a n d /o r  first lien  
m ortgages, such  lists, descrip tions an d
tabu la tions of co lla tera l delivered or to 
be delivered to  th e  tru stee . F u rth e r , i t  
w as provided th a t  “such certificate or 
certificates shall be conclusive evidence 
to  th e  tru s tee  of a ll s ta tem en ts  th e re in  
contained, an d  fu ll w a rra n t an d  pro tec­
tion  to  i t  fo r an y  and  a ll ac tion  taken  
on th e  fa ith  thereo f under th e  te rm s of 
th is  in d en tu re .”
I t  ap p ea rs  th a t  th e  co lla tera l deposited 
a t  ce rta in  tim es did no t agree w ith  th e  
specifications requ ired  by th e  t r u s t  in ­
den ture , and  th a t  th e  bank  failed  to  ob­
ta in  certificates necessary  fo r its  p rotec­
tion. Doyle, hav ing  purchased  bonds, th e  
issu ing  com pany hav ing  failed, Doyle 
hav ing  suffered a  loss, sued th e  bank  an d  
recovered. T he cou rt h ere  held  th a t  th e  
bank  had  a du ty  to  Doyle, o r to  any  o ther 
ho lders of bonds in  due course; th a t  th e  
du ty  had  been breached by fa ilu re  to  re ­
q u ire  p roper colla teral, or in  lieu  thereof, 
a  certificate, and  in  inaccu ra te ly  c e r ti­
fying.
These cases a re  cited , n o t fo r th e  p u r­
pose of arg u in g  th e  law  re la tin g  to  th e  
p rac tice  of accountancy, b u t to  po in t out 
th a t  th e  p resen t law  in  th e  S ta te  of New 
York, in  so fa r  as i t  affects th e  liab ility  
of accoun tan ts to th ird  persons, seem s to  
be p red icated  on th e  p rinc ip le  th a t  if  an  
accoun tan t m akes a  s ta tem en t fo r  th e  
purpose of being  com m unicated to  a  
th ird  person, o r in ten d in g  th a t  i t  sh a ll 
reach  and  influence a  th ird  person, he 
can be held, even though  he m ay have 
no con trac tua l re la tionsh ip  w ith  th a t  
person. S uch ac tio n  on th e  p a r t  of an  
accoun tan t seem s to  have been in te r­
pre ted  by th e  A ppellate D ivision of th e  
Suprem e C ourt of New Y ork as an  im pli­
cation  of a  du ty  by th e  accountan t, w hich 
duty, if  breached, gives rise  to  cause of 
action  ag a in s t th e  accoun tan t. T he Ap­
pella te  D ivision seem s to  hold fu r th e r , 
in  so f a r  as th e  m a jo rity  opinion is  con­
cerned, th a t  th e  th ird  person need n o t 
be know n to  th e  accoun tan t a t  th e  tim e 
the s ta tem en t is  made, no r is the  dam ­
aged person  requ ired  to  p rove th a t  he 
re lied  solely on th e  s ta tem en t of th e  
accountan t.
T he a tt itu d e  of th e  co u rt in  th e  p a r­
tic u la r  New Y ork case in  question  is 
sum m ed up in  th e  follow ing quotation :
“T he genera l p rinc ip le  involved and  
upon w hich  p la in tiff re lie s  fo r th e  im ­
posing of liab ility  is th a t  if  one un d er­
tak e s  to  d ischarge an y  d u ty  by w hich  th e  
conduct o f o th e rs  m ay  be governed, he is 
bound to  perform  it  in  such a  m anner 
th a t  those  w ho a re  th u s  led to  ac tion  in  
th e  fa ith  th a t  such d u ty  w ill be properly  
perform ed, sh a ll no t suffer loss th ro u g h  
im proper perform ance o f th e  duty, or 
neglec t in  its  execution.”
T hus, as a m a tte r  of p resen t law  in  
th is  S tate , i t  appears th a t  a n  accoun tan t
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u n d er th e  circum stances above m en­
tioned, m ay be held fo r negligence in  
to r t, regard less of h is  co n trac tu a l re la­
tionships.
If  th e  foregoing s ta tem en t is correct 
w ith  regard  to  th e  law  on th e  subject in  
New York, th ird  persons, w ithou t con­
tra c tu a l rig h ts , b u t u nder the  afore­
m entioned conditions, m ay enjoy th e  
sam e s tand ing  in  cou rt as those  p a rtie s  
w ith  w hom  th e  accoun tan t en te rs  in to  a 
con tract, and  th e  accoun tan t’s chief con­
cern  in  a ll h is  un d ertak in g s is to  avoid 
th e  ta in t  of negligence.
W hat constitu tes negligence m ay be 
defined easily  in  genera l te rm s. W h at 
constitu tes negligence under th e  circum ­
stances su rro u n d in g  a  p a rticu la r case is 
a  m a tte r  m ore difficult of determ ination .
“ D e g r e e s  o f  C a r e : In  th e  civil law, 
th ere  a re  th re e  degrees of diligence: 
O rd inary  diligence, d iligen tia ; ex tra ­
o rd inary  diligence, exactissim a diligen­
tia ;  and  s lig h t diligence, lev issim a dilig­
en tia ; and  i t  has been said  th a t  th e  d is­
tin c tio n  of degrees of care, sk ill, and 
diligence required  in  th e  perform ance of 
various du ties and th e  fu lfilm ent of v a ri­
ous con trac ts  is  too firm ly se ttled  and  
fixed in  th e  law  to  be ignored or changed. 
T he d is tinc tion  is accordingly  recognized 
in  some ju risd ic tions w here  degrees of 
negligence a re  recognized. A du ty  to  
exercise g rea t care or th e  h ighes t de­
gree of care  m ay be im posed by s ta tu te  
or m ay re su lt from  con trac t re la tions, or, 
on th e  o ther hand, th e  s itu a tio n  m ay be 
such as to  im pose a du ty  of s lig h t care 
only. However, in  th e  o rd inary  case of 
negligence, involving no s ta tu to ry  regu­
la tio n  or con trac tua l ob ligation  w ith  re­
spect to  th e  degree of care, th e re  is a  
s tro n g  tre n d  of jud ic ia l opinion aga in s t 
recognizing any  classification of care 
in to  degrees, corresponding to  th e  te n ­
dency to  refuse to recognize th e  existence 
of th e  degrees of negligence, th e  view  
being tak en  th a t  w hatever degree of v ig­
ilance, caution , and sk ill th e  circum ­
stances m ay dem and, th e  exercise thereo f 
is  m erely  o rd inary  care .”
" * * * T he usual test of t he  du ty  of one   
person  tow ard  an o th e r or th e  p ro p erty  of 
th e  la t te r  is o rd inary  care, or as i t  is 
som etim es term ed, ‘reasonable care ,’ or 
‘due care .’ ” (45 C. J . 680-682).
T he U nited  S ta tes Suprem e C ourt’s 
definition of negligence is  sh o rte r  and  
p erhaps easie r to  understand , to  w it:
“N egligence is th e  fa ilu re  to  do w hat 
a  reasonable and p ru d en t person  would 
o rd in a rily  have done under th e  circum ­
stances of th e  situa tion , or doing w h at 
such a  person under th e  ex is tin g  circum ­
stances would not have done.” (R ailroad  
Co. v. Jones, 95 U. S. 439-441).
Q uoting fu r th e r  on th e  sub ject:
“I t  w ould seem, how ever, th a t  if  one, 
assum ing  a  responsib ility  as an  expert, 
possesses a know ledge of th e  fac ts  and
circum stances connected w ith  th e  du ty  
he  is about to perform , and, b ring ing  to  
bear a ll h is  professed experience and 
skill, w eighs those fac ts and circum ­
stances, and  decides upon a  course of 
ac tion  w hich he fa ith fu lly  a ttem p ts  to  
ca rry  out, then  w an t of success, if due 
to such course of action , would be due 
to e rro r  of judgm ent, and no t to  neg li­
gence.” (The Tom  Lysle, 48 Fed. 690, 693, 
and S taloch v. Holm, 100 Minn. 276, 
280.) “* * * B u t i t  is no t necessarily  
negligence to  fa il to  reach, on a doubt­
fu l question, th e  sam e re su lt th a t  a  court 
reaches a fte r  carefu lly  w eighing th e  con­
flicting  opinions of equally  honest and 
com petent w itnesses.” (Boston, etc., 
C anal Co. v. Seaboard T ran sp o rta tio n  Co., 
270 Fed. 525, 529).
T he technical p rocedure to  be fol­
lowed in  th e  au d itin g  of accounts is 
fa r  from  being w ell se ttled . In  th e  
p resen t stage  o f th e  p rofession’s de­
velopm ent, th e re  is  scarcely  such a 
th in g  as s tandard ized  procedure. C ur­
re n t procedure is governed largely  by in ­
d iv idual opinion and judgm ent under th e  
circum stances of each p a rticu la r case. 
Consequently, th e re  m ay be w ide d if­
ferences of opinion as to  w hat constitu tes 
p roper procedure. By th e  sam e token, i t  
is equally  difficult to  de term ine  w h at con­
s titu te s  negligence. T here is li tt le  in  the  
w ay of au th o rita tiv e  s ta tem en t w hich 
serves as a basis of judgm ent on th is  
point. Except as definite p rocedure has 
been estab lished  in  ce rta in  sca tte r in g  in ­
stances, a s  th e  re su lt of study  and  re ­
search  w ith  respect to  c e rta in  phases of 
au d itin g  work, i t  is difficult fo r any  one 
to  sta te  w hat course w ould be followed in  
a  given s itu a tio n  by th e  average m an pos­
sessed of adequate  sk ill and  exercising  
due care. Too often th e  questions of care 
and  diligence h in g e  on an  a u d ito r’s suc­
cess or fa ilu re  in  de tec ting  ir reg u la ritie s  
w hich have been ingeniously  p lanned, 
executed and  concealed. C onsequently, 
th e  detec tion  of such ir re g u la ritie s  re ­
su lts, not from  th e  exercise, by th e  aud i­
to r, of reasonable ca re  and  diligence, bu t 
from  the  use of hyper-skill and  ind iv id ­
ual cleverness w hich su rpass  th e  shrew d­
ness of th e  perp e tra to r.
Two inciden ts w ill, how ever, probably 
serve to  il lu s tra te  th e  difference betw een 
negligence and  lack  thereof. The first 
inc iden t had  to do w ith an  au d it fo r th e  
physical year ended Ju n e  30, 1925. The 
au d it w ork w as com m enced on Ju ly  11, 
a t w hich d a te  th e  cash in  hand  w as 
counted, th e  bank  account w as settled , 
and  th e  balance w as reconciled w ith  th a t  
show n in  th e  cash book. T he bank  se t­
tlem en t included only checks paid  by 
th e  bank  d u rin g  th e  period from  Ju n e
30 to  Ju ly  11. In  reconciling  th e  bank 
balance, th e  accoun tan t scru tin ized  th e  
re tu rn ed  checks carefu lly  fo r evidence of 
fo rgery  and  ir re g u la r  endorsem ents, and
com pared th e  am ounts of the  checks w ith  
th e  cash  book en tries. In  m ak ing  th is  
exam ination  and  com parison, th e  ac­
coun tan t found fifteen checks w hich w ere 
irreg u la rly  draw n  and  entered  in  th e  
cash  book as follow s:
(1) D raw n to th e  o rder of the  book­
keeper (who also  ac ted  as cash ier) and 
endorsed  and  cashed by h im ; en tered  in  
the  cash book e ith e r in  the  nam e of th e  
bookkeeper or under som e o th e r nam e.
(2) D raw n to  th e  o rder of a payee o ther 
th an  th e  bookkeeper, endorsem ent forged, 
and  th e n  endorsed  and  cashed by book­
keeper; en te red  in  th e  cash book e ith e r 
in  the  nam e of th e  payee or under som e 
o ther nam e.
(3) The am oun ts of ce rta in  checks w ere 
sp lit  up an d  en tered  in  th e  cash  book 
under severa l d ifferen t nam es and in 
several am ounts. In  one instance th e re  
w ere seven en trie s  covering one check.
T he payees of th e  above checks, o ther 
th a n  th e  bookkeeper, w ere in  som e in ­
stances ac tua l suppliers, to  none of whom 
the  com pany had  any  liab ility , and o ther 
payees w ere en tire ly  fictitious persons. 
In  the  case of a  few  checks th e  s ig n a tu re  
h ad  been forged by th e  bookkeeper. T he 
postings from  th e  cash  book had no t 
been m ade.
The accoun tan t detected th e  foregoing 
ir reg u la ritie s , except th e  forged signa­
tu re , and  called them  to  th e  a tten tio n  of 
th e  bookkeeper, w ho explained th a t  he 
had become confused in  m ak ing  th e  en­
tr ie s  in  th e  cash  book, and  then  p ro ­
ceeded to  change th e  e n tr ie s  in  pencil so 
th a t they  w ere in  ag reem en t w ith  th e  
payees and  am ounts of th e  checks. The 
accoun tan t accepted th e  exp lana tion  given 
by th e  bookkeeper and did n o t m ake any  
fu r th e r  investigation .
S hortly  a f te r  th e  com pletion of th e  
a u d it a  shortage  in  th e  cash  w as discov­
ered  by th e  clien t, and  an  exam ination  
was m ade of a ll checks issued d u rin g  th e  
em ploym ent of th e  bookkeeper, w hich be­
gan d u rin g  th e  fiscal y ear ended June
30, 1925. No evidence of fu r th e r  irreg u ­
la r ity  w as discovered. I t  appears th a t  
th e  bookkeeper com m enced h is irreg u la r 
ac ts  on Ju ly  1, p robably  feeling safe in  
doing so a fte r  th e  close of the  fiscal year.
W ith  so m any evidences of irreg u la rity , 
such as forged signatu res , fictitious pay­
ees, checks to  th e  o rder of employees, ir ­
re g u la r endorsem ents, forged endorse­
m ents, d iscrepancies as to payee and 
am oun t betw een checks and  cash book, it 
is inconceivable th a t  any accoun tan t w ith  
experience could have fa iled  to  estab lish  
th e  sho rtage  in  cash, even though  the  
sho rtage  occurred  subsequent to  th e  bal­
ance sheet date. T h is  is  a  case w here 
th e  acco u n tan t h ad  every  ind ica tion  of 
a  sho rtage  before  h im  b u t fa iled  to  rec­
ognize th e  ind ications, o r else perm itted  
h im self to  be influenced by the  very  im ­
p lausib le  exp lana tion  of th e  bookkeeper. 
H ere, obviously, is a  s tr ik in g  illu s tra tio n  
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RE C E N TL Y  th e  Suprem e C ourts of S o u th  C aro lin a  an d  L o u is­ian a  h an d ed  dow n decisions in  
cases w h ere in  th e  S ta te  bo ard s of ac­
co un tancy  in  th e  re sp ec tiv e  s ta te s  w ere 
affected. The press com m ented qu ite  
fre e ly  on th e  S ou th  C aro lin a  decision  
an d  b a re ly  m en tio n ed  th e  one by th e  
L ou isian a  C ourt.
In  o u r  D ecem ber is su e  w e  p rin te d  
b o th  decisions in  fu ll. In  L o u isian a , as 
in  S ou th  C aro lina , th e  p la in tiff in  th e  
ac tio n  w as th e  h o ld e r of a certified  p u b ­
lic  a c c o u n ta n t’s ce rtif ica te , issu ed  by th e  
B oard  of a n o th e r  S ta te , w ho h ad  filed 
a n  ap p lica tio n  fo r  a  ce rtif ica te  in  th e  
S ta te  in  w hich  th e  ac tio n  w as b ro u g h t.
L it tle  need  be sa id  as to  th e  L ou is­
ia n a  decision . I t  te l ls  th e  w hole sto ry . 
T he ap p lica tio n  h a d  been  den ied  by  th e  
L o u is ian a  B oard , fo llow ing  a  h ea rin g . 
T he p la in tiff ap p lied  fo r  a  re h e a r in g  
w hich  w as re fu sed  by th e  B oard . H e 
th e n  app lied  to  th e  C ivil D is tr ic t C o u rt 
fo r  a  w r it  of m an d am u s. T he D is tric t 
C o u rt re je c te d  th e  p la in tiff’s dem and . 
F ro m  th e  decision  of th e  t r ia l  c o u r t a n  
a p p ea l w as m ade  to  th e  L o u is ian a  Su­
p rem e C ourt. T he S up rem e C o u rt a f ­
firm ed th e  judgm ent of th e  D is tric t 
C ou rt, su s ta in in g  th e  p o sitio n  ta k e n  by 
th e  t r ia l  c o u rt “ th a t  i t  h a d  no r ig h t  to 
in q u ire  in to  th e  fa c ts  offered  by th e  
b o a rd  to  d e te rm in e  th e ir  w e ig h t and  
sufficiency to  su p p o r t th e  o rd e r  re n ­
dered. * * * * P la in tiff has po in ted  
o u t no ir re g u la r i ty  in  th e  p ro ceed in g s 
o f th e  b o a rd , an d  to  a ll ap p ea ran ces  th e  
p roceed ings a p p e a r  to  have  been  fa ir  
a n d  re g u la r .”
T he decis ion  of th e  S ou th  C aro lin a  
S u p rem e  C ourt by itse lf  does n o t rev ea l 
th e  w hole sto ry . A rev iew  of th e  back ­
g ro u n d  is th e re fo re  necessa ry .
T he 1924 G enera l A ssem bly  of S ou th  
C aro lin a  p assed  a n  a c t a u th o r iz in g  th e  
a u d it  of co u n ty  offices an d  in s titu tio n s . 
L. G. M iller, a  co u n ty  tr e a s u re r  took  ex­
cep tion  to  th e  a u d it  an d  re fu sed  access 
to  th e  cash  in  th e  office fo r  th e  pu rp o se  
of verifica tion .
F o llow ing  th is  re fu sa l a  su i t in  m an ­
d am u s p roceed ings w as b ro u g h t by 
S p artan b u rg  C ounty ag a in s t M iller, 
w h ich  su i t w as decided  by th e  S uprem e 
C ourt of S outh  C aro lina N ovem ber 7, 
19 24. T he decis ion  covered  n in e  ob­
jec tio n s  w hich  h a d  been  ra ised  in  th e  
tr ia l, only th e  la s t of w hich had any  
re fe ren ce  to  th e  C. P . A. law . Com ­
p a ra tiv e ly  l i t t le  of th e  decis ion  re la te d  
to  th is  p o in t b u t th a t  w h ich  d id  so re ­
la te  is as fo llow s:
“ T he fac ts  in  th is  connection  ap p ea r 
to  be su b s ta n tia lly  a s  fo llow s: T he 
co u n ty  d e leg a tio n  em ployed  th e  firm  of
B y  D URAND W . SPR IN G E R , C. P . A.
E a to n , Saussy  & Co. to  m ak e  th e  a u d it 
o f co u n ty  offices, etc., au th o rized  by th e  
ac t. T h a t firm  w as com posed of six 
m em bers, w ith  an  office in  ch a rg e  of H . 
S. B lan ton  a t  S partanbu rg , S. C. and  
its  p rin c ip a l h e a d q u a r te rs  a t  S avannah , 
Ga. T h ree  of th e  six  m em bers of th e  
firm  w ere  H. S. B lan to n , S. T. Lee, an d  
S. P . D risco ll. H . S. B lan to n , a  re s i­
den t of S partanburg , w as a  reg iste red  
certified  p u b lic  a c c o u n ta n t u n d e r  th e  
law s o f  S o u th  C aro lin a  an d  L ee an d  
D risco ll w ere  certified  p u b lic  a cco u n t­
an ts  under th e  law s of G eorgia. Much 
of th e  w o rk  of a u d it in g  th e  offices of 
S partan b u rg  C ounty appears to  have 
been  done  by L ee an d  D risco ll, an d  th e  
d em an d s m ad e  to  co u n t th e  cash  of th e  
co u n ty  t r e a s u r e r ’s office w ere  m ade by 
L ee an d  D risco ll. In  th a t  s i tu a tio n  w as 
th e  co u n ty  t r e a s u re r  e n ti tle d  to  re fu se  
to p e rm it Lee a n d  D risco ll to  co u n t h is 
cash  fo r  th e  re a so n  th a t  th ey  w ere  n o t 
re g is te re d  a s  certified  pub lic  acco u n t­
a n ts  u n d e r  th e  law s of S o u th  C aro lina?  
T he lan g u ag e  of th e  s ta tu te  is:
“ A certified  pub lic  a c c o u n ta n t o r  ac­
c o u n ta n ts  sh a ll be em ployed  by th e  
co u n ty  d e leg a tio n  * * * to  m ak e  a  
com plete  a u d it ,”  etc.
“ W e th in k  th e  te rm  “ certified  pub lic  
a c c o u n ta n t” as h e re  used  m eans a c e r t i­
fied pub lic  a c c o u n ta n t u n d e r  th e  law s 
of S ou th  C aro lina . In  em ploy ing  th e  
firm  of E a to n , S aussy  & Co., how ever, 
th e  d e leg a tio n  u n q u es tio n ab ly  em ployed 
su ch  a certified  p u b lic  a c co u n tan t of 
S ou th  C aro lin a  in  th e  p erson  of H . S. 
B lan ton , a  m em b er o f th a t  firm  an d  th e  
loca l m a n a g e r  of th e  f irm ’s b u sin ess  in  
S partanburg . W here  a  co n trac t fo r 
a u d it in g  is m ade  w ith  a  certified  pub lic  
accountan t, we know  of no  prov ision  of 
law  w hich  re q u ire s  th a t  a ll th e  w ork  
sh a ll be p e rso n a lly  p e rfo rm ed  o r a ll 
th e  deta ils  en te r in g  in to  th e  au d it shall 
be g iven  p e rso n a l a t te n tio n  by  th e  cer­
tified  pub lic  a c c o u n ta n t c o n tra c tu a lly  
re sponsib le  th e re fo r . T here  can  be no 
d o u b t th a t  u n d e r  th e  fa c ts  in  th is  case 
L ee an d  D riscoll, th em se lves re g is te re d  
as certified  pub lic  a cco u n tan ts  u n d e r  th e  
law s o f G eorg ia , w ere c lo thed  w ith  such  
a u th o r ity  as cou ld  be d e leg a ted  to  th em  
a s  ag en ts  of th e i r  a ssoc ia te  an d  p a r tn e r , 
B lan to n , w ho as  a  d u ly  re g is te re d  and  
ce rtif ied  p ub lic  a c c o u n ta n t of S ou th  
C aro lin a  w as c o n tra c tu a lly  re sponsib le  
fo r  th is  a u d it , fo r  w h ich  b o th  he  and  
h is  assoc ia te s  h a d  been  em ployed. I t  
does n o t a p p e a r  th a t  L ee an d  D risco ll 
were professionally  incom petent or th a t
th e i r  n o n -re g is tra tio n  as certified  p ub lic  
a c c o u n ta n ts  in  th is  s ta te  jeo p ard ized  
an y  p riv a te  in te re s t  th e  t r e a s u re r  w as 
e n ti tle d  to p ro tec t o r  an y  pub lic  in te re s t  
h e  w as in  d u ty  bound  to  sa feg u a rd . In  
th e  c ircu m stan ces, w e th in k  th e re  w as 
s u b s ta n tia l com pliance w ith  th e  r e ­
q u irem en ts  of th e  ac t in  re g a rd  to th e  
em ploym ent of a certified public ac­
c o u n ta n t” , etc., fo r  th e  pu rp o ses of th e  
p roposed  a u d it , and  th a t  th e  co u n ty  
t r e a s u re r ’s re fu sa l to  p e rm it th e  r e ­
q u ested  ex am in a tio n  can n o t be ju s t i ­
fied on th e  ground th a t  Lee and D riscoll 
w ere  n o t re g is te re d  in  S o u th  C aro lin a  
a s  ce rtified  pub lic  a c c o u n ta n ts .”
T he re c o rd s  in  th e  case show  th a t  
s tre s s  w as la id  on  th e  p o in ts  of u n co n ­
s t i t u t i o n a l ly  of th e  p a r t ic u la r  a c t  in  
q u es tio n  r a th e r  th a n  on th e  e lig ib ility  
of th e  acco u n tin g  firm  em ployed  to  
m ak e  th e  a u d it . T h e  la s t p o in t w as 
to u ch ed  on on ly  inc id en ta lly .
T he G en era l A ssem bly o f 1929 passed  
an  a c t p ro v id in g  fo r  th e  c o n s tru c tio n  
an d  m a in te n a n c e  o f th e  S ta te  H ighw ay  
System  an d  th e  G overnor of th e  S ta te  
w as au th o rized  to  d e s ig n a te  a  ce rtified  
p u b lic  a c c o u n ta n t o r  firm  of certified  
p u b lic  a c c o u n ta n ts  to  a u d it , a t  le a s t 
once a  y ea r, th e  acco u n ts  of th e  S ta te  
H ighw ay D epartm ent. A cting  under 
th is  a u th o r ity  G overnor Jo h n  G. R ich ­
a rd s  ap p o in ted  W illiam  H . Jam es , a  c e r­
tified  p ub lic  a cc o u n ta n t of th e  S ta te  of 
G eorg ia , w hose m ain  office w as in  th e  
C ity of A tlan ta , Georgia, doing business 
as W illiam  H. Ja m e s  & C om pany. H e 
reappoin ted  h im  in  1930.
C erta in  holders of certificates as cer­
tified  p u b lic  acco u n tan ts  issued  by th e  
S ta te  of South  C arolina, objecting  to  th e  
second  ap p o in tm e n t of a n  ou ts id e  p ra c ­
titio n e r, p resen ted  th e ir  view s to  th e  
G overnor, w ith o u t ava il. T hey  th e n  
so u g h t, th ro u g h  a  p e titio n  by G eorge 
M. T h ay er, in  th e  Suprem e C o u rt of 
the S ta te  of South  C arolina, an  in junc­
tion  aga in s t th e  S ta te  H ighw ay D epart­
m en t of S ou th  C aro lina , W illiam  H. 
Jam es, d o ing  b u sin ess  as W illiam  H . 
Ja m e s  an d  C om pany, and  Jo h n  G. R ich ­
ard s  as G overnor of South  C arolina, 
re s tra in in g  Jam es o r anyone em ployed 
by h im  fro m  m ak in g  th e  a u d it  of th e  
S ta te  H ighw ay  D ep a rtm en t books and  
acco u n ts  on th e  g ro u n d  th a t  Jam es 
an d  no one of h is  em ployees w ere  du ly  
reg is te red  as a  certified public account­
a n t u n d e r  th e  law  of th e  S ta te  of S ou th  
C aro lina .
The Suprem e Court, in  d ism issing  th e  
petition , sa id :
“T his proceeding w as h ea rd  along w ith  
th e  case of W illiam  H. Jam es, etc., pe­
titio n e r v. S ta te  B oard  of E xam iners of
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Public A ccountants, e t al, th e  opinion 
in  w hich is filed herew ith . The C ourt hav­
ing  held th a t  Jam es w as en titled  to a  
certificate as a  certified public accountan t, 
which certificate should have been issued 
to  h im  prio r to  h is designation  by th e  
G overnor to  au d it th e  books and  accounts 
of th e  S ta te  H ighw ay D epartm ent, i t  fo l­
lows, in  our opinion, th a t  th e  pe titioner 
is no t en titled  to th e  in ju n c tio n  he  seeks.”
W illiam  H. Jam es, finding h im self a t ­
tacked  in  th e  perform ance of a  con trac t, 
p resen ted  a  p e titio n  to  th e  Suprem e C ourt 
of th a t  S ta te  p ray in g  th a t  a  w rit of m an­
dam us be issued by th a t  C ourt com m and­
ing  th e  S ta te  B oard  of E xam iners of 
P ublic A ccountants, M. C. P a tten , George 
E. Olson and  L. L. W ilkinson, to  issue 
to  h im  a certificate of reg is tra tio n  of cer­
tified public accountan t, non-resident.
In  th a t  p e tition  Jam es se t up th a t  he 
w as a  re s id en t of th e  C ity of A tlan ta  and  
held  C. P . A. certificates issued by th e  
S ta tes  of G eorgia, Tennessee and  N orth  
C aro lina; th a t  h e  had  p rac ticed  as a  
certified public accoun tan t fo r th ir te e n  
y ears ; th a t  he had  filled num erous ac­
coun ting  engagem ents in  South  C aro lina 
d u rin g  th e  la s t several years w ithou t any 
question  and  in  1929 had  m ade a  tw o-year 
au d it of th e  books of th e  H ighw ay De­
p a rtm en t of South  C aro lina; th a t  he had 
filed an  app lication  A pril 23, 1930, w ith  
th e  S ta te  B oard of A ccountancy, to  be 
reg iste red  as a  non-residen t u nder th e  
law s of South  C aro lina ; th a t  h e  had  been 
refused  a  certificate of reg is tra tio n  by 
th a t  B oard, w hich  B oard  had  given as a 
reason  there fo r, according to  h is  in fo r­
m ation  and  belief, th a t  he had  n o t had  
an  office w ith in  th e  S ta te  six  m on ths 
p rio r to  th e  filing of th e  application .
H e also alleged th a t  no  such requ ire ­
m ent w as necessary  u nder th e  law  and  
th a t  such ac t on th e  p a r t  of th e  B oard 
w as pure ly  a rb itra ry  and  capricious. H e 
adm itted  th a t  th e  B oard  had  inform ed 
him  th a t  th ey  would consider th e  app li­
ca tion  a t  th e  nex t reg u la r m eeting  b u t 
had n o t g iven him  any  in fo rm ation  as 
to w hen th e  m eeting  would tak e  place. 
H e also alleged th a t  accoun tan ts had  
been reg istered  by th e  S ou th  C aro lina 
B oard w ith o u t th e  office req u irem en t to  
which reference w as made.
On receip t of th is  m andam us petition  
th e  Suprem e C ourt ordered th e  S ta te  
B oard to  show  cause w hy th e  p ray e r of 
the  p e titio n e r should n o t be g ran ted . T he 
B oard m ade re tu rn  and  answ er to  th e  
petition , in  w hich  answ er i t  appears  th a t  
w hile a ll th e  various a llegations of th e  
p e titio n e r w ere m et by th e  B oard w ith  
e ith e r an  adm ission or a  denial, ce rta in  
po in ts h e rea fte r  re fe rred  to  w ere no t 
b rough t to  th e  a tten tio n  of th e  C ourt in  
th e  answ er of th e  Board.
T he Suprem e C ourt had  before i t  a 
p e titio n  fo r  an  in ju n c tio n  p rev en tin g  
Jam es from  con tinu ing  h is  w ork, w hich
pe tition  had been filed by an  independ­
en t p rac titio n e r w ho had no official con­
nection  w ith  the B oard, and  a  p e tition  
from  Jam es fo r a  m andam us com pelling 
th e  issuance of a  certificate, w hich m an­
dam us had  been asked fo r in  view  of 
th e  fac t th a t  h is  r ig h t to  do th e  w ork  for 
w hich he had been employed by th e  Gov­
erno r had  been questioned in  court.
The m andam us p e titio n e r alleged th a t 
im m ediately  follow ing th e  passage of 
am endm ents to  th e  accounting  law  in  
1930 he had  applied  fo r reg is tra tio n  un­
der said  am ended law. T he answ er to  
th e  p e tition  show ed th a t  so fa r  as th e  
am endm ents to  th e  law  m ade in  1930 
w ere concerned, th ey  in  no w ise affected 
th e  prov ision  of law  u nder w hich he 
claim ed to  have m ade an  application .
T he p e titio n e r re fe rred  to  hav ing  
“filled num erous engagem ents in  South  
C arolina d u rin g  th e  la s t several years 
w ithou t any  question .” T he B oard de­
clared in  its  answ er th a t  “if he has p rac­
ticed certified public accounting  in  th is  
S tate, such p ractice  w as in  v io lation  of 
th e  s ta tu te .”
N either th e  p e tition  no r th e  answ er 
re fe rred  to Section 2886, w here in  is de­
fined th e  p rac tice  of public accounting, 
and  is of th e  sam e w ord ing  in  th e  
am ended law  as in  th e  old law ; nam ely, 
“A ny person shall be deemed to  be p rac­
tic in g  public accounting  as a  certified 
public accoun tan t w ith in  th e  m eaning  of 
th is  Act, w ho sha ll d isp lay  a  sign, or in  
any w ay advertise  h im self as a  certified 
public accoun tan t.” T h is  section  neces­
sa r ily  presupposes an  office w here  a  
sign  m ay be displayed. N eith er did th e  
p e tition  or answ er call a tten tio n  to  
th a t  po rtion  of Section 2891 w hich  reads 
in  th e  am ended law  as i t  did  in  th e  orig­
ina l law, “T h a t any  non res iden t of South  
C aro lina ob ta in ing  a certificate  in  th is  
S ta te  u nder th e  p rovisions of th is  Sec­
tio n  . . . sha ll be sub ject to  such reg u la ­
tio n s  and  re s tric tio n s  as a re  requ ired  of 
bona fide res id en ts  of South  C arolina, re ­
cip ien ts of certificates of reg is tra tio n  un­
der th is  A rtic le .” V ery exp lic it is th e  
requ irem en t in  Section  2895 of th e  old 
law, to w hich  no reference w as m ade, and 
th e  sam e w ord ing  is  found in  th e  new, 
“E very  person to  w hom  a  certificate of 
reg is tra tio n  is g ran ted  under th is  Act, 
shall disp lay  th e  sam e in  a  conspicuous 
place in  h is  or h e r p rinc ipa l office, place 
of business or em ploym ent.” C erta in ly  
th e  L eg isla tu re  did not have  in  m ind, 
w hen passing  th e  o rig inal law , enacting  
a p rovision re la tin g  to o th e r places th a n  
w ith in  th e  S ta te  of South  C arolina.
These sections of th e  law, no t p resen ted  
to  th e  C ourt in  th e  answ er, c learly  re ­
qu ire  an  office in  th e  S ta te  and  a re  a  suf­
ficient basis of a u th o r ity  fo r th e  ru le  to  
w hich objection w as m ade, w hich reads, 
“U nder th is  section  th e  B oard w ill con­
sider th e  app lication  of non-residents w ho
have an  estab lished  p rac tice  and m ain­
ta in  an  office in  th is  S tate , etc.” The 
B oard in  its  answ er did no t adm it th a t 
th e  p rac titio n e r had  an  established prac­
tice  b u t did deny th e  m ain tenance of an  
office in  th e  S tate , w hich under th e  sec­
tions quoted, b u t to  w hich i t  m ade no 
reference, i t  ev iden tly  w as obligated  to 
require .
T he a llegation  of th e  pe titio n e r th a t  he 
had  filed an  app lica tion  under da te  of 
A pril 23rd w as denied, a lthough  i t  w as 
adm itted  th a t  correspondence re la tin g  to 
th e  sam e began as of th a t  date. In  
answ er to  th e  p e titio n e r’s a llegation  th a t 
a  certificate of re g is tra tio n  had been re­
fused by th e  Board, th e  respondents 
answ ered th a t  th e  app lication  w as no t 
filed w ith  th e  B oard  u n til A ugust 23, 
1930, and  th a t  th e  filing of th e  m an­
dam us p e titio n  w as under d a te  of Sep­
tem ber 2nd. F u rth e rm o re  th a t no m eet­
ing  of th e  B oard had  been held betw een 
these dates and th a t  th e  p e tition  had no t 
been refused.
In  answ er to th e  allegation  of th e  pe ti­
tio n e r th a t  num bers of accoun tan ts had  
been reg iste red  by th e  B oard  w ithou t th e  
office req u irem en t th e  B oard  alleged th a t  
only th ree  had  ever been reg istered  under 
th e  non-resident provision, th a t  these  
th ree  w ere p rio r to th e  passage of th e  
p resen t ru le  and  th a t  in  each case th e  
tim e spen t in  inves tig a tin g  th e  app lican t 
had been m ore th a n  s ix ty  days, each ap­
p lican t hav ing  personally  appeared be­
fore th e  B oard  and subm itted  h im self to 
an  o ra l exam ination .
T he Suprem e Court, in  its  decision, an ­
nounced th a t  th e  question  as to w hether 
th e  ru le  and  regu la tion  m ade by th e  
Board req u irin g  an  office in  th e  S tate  of 
South  C arolina w as th e  one upon w hose 
d isposition  th e  cause would be deter­
m ined and  th a t  o ther inc iden ta l m a tte rs  
need not be considered. As has been in ­
dicated  th e  answ er of th e  B oard did no t 
call a tten tio n  to  ce rta in  p rovisions in  the  
law  w hich, by inference in  one case and  
by d irec t s ta tem en t in  ano ther, p resup­
pose an  office as a necessity  to  th e  pub­
lic p ractice  of accountancy. N oth ing  in  
th e  s ta tu te  ind icated  w h at should be de­
te rm in ed  to  be an  office b u t a sign m ust 
be displayed and th e  certificate m u st be 
displayed.
N either did th e  answ er p resen t to  th e  
court any  in fo rm ation  w ith  regard  to  the  
law s and  regu la tions govern ing  public 
accounting  in  o ther sta tes, especially a s  
th ey  re la ted  to in te rs ta te  p ractice. E very  
S ta te  and  governm ental u n it has a  law  
under w hich  th e re  is a  S ta te  B oard estab­
lished to  p rovide fo r th e  issuance of C . 
P. A. certificates to  those who qualify  
under th e  te rm s o f th e  law. In  general 
these  law s a re  of tw o charac te rs—regu­
la to ry  and  non-regulatory . The regu la­
to ry  law s give to  th e  S ta te  boards con­
tro l over a ll p rac tic in g  accountants, b o th
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certified and noncertified. Seven of the  
ten  laws in  reg u la to ry  s ta te s  requ ire  cer­
tificate  holders to  have  residence or of­
fice, tw o requ ire  residence and  one has 
no requ irem en t on th is  po in t b u t in  ad­
m in is tra tio n  residence or office is called 
for.
The non regu la to ry  laws, of w hich th a t  
in  South C aro lina is  one, give to  th e  
S ta te  B oard contro l over ind iv iduals hold­
ing  certificates as certified public account­
an ts  or claim ing, in  connection w ith  th e ir  
p ractice, to hold such certificates. Of the 
forty-tw o law s in  non regu la to ry  s ta tes  
and un its, n o t coun ting  S outh  C arolina, 
ten  requ ire  th a t  th e  reg u la r C. P . A. cer­
tificate shall only be given to  those  who 
a re  res iden ts  of th e  S ta te  in  question  or 
w ho have an  office th e re in  fo r th e  reg­
u la r tran sac tio n  of business. Six req u ire  
th a t  th e  ind iv idual shall be a  res iden t 
and  have an  office. B igh t req u ire  re s i­
dence. Six req u ire  an  office. Twelve 
have no requ irem en ts b u t in  m ost cases 
th is  lack  has been cured by B oard  reg­
ulations. In  m ost law s no reference is 
m ade to  residence or a place of business 
as regard s persons who are  th e  holders 
of certificates issued by o ther s ta tes  b u t 
th e  accepted p rac tice  of S ta te  boards 
w ith  reg ard  to  such recognition  has been 
to  check up each app lican t fo r th e  pu r­
pose of de te rm in ing  w hether he  would 
be eligible to  s i t  fo r an  exam ination  in  
th e  S ta te  from  w hich  he  th en  desired  
a  certificate based on th e  one w hich  he 
had earned  elsew here. I f  so, he has been 
g ran ted  th e  certificate, th e  exam ination  
fo r th e  second one being  w aived.
T he r ig h t of a  certified public account- 
anti in  one S ta te  to  come in to  an o ther 
fo r th e  purpose o f filling a  tem porary  
engagem ent has been recognized by law  
in  several s ta te s  an d  by th e  p rac tice  of 
th e  boards in  p rac tica lly  a ll of th e  sta tes. 
W e und ers tan d  th e  South  C aro lina B oard  
h as never ra ised  an  objection to  th is  tem ­
p o rary  w ork by certified public account­
a n ts  from  o ther s ta tes . C erta in ly  no ob­
jection  w as ra ised  by th e  B oard to  the  
w ork w hich Jam es did fo r  th e  S ta te  in
1929, under th e  appo in tm en t of th e  Gov­
e rn o r on th e  au th o r ity  of th e  sam e act 
under w hich the  p resen t a u d it w as being 
m ade. Some s ta te s  req u ire  th e  v is ito r 
to  reg is te r w ithou t th e  issuance of any 
certificate. Some s ta te s  requ ire  him  to  
appoin t an  a tto rn ey  or agen t of record in 
the S ta te  to  w hich h e  m ay go on these  
tem porary  engagem ents. P rac tica lly  a ll 
of th e  s ta tes  m ake th e  lin e  of d is tinc tion  
betw een a  tem porary  engagem ent, w hich 
does no t req u ire  a  certificate, and  ac­
coun ting  p ractice  w hich would requ ire  a  
certificate, th e  question  of estab lish ing  a 
residence o r an  office.
As th e  tw o pe titions and answ ers w ere 
sim ultaneously  considered by th e  Su­
prem e C ourt of South  C aro lina th ree  
th ings a re  ap paren t. (1) A n a ttem p t had 
been m ade to p reven t Jam es from  doing
in  South C aro lina w hat he could have 
done in  p rac tica lly  every  S ta te  in  th e  
U nion, under th e  accountancy law  and  
ru les, w ithou t any  certificate, except as 
he w ould have been prevented  by th e  
special phraseology of th e  p a rticu la r 1929 
act u nder w hich he w as employed. I t  
was no t show n th a t  he  had ever estab­
lished an  office, displayed a  sign  o r ad ­
vertised  h im self as a  certified public ac­
co u n tan t in  th a t  S tate. I t  is understood  
th a t  w ha tever repo rts he  had  p rep ared  
w ith  reference to th e  engagem ents w hich 
he had  filled had been p repared  and  is­
sued from  h is A tla n ta  office and  th a t  th e  
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A labam a C harles H. Moses, F ir s t  N ational B ank  Bldg., B irm ingham
A rizona W illiam  E. T aylor, P. O. Box 628, Tucson
A rk an sas W illis W. F ind ley , R ector B uilding, L ittle  Rock
C alifo rn ia  E dw in  B. Cassidy, 530 W. S ix th  S tree t, Los Angeles
W alte r Hood, S tan d ard  Oil B uild ing, B ush and  Sansom e S treets, 
San F rancisco
Colorado Thom as H. Law rence, 420 D enver N ational B ank Bldg., D enver
C onnecticut Seth  Hadfield, 750 M ain S tree t, H artfo rd
D elaw are A. O. Campbell, 4154 Du P on t B uild ing , W ilm ington
F lo rid a  W alte r Mucklow, 1606 B a rn e tt N ational Ban k  Bldg., Jacksonville
G eorgia L. L. Davis, 1423 A tlan ta  T ru s t Com pany B uilding, A tlan ta
Idaho  Je rem iah  W. R obinson, 420 F ir s t  N ational B ank  Bldg., Boise
Illino is Geo. W. R ossetter, 33 No. La Salle S treet, Chicago
In d ian a  B irney  D. Spradling , 307-14 Peoples B ank  Bldg., Ind ianapo lis
Iow a S. G. W inter, College of Commerce, Iow a City
K ansas F ra n k  A. McCoy, 400-1 C en tra l B uild ing , Topeka
K entucky  Wm. A. H ifner, Jr ., 205 C ity  B ank  B uilding, L exington
L ou isiana  Thom as A. W illiam s, 1237 C anal B ank  B uilding, New O rleans
M aryland H en ry  G. B urke, 1001 C ourt S quare B uilding, B altim ore
M assachusetts Jam es D. G lunts, 31 M ilk S tree t, Boston
M ichigan M ervyn B. W alsh, 617 C apitol T h ea tre  Bldg., 120 M adison Avenue, 
D etro it
M innesota Lyle W. H ines, 721 M erchants B ank  B uilding, St. P au l
M ississippi W alte r Q. Sharp, M illsap B uild ing, Jackson
M issouri J . M. N eum ayer, 718 L ocust S treet, S t. Louis
J. F . Pflug, 614 G rand  Avenue Temple, K ansas C ity
M ontana W illiam  A. Logan, S ta te  Capitol, H elena
N ebraska  Wm. B ryden, 638 S ecurities B uilding, O m aha
N evada George K. E dler, Reno N ational B ank  B uilding, Reno
New H am psh ire  H iram  B. H askell, Bell B uilding, M anchester
New Jersey  C harles L. H ughes, 868 B road S treet, N ew ark 
New Mexico F red  R. Gould, S unsh ine B uilding, A lbuquerque
New York H om er A. D unn, 35 W est 64th S tree t, New Y ork C ity  (C hairm an)
N o rth  C aro lina Jo h n  B. McCabe, N orth  C aro lina  B ank  B uilding, W ilm ington
N orth  D akota A rth u r Blegen, 211 W alker B uilding, F argo
Ohio W alter A. Coy, 723 N ational City B ank B uilding, Cleveland 
J . D. Cloud, 1103-5 T raction  B uilding, C incinnati
O klahom a C. F. M iller, 532 L ib e rty  N ational B ank  B uilding, O klahom a C ity
Oregon I. D. Wood, 312 M ayer B uilding, P o rtlan d
P ennsy lvan ia  G ardner W. K im ball, 1416 C h estnu t S treet, P h iladelph ia  
Jam es M. Cum m ing, F a rm ers  B ank  B uilding, P ittsb u rg h
R hode Is land  R. V. B arb, 611 H ospital T ru s t B uilding, Providence
South  C aro lina W. F. Ostendorff, 60 B road S treet, C harleston
South  D akota C. O. Q uickstad, 205 G ran ite  Block, W atertow n
T ennessee George A. Bone, F id e lity  B ank B uild ing, M em phis
Texas A drian  V. Seay, 1704 Post-D ispatch  B uilding, H ouston
U tah  N. K. V incent, W alker B ank B uilding, S a lt L ake City
V irg in ia  J . J . Sellers, 906 Colonial A m erican N ational B ank  Bldg., R oanoke
W ashington P earce  C. Davis, 1407 E xchange B uild ing , Seattle
W est V irg in ia  D avid A. Jayne, 307-12 B ank of Commerce B uilding, C harleston
W isconsin F red  C. Kellogg, 707 B eaver In su ran ce  B uilding, M adison
W yom ing A. H. M acDougall, F ir s t  N ational B ank  B uilding, R aw lins
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A DEPARTMENT CONDUCTED BY L. GLUICK, C. P. A.
HAPPY N EW  YEAR!
Ju s t too la te  to  m ake th e  De­
cem ber issue we received from
H. A. B lom quist, of G rand Island , Neb., 
th e  follow ing m ost in te re s tin g  con tribu ­
tio n :
“W hile w ork ing  in  a  closed bank  in  
a very  sm all tow n and  hav in g  m y  eyes 
open fo r any so rt of papers  th a t  would 
lend assistance  to  ou r aud it, th is  sched­
ule  cam e to my a tten tio n . I t  d id  not 
help th e  aud it, b u t i t  d id  re lieve  th e  se ri­
ousness of the  situa tion .
S e r v i c e  C h a r g e s
1. M a k in g  o u t  B o r ro w e r ’s  F in a n c ia l
S ta te m e n t  ...................................................$2.85
2. L e g a l  A d v ic e  ( c o v e r in g  a n y  g iv e n
s i tu a t io n )  ......................................................... 20
3. D r a w in g  u p  C h a t te l  M o r tg a g e s  in
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L A DIES and G entlem en of th e  invisib le 
audience! T he S hop ta lkers’ D ra­
m atic  A ssociation is about to  p resen t fo r 
your benefit th e  first—and  m aybe th e  
la s t—of a  series of d ram atic  sketches. 
T he one chosen for to n ig h t’s p resen ta tio n  
is en titled  “D ream  and  R ea lity .” The 
p a rt of Mr. C. P. A ccountant is  tak en  by 
Dash. The p a rt of h is ju n io r is  tak en  by 
th a t  noted  juvenile, th e  K id, w h ile  th e  
p a r t  of h is  s tenographer is  tak en  by th a t  
well know n beau tifu l blonde, Miss M artha 
N orth  A dam s, by special perm ission  of 
th e  copyrigh t ow ners. Y our announcer 
is O ldtim er.
T he scene th roughou t th e  p lay  is Mr.
F o r  t h e  b e n e f it  o f  t h o s e  w h o  c a m e  in  
la t e :  T h is  i s  t h e  t w e n t y - f o u r t h  a p p e a r a n c e  
o f  t h i s  “ S h o p .”  T h e  f ir s t  a p p e a r a n c e  w a s  
i n  O c to b e r , 1928 . I t  i s  t h e  p u r p o s e  o f  
t h is  d e p a r tm e n t  t o  p r in t  t h e  s m a l l  t a l k  
o f  th e  p r o f e s s io n ;  t h e  l i t t l e  in c id e n t s  t h a t  
m a k e  t h e  p r a c t i t io n e r ’s  w o r k  in t e r e s t in g ;  
b r ie f  m e n t io n  o f  w h o  i s  d o in g  w h a t  a n d  
w h e r e ;  w h a t  m e n  t h in k  o n  c e r t a in  t o p ic s ;  
t h e  l a t e s t  j o k e  in v o l v in g  a c c o u n t a n t s  o r  
a c c o u n ta n c y .  A l l  in  t h e  in f o r m a l  m a n n e r  
in  w h ic h  t w o  o r  m o r e  C. P .  A .’s  w o u ld  
c h a t  a b o u t  t h e m s e lv e s  a n d  t h e i r  w o r k  
o v e r  th e  lu n c h e o n  t a b le ,  o r  o n  a  d u l l  d a y  
in  t h e ir  o ffic e s .  A n o n y m o u s  c o n tr ib u t io n s  
c a n n o t  b e  a c c e p t e d ,  b u t  t h e  id e n t i t y  o f  
t h e  c o n tr ib u to r  w i l l  b e  s u p p r e s s e d  fo r  
p u b l ic a t io n  i f  h e  r e q u e s t s  i t .  C o n tr ib u ­
t io n s  c a n n o t  b e  a c k n o w le d g e d  o r  r e tu r n e d .  
T h e  A m e r ic a n  S o c ie t y  o f  C. P .  A .’s  a s ­
s u m e s  n o  r e s p o n s ib i l i t y  f o r  o p in io n s  h e r e ­
in  e x p r e s s e d .
A ccountan t’s office, in  th e  tow n of Any­
w here, U. S. A. T he tim e  in  th e  first act 
is th e  eleven th  of any  m onth. All ready  
for th e  firs t ac t now, w hich is “The 
D ream .”
Mr. A ccountan t: Good m orning, Miss 
Adams. W h a t’s in  the  m ail th is  m orn­
ing?
Miss A dam s: W ell, th e re ’s one b ill; two 
receip ts ; one le tte r  from  Mr. C lient about 
th a t s ta tem en t you p repared  la s t w eek; 
and a  couple of advertisem ents.
Mr. A ccountan t: Yes, yes; a ll r ig h t; 
b u t w here’s th e  im p o rtan t m ail?  T h is is 
th e  day T h e  C e r t i f i e d  P u b l i c  A c c o u n t ­
a n t  is due. I  hope i t  isn ’t  late.
M iss A dam s: Oh! th a t  yellow m agazine. 
Sure! H ere ’tis.
Mr. A ccountan t: F ine. Now listen . 
No m a tte r  who calls, I ’m  no t to  be dis­
tu rb ed ; I ’m  going to  read  it. E very­
th in g  else can w ait. I  rea lly  don’t  know  
how to  get a long w ithou t th a t  m agazine. 
I t ’s the  best p a r t  of belonging to  The 
A m erican  Society.
And so, dear A udience, he re tire s  in to  
h is p riv a te  office, c losing th e  door behind 
him , and th e  c u rta in  fa lls on w hat is, 
alas, only a  “D ream .” F o r soon th e  c u r­
ta in  rises aga in  on th e  sad  second act, 
th e  “R eality .” A gain  i t  is th e  eleventh  
of the  m onth, and th e  scene is still Mr. 
C. P. A ccountan t’s office. H ere they  are.
Mr. A ccountan t: Good m orning, Miss 
A dams. Did we get those  checks th is  
m orning?
Miss A dam s: No, sir. H ere’s a ll th e  
m ail. One bill, tw o ads; and your C e r ­
t i f i e d  P u b l i c  A c c o u n t a n t .
Mr. A ccountan t: D am it! Is  th a t  all?
And so saying, Mr. A ccountan t takes 
th e  whole batch  of m ail and  th row s it  
in to  th e  w aste  b aske t; th e n  slam s th e  
door behind him  as he goes in to  h is p r i­
vate office, w hile th e  c u rta in  drops mo­
m en tarily  to  ind ica te  th a t  a  day has 
passed. As i t  rise s  ag a in  w e see Ju n io r 
rum m aging  around  a  pile of papers on 
top of th e  steel files.
Ju n io r: Say, g irl, w here  a re  those 
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ?
M iss A dam s: You m ean th a t m agazine 
w ith  th e  yellow  covers?
Ju n io r: Yes. W h a t’s become of them . 
I  never can find them . D oesn’t  the  boss 
get ’em?
M iss A dam s: Sure. B u t w h at do you 
w an t of ’em?
Ju n io r: W ell, one of th e  boys a t th e  
U n iversity  w as te llin g  m e about a  fine 
problem  in  it. I t  w as given la s t m onth , 
and  th is  m onth  th ey  have th e  solu tion  
and I  w an t to  see it.
Miss A dam s: I  guess you’re  ju s t out 
o’ luck. T he boss tossed one in to  th e  
baske t yesterday ; bu t you m igh t find 
some old ones around.
Ju n io r: W ell I  guess it  w on’t  m ake 
m uch difference. I f  th e  boss doesn’t  
th in k  enough of them  to  keep ’em, I  
reckon I  don’t  have to  bo ther to  study  
’em.
As th e  c u rta in  fa lls Ju n io r is seen to  
tak e  the  D aily  Tabloid  off Miss A dam s’ 
desk and s e ttle  down in  h is ch a ir  to  read  
it.
And th e  m oral of th a t, if  any, dear u n ­
seen listeners, is th a t  if  you don’t  read  
T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t , a t 
leas t file th em  fo r som eone else. T h is  is 
s ta tio n  W C P A  sign ing  off. Good n igh t!
F RANKLY w e th in k  li tt le  of th e  so- 
called philosophy of a  syndicated  
w rite r  nam ed W illiam  F ea th er. B u t on 
Decem ber 13 he had  an  idea. “In s tead  
of hav ing  conferences in  luxurious qu ar­
ters, w ith  chairs , sm okes and  d rinks, 
w hy no t have th e  com m ittee tra n sa c t its  
business a round  a  tab le  about th e  heigh t 
of an  old-fashioned saloon bar, w ith  
space fo r th e  d isplay  of papers  and  b lue­
p rin ts . B usiness w ould be done qu ickly; 
sto ry-telling  done elsew here.” In  o th e r 
w ords i t  w ould be a rea l S tand ing  com­
m ittee. On th e  o ther hand  w e heard  th e  
la te  P res id en t T a ft s ta te  th a t  m ore rea l 
resu lts  could be accom plished s ittin g  
around  a  tab le  in  five hours th a n  in  an  
open session in  five w eeks. B ut no m at­
te r  w here Mr. F e a th e r  gained h is  idea, i t  
has m erit.
JU D G IN G  from  som e recen t experiences 
of th is  dep a rtm en t’s editor, and those 
of some of h is friends, th e  c u rren t busi­
ness depression has b rough t a  shock to  
m any re ta ile rs  w here  th ey  least expected 
it. O perating  on th e  re ta il inven to ry  
basis fo r m any  years, th e  annua l physical 
inven to ry  w ould ag ree  su bstan tia lly  w ith  
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The Natural Business Year
M y  sub ject is  “T he N a tu ra l B usi­ness Y ear,” and  i t  is  only fit­tin g  th a t  you should know  
w hat is  m ean t by th is  expression. The 
n a tu ra l business year in  th e  case of 
an y  business concern, m ay be defined 
a s  an  accounting  period of 12 m onths, 
w hich te rm ina tes , no t necessarily  a t  the  
close of a  ru sh  season , b u t ju s t before 
the  beg inn ing  of a  new  one.
I t  is a  fiscal y ea r w hich ends a t  a  
tim e th e  business affa irs  a re  in  th e ir  
m ost liqu id  condition, w hen trad e  or 
m anufactu re  is a t  i ts  low est ebb and  
th e  inven to ry  is  sm all, w hen th e  re ­
ceivables a re  low, w hen th e  re su lts  of 
th e  y e a r’s operations m ay be determ ined  
m ost accu ra te ly  and w ith  a  m inim um  
of inconvenience, w hen th e  tru e s t finan­
cial p ic tu re  of th e  business m ay be had, 
w hen p lans and budgets fo r th e  ensu ing  
y ea r m ay be p repared  m ost effectively, 
w hen necessary  com parisons w ith  o ther 
s im ila r periods w ill m ean fa r  m ore to  
business executives, to  th e ir  bankers, 
and  to  those from  whom  they  buy and  
to  w hom  th ey  sell.
The m a jo rity  of concerns today cling 
to  Decem ber 31 as th e  day fo r th e  
closing of books and  th e  p rep a rin g  of 
th e  financial and  o pera ting  sta tem en ts 
sim ply th ro u g h  h a b it and  the  con tinu ­
ance of a  custom  in au g u ra ted  years ago. 
T his b lind  fo llow ing of an  uneconom ic 
and  o ften tim es costly  preceden t is w ork­
ing  incalculable h arm  to  m any  busi­
ness concerns in  the  coun try  today. I t  
is tru e  th a t  in  som e ins tances the  n a t­
u ra l business y ear coincides w ith  the  
ca lendar year. Investiga tion , however, 
discloses th a t  in  60 per cent of th e  cases 
i t  does not.
W e m ay w ell consider som e of the  
advan tages w hich would accrue genera l­
ly to  A m erican in d u s try  if  n a tu ra l fiscal 
periods w ould be adopted m ore in  con­
fo rm ity  to  th e  requ irem en ts  of the  
several en terp rises, in  lieu  of adherence 
to th e  ca lendar y ea r as m a rk in g  the  
an n u a l business and  accounting  period.
F ir s t :  T he fiscal y ear should end n o r­
m ally  a t  a  tim e  of low  inventories. I t  
is w ell know n th a t  th e  tak in g  of inven­
tories w hen business is  qu ie t or when 
stocks a re  a t  th e ir  m in im um , consti­
tu te s  a  rea l advan tage  to  any  business 
en terp rise , in  co n tras t to  th e  tak in g  of 
inven to ries in  th e  m id st of a  ru sh  sea­
son, w hich m ay read ily  be th e  case if  
the  ca lendar y ear is used as the  basis 
fo r th e  te rm in a tio n  of opera ting  re su lts  
an d  th e  p rep a ra tio n  of a s ta tem en t of 
financial condition.
Inven to ry  tim e is a t  best, a  d is tu rb ing
B y EDW ARD P . MOXEY, Jr., C. P . A.
A ddress delivered over R adio  S ta tion  
WCAU un d er auspices of th e  U n iversity  
of P ennsy lvan ia  and  on behalf of the  
P h iladelph ia  C ham ber of Commerce.
elem ent in  m ost business organizations, 
and  th e  tak in g  of stock a t  th e  close 
of seasonal ac tiv ities  would cause a 
m in im um  of such d is tu rbance  and  con­
fusion, an d  th e  re su lts  obtained th e re ­
by w ould be m uch m ore accurate , th an  
if  such inven to ry  tak in g  should occur a t 
any o ther tim e  of the  year.
The cost connected w ith  the  stock ta k ­
ing  m ay likew ise be m ateria lly  reduced, 
if  i t  is  done a t  som e tim e o th e r th an  
th e  end of a  ca lendar year, w hich in  
m any  instances m ark s th e  h e igh t of the  
busy season. U nder such conditions 
tem porary  h e lp  is  needed and  th e ir  serv ­
ices a re  like ly  to  be less efficient and 
sa tisfac to ry  th a n  those  of th e  regu la r 
experienced employees.
Second: T he n a tu ra l business year 
should te rm in a te  a t  th e  tim e of low re ­
ceivables, w hich  in  itse lf fu rn ishes tw o 
advantages to  th e  business m an. The 
first of these is found in  the  ex ten t to  
w hich collections have been m ade, th u s 
re su ltin g  in  a  b e tte r  cash show ing in  th e  
balance sheet, and  th e  second is th e  
fac ility  w ith  w hich he can pass upon 
th e  ch a rac te r of th e  open receivable 
balances. I f  an y  accounts a re  found 
to  be delinquent, steps m ay be tak en  
m ore effectively for th e ir  collection th an  
w ould be possible in  a  period of g rea te r 
business ac tiv ity .
T h ird : I f  th e  fiscal year should close 
w hen th e  buying  d epartm en ts  a re  active, 
th ere  is likely  to  be m uch goods left 
in  tr a n s i t  and  m any ou ts tand ing  con­
tra c ts  fo r purchases a re  n e ith e r filled 
n o r received. How m uch b e tte r  i t  is to  
close a  fiscal y ear w hen purchase or­
ders have been filled by vendors and 
w hen the  liab ilities  th e re fo r have been 
liqu idated  to  a  g re a te r extent.
F o u rth : T he foregoing advantages 
lead us logically  to  consider th e ir  re ­
su lts  a s  reflected in  s ta tem en ts  of finan­
cial condition. U nder a  n a tu ra l closing 
date th ese  sta tem en ts  a re  usually  clean, 
and a lw ays inv ite  favorable a tten tio n  by 
th e  banker, an d  d irec tly  re su lt in  th e  
estab lish ing  of a  stro n g er c red it posi­
tio n  on th e  p a r t of th e  b an k er’s custo­
m er. T his sam e advantage a ttaches like­
w ise to  a  s ta tem en t of operations w hich 
will reflect th e  re su lts  a ris in g  through  
a  com pleted fiscal period. As an  in ­
stance of th is , le t me cite th e  case of a  
coal company. I f  th e  fiscal y ear should  
end w ith  D ecem ber 31, th e re  w ould b e  
included in  th e  s ta tem en t of th e  oper­
a tions a  po rtion  of tw o seasons, as th e  
coal y ear rea lly  ru n s  from  A pril 1 to  
M arch 31.
F if th : T he objection has been ra ised  
th a t  if  any  d a te  o ther th a n  D ecem ber 
31 be selected as th e  end of a fiscal y ear, 
g rea t difficulties w ould be encountered  
in  p reparing  th e  necessary  F edera l an d  
S ta te  rep o rts  and  tax  re tu rn s . T his is  
a  m istaken  opinion. As a  m a tte r  of fa c t 
the  F ed era l G overnm ent, as well as th e  
several S tates, have p erm itted  a ll th o se  
requ ired  to ren d er rep o rts  to  su b m it 
sam e on th e  basis of th e ir  fiscal y ears . 
T h is p rac tice  is  encouraged on th e  p a r t  
of th e  F edera l an d  S ta te  au th o ritie s , a s  
i t  d is tr ib u te s  th e  burden  of those de­
p a rtm en ts  dealing  w ith  said  re tu rn s  
m ore equ itab ly  th roughou t th e  ca len d a r 
year, in s tead  of hav ing  to  consider a n d  
pass upon rep o rts  all a t  once.
T his G overnm ental p rac tice  is n o t 
new, b u t h as  been followed for m ore th a n  
a  decade and  is p erm itted  to in d iv idua ls  
as w ell a s  to  p a rtn e rsh ip s  and  to  corpo­
ra tio n s. A ny business w h ich  w ill re n d e r 
its  requ ired  rep o rts  on th e  basis of a  
fiscal y ea r end ing  in  conform ity  w ith  
th e  close o f seasonal ac tiv ities , w ill p re ­
sen t m ore accu ra te  re su lts  fo r ta x  re ­
tu rn s  and  a  balance sheet w hich w ill re ­
flect a  tru e r  p ic tu re  of its  financial con­
dition .
S ix th : M any business concerns to  a  
g re a te r  ex ten t th an  ever before, a re  
u tiliz in g  the  services of C ertified P ub lic  
A ccountants. I f  these serv ices a re  re ­
quired , m ain ly  a t  th e  end of a  c a len d ar 
year, th ey  cannot be as efficient as th e y  
o therw ise w ould should  th e  dem and fo r  
such services be sp read  th ro u g h o u t th e  
ca lendar year.
O ther advantages a ris in g  from  th e  u se  
of th e  n a tu ra l business y ea r include th e  
follow ing: A  m ore co rrec t basis is  es­
tab lished  fo r th e  fo rm ation  of budgets, 
th e  collection of s ta tis tic a l d a ta  is  ob­
ta ined  fo r a  n a tu ra l ra th e r  th a n  an  a r t i ­
ficial period, m ore accurate  cost finding 
re su lts  therefrom , m ore in te llig en t com­
parisons fo r m anageria l purposes m ay be  
m ade, and  m ore logical d e te rm ina tion  o f  
div idend d is trib u tio n s secured.
In  add ition  to  the  d irec t ad v an tages 
enum erated , in d irec t advantages of a  
n a tu ra l business y ear a lso  accrue to  
bankers , a tto rn ey s  and  to  public account­
an ts . A t p resen t th e  c red it d ep a rtm en ts  
of th e  banks a re  p rac tica lly  bu ried  a t  
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The Place of The Budget in Industry
T H IS  subject of budgets is one in  w hich I  am  very  deeply in terested , because in  han d lin g  th e  m anufac­
tu r in g  end of business I  have found a 
g re a t need for som e aid, som eth ing  th a t  
w ould endeavor to  show  m e th e  w ay to 
he lp  th e  m anagem ent to  m ake money.
T h is sub jec t of budgets isn ’t  a  new  
one, y e t i t  w ould seem so. I  w an t to  
re a d  to  you from  a  recen t book—“The 
N ew  W ay to  N et P ro fits”—w ritte n  by 
F re d  W. Shibley, v ice-president of th e  
B an k ers  T ru s t Company. In  th is  book 
M r. Shibley  describes budgetary  control.
“T he budget is  a  b ra in  on paper, w hich 
c a n  only be m ade in te llig ib le  by th e  w ill 
o f  m anagem ent. I t  is n o t a  com pilation 
o f  corpora tion  s ta tis tic s  and  estim ates 
fo r  c lerks and ju n io r  officials to p lay 
w ith  and  ad just. I t  is a t  once th e  com­
p ass  and th e  c h a rt of a  business. No 
o n e  b u t th e  chief nav igato r, th e  execu­
tiv e  m anager, m ay ad ju s t or change it 
a f te r  i t  is  once set.
“The home-made budget is a lw ays the 
b es t budget. W hile th e  fundam enta l 
p rinc ip les of a ll budgets a re  th e  sam e, 
a  p a rticu la r budget should  be m ade to 
fit a  p a rticu la r business. T he business 
shou ld  no t be d is to rted  to  adap t itse lf 
to  th e  budget.
“O utside experts a re  no t absolutely  
e ssen tia l in  th e  in s ta lla tio n  of a  budget 
a n d  in  its  operation , bu t th ey  can be 
h elpful.
“I f  the  executive head of a business 
considers h im self too im p o rtan t and too 
busy a  m an  to  spend tim e  fo rm ulating , 
ch artin g , checking and  con tro lling  a 
budget, then  the  budget should no t be 
in s ta lled . Such a  m an p refe rs to  sa il 
h is  sh ip  by h is w its and  the  s ta rs . A 
budget w ould confuse h im .”
“In  in s ti tu tin g  th e  budge ta ry  system  
i t  is of th e  u tm ost im portance th a t  each 
d ep artm en t head w ho has to do w ith  
i t s  com pilation and  operation  sha ll u n ­
d e rs tan d  it, app rec ia te  its  helpful quali­
t ies, and believe in  it. O therw ise i t  
w ill be resisted , called obstructive, u n ­
n ecessa ry  red  tape, useless labor, and 
th e  like .”
In  an o th e r place he  sta te s:
“T here  is a  secre t gold m ine  in  budget­
a ry  contro l w hich a  select few have d is­
covered and  a re  m in ing  profitably.
“No one app reciates m ore the  p rac ti­
ca l helpfulness of th e  m odern  business 
budget th an  the  m an  w ho is charged 
w ith  th e  responsib ility  of reorganizing  
a  poorly m anaged, unbalanced, and  u n ­
successful m an u fac tu rin g  co rpora tion .”
I do n o t in tend  to  read  th is  en tire  
book. I shall only select a  few m ore 
p e r t in e n t points.
“W hen a  com pany is m oribund th e
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budget reveals th e  fac t in  a  w ay w hich 
canno t be disputed. I t  d em onstrates 
ju s t as c learly  w hether a  com pany pos­
sesses th e  p o ten tia litie s  of a  fu tu re  suc­
cess, no m a tte r  how  badly  i t s  p resen t 
condition  is o u t of balance. M any m an­
u fac tu rin g  concerns in  th is  coun try  a t 
th e  p resen t tim e  a re  in  successful op­
e ra tio n  w ith  a p rom ising  fu tu re  due en­
tire ly  to th e  p resen ta tio n  of a  budget 
to  th e ir  bankers a t  a  period  in  th e ir  
past h is to ries  w hen th e  possib ilities of 
a receiversh ip  im pended. T he budget 
sa id  to th e  b ankers  m uch m ore em phat­
ically  and convincingly  th a n  th e  hum an 
beings w ho p repared  it, ‘I  give you defi­
n ite  assu rance  th a t  if  a  con tinuance of 
operations is perm itted  I  sha ll control 
th e  expenses as se t fo rth . I  sha ll liqui­
date  excess asse ts as agreed. On such 
and such days I  sha ll p rovide sufficient 
funds to  liqu idate  a  c e rta in  am ount of 
th e  obligations th a t you hold. P u t an  
honest and  b rav e  m an  in  charge  of me 
and  I  shall p roduce th e  re su lts  approxi­
m ately  as se t fo r th .’
“B ankers  a re  tra in ed  to  deal w ith  
facts. T he budget deals w ith  facts. I t  
is tru e  th a t  i t  m akes prom ises, b u t it  
dem onstra tes in  a  reasonable  w ay how 
these prom ises sh a ll be m ade good.”
I w an t to  read  you from  an o th e r 
place in  th is  book th e  com m ents of Mr. 
D onaldson B row n, v ice-president of the  
G eneral M otors C orporation, a  m an 
whom I believe has had  m ore to  do in  
a  d irec t w ay w ith  th e  in s ta lla tio n  of 
th e ir  budget system  th a n  any  o ther one 
ind iv idual. He. says:
“F o recas ting  and p lann ing  a re  th e  es­
sence of m odern-day business m anage­
m en t and  a re  v ita l to  in d u s tria l p ros­
perity . They a re  n o t th e  functions of 
an  ind iv idual or a  d epartm en t; they  a re  
th e  conscious, cooperative w ork of an  
organization .
“F o recas ting  and  p lan n in g  a re  no th ing  
m ore or less th a n  a  system  of contro l 
w hereby production , purchase of m a­
teria ls , and  th e  em ploym ent of cap ita l 
a re  coord inated  w ith  sales requ irem ents. 
B udgetary  contro l is an  a p t p h rase  ex­
cept th a t  it  is likely  to  im ply a  rig id ity  
th a t  m ust be guarded  aga in s t. F lex ib il­
ity  is  a  p rim e req u isite  so th a t  th e re  
m ay be a  quick response, and  th u s  th e  
possib ility  of ad ju s tm en t th ro u g h o u t th e  
system  to  th e  requ irem en ts of changes of
s itu a tio n  th a t  a re  inevitable. The focal 
po in t of th e  system  is  th e  sa les outlet. 
T he flow a t th is  po in t m u s t be gauged, 
and  every  o ther a c tiv ity  m ust be coor­
d inated  w ith  i t .”
I  am  n o t try in g  to te ll you w hat a  
budgetary  system  is. I t  w ould be 
absu rd  fo r m e to  try . I  could te ll you 
m y opinion of budgetary  control, and  
you can te ll m e i t  is bunk. T h a t is  a ll 
rig h t, too. We a ll have our p a rticu la r 
opinions.
B ut I  can te ll you a  few th in g s abou t 
i ts  va luab le  ass istance  to  me in  han ­
d ling  th e  m an u fac tu rin g  div ision  of in­
d u stry  to  prove th a t  i t  is successful and  
th a t  i t  does m ake fo r increased profits 
to  th e  business.
F ir s t,  ju s t le t m e re fe r you to  an  
ed ito ria l by Glenn F ran k , p res id en t of 
th e  U n iversity  of W isconsin. H e  w rote  
an  ed ito ria l som e tim e ago on the  tw o 
w ords “tra d it io n ” and  “change.” He 
sta ted  th e re  a re  som e people who w or­
ship  tra d it io n ; likew ise, th e re  a re  people 
who w orship  change. T here a re  people 
who w ill n o t m ove un less they  can po in t 
to  som eth ing  th a t  h a s  occurred  in  the  
p a s t to  g ive them  th e  gauge on w hich 
they  can go ahead. T here  a re  o ther 
people who a re  so fond of looking a t  
subjects of research , or w hatever you 
m igh t care  to  te rm  it, th a t  th ey  a re  
con tinually  changing—changing  too rap ­
idly. L et u s  call th e  one th e  conserva­
tive, and th e  o ther th e  radical.
I t  w ould be a  w onderful th in g  to  get 
in  the  m iddle  and  use th e  r ig h t am ount 
of conservatism  and  th e  r ig h t am oun t 
of rad ica lism  a t th e  r ig h t tim e. I  am  
su re  we can be guided too  m uch by t r a ­
d ition  and  be too conservative. L ike­
wise, w e can change too often and  too 
fast. H owever, I  th in k  we a re  going 
th ro u g h  a  very  definite period of change. 
O ur in d u s tria l ac tiv ities  th e  p as t fifteen 
years have  p rogressed  th ro u g h  change 
in  a  rem ark ab le  m anner.
T h in k  of the  w onderful changes in  
our pu rch as in g  today. Today we don’t  
find sa lesm en en te r in g  th e  pu rchas ing  
d epartm en t w ith  th e  idea th a t  they  
have to  get th e  p u rchas ing  agen t d runk  
to  do a  li tt le  business. As a  m a tte r  of 
fact, th ey  a re  a  li tt le  carefu l abou t how  
they  approach  th a t departm en t today. 
O ur stock  system s a re  different, an d  our 
m a te ria l contro l system s a re  different.
J u s t  te n  years ago I  w ent in to  a cer­
ta in  in d u stry . A t th a t  tim e they  m ade 
th e  rem ark ab le  show ing of one an d  one- 
ha lf inven to ry  tu rn o v e rs  p e r year. T h a t 
w as very  good then . The first y ear we 
changed th a t, and  m ade i t  th ree. We 
w ere p re tty  proud  of ourselves, b u t w e 
found an  autom obile organization  th a t
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had m ade six  inven to ry  tu rn o v ers  th a t 
year. W e decided we had to be as good 
as they, so we stud ied  th a t  system  and 
changed our own. The nex t year they  
m ade fourteen  tu rn o v ers  and  we found 
ourselves ag a in  ou t of date. W e im ­
proved our inven to ry  position nex t year 
and got up to  tw elve. W e certa in ly  fe lt 
th en  we w ere in  a  position  w here we 
should have o u r backs properly  patted . 
However, on investiga tion  we found th a t  
one of th e  autom obile com panies had  
m ade th e  rem arkab le  show ing  of tw enty- 
e ig h t tu rnovers. T h a t seem ed im possi­
ble to  us. W e ju s t couldn’t  reconcile 
conditions. W e exam ined and  analyzed 
it  thoroughly , b u t we found it  was true. 
T hen we adopted th e ir  system , and  w ith  
th e  assistance of th e  budget we aga in  
increased  our tu rn o v er to n ineteen .
L e t’s tak e  the  em ploym ent departm ent. 
T h ink  of th e  rem arkab le  changes in  th is  
d epartm en t alone. How m any of you 
m en have been in  th e  em ploym ent de­
p a rtm en t of any  in d u s try  in  th e  p a s t ten  
years?  I  w en t in to  a  ce rta in  p lan t one 
day, and th is  w as an  au tom obile fac to ry  
too, w here th e ir  em ploym ent d epart­
m en t consisted of a sm all, n arrow  pas­
sagew ay, blocked a t  one end by a  p a r t i­
tion  w ith  a tin y  w indow, behind w hich 
the  em ploym ent m an stood. Men look­
ing  for a job en tered  th ro u g h  a  sm all 
door and im m ediately  th e  w ord “Silence” 
confronted them . T here  w as space 
enough to  accom m odate only about fifty 
people, and they  d idn’t have a chance to  
s i t  or lean  on any th ing . A s they  w ere 
in terv iew ed  th ey  filed th rough  th is  n a r­
row  passagew ay—a  fa t m an d idn’t  stand  
a  show  fo r a  job in  th a t p lan t—to  th e  
w indow  th ro u g h  w hich the  em ploym ent 
m an ta lked  to  them . A nd on a  shelf 
below th e  w indow  he kep t a  policem an’s 
b illy  ready  a t  hand .
W e don’t  em ploy m en th a t w ay these 
days. W e have learned  to  recognize 
th a t  m en have to  be tre a ted  p roperly  if 
they  a re  to  do th e ir  best w ork, so we 
have changed our em ploym ent m ethods.
W e have changed som e o ther dep a rt­
m ents, too, as well as add ing  some new 
departm en ts. We have added a  p lan ­
n ing  departm en t. T h a t is rea lly  a  new  
ac tiv ity  in  th e  p a s t fifteen years. W e 
have added a  layou t departm en t. W e 
have also  added an o ther very  im p o rtan t 
departm en t—th e  personnel departm ent. 
T h a t w ord w as m uch m isused d u ring  
th e  w ar, b u t we can no t get a long w ith ­
out i t  today  in  industry .
A nd now  we a re  add ing  th e  budget 
departm ent.
All of these changes and  add itions a re  
to  m ake in d u s try  b e tte r  and  to  im prove 
th e  profit position.
H ave you ever stopped to figure w hat 
th e  m anagem ent of a  facto ry  is up 
aga in s t w hen i t  needs a  forem an to  
operate  a d epartm en t?  J u s t  place your­
self in th e  position  of a  w orks m an­
ager w ith  a  dep artm en t w here you 
m ust, fo r som e reason, find a  new 
forem an. How w ould you select th a t  
m an? W ould you go out in to  th a t  de­
p a rtm en t and  look fo r th e  m an who 
knew  th e  m ost about th e  product, the  
best w orkm an in  th a t  departm en t?  W hat 
type of m an  w ould you p ick  fo r th e  job 
of forem an?
N inety-nine per cent of the  selections 
a re  m ade on a  pecu liar basis. They a re  
m ade because of w h at th e  m an  know s 
about th e  p roduct he  is to produce in 
th a t  departm en t. H e is m ade forem an 
because he  know s how  to  m ake the  
p roduct ou t of—w h at do you th in k ?  
M ateria l. W here did th a t m an  ever 
lea rn  how to m ake i t  ou t of m en? I t  
is  ju s t as v ita l and  im p o rtan t a th in g  
today fo r a fo rem an to know  how to 
m ake a  p roduct ou t of m en—th a t  is, 
w ith  th e  cooperation of h is  m en—a s  i t  
is to know  how  to  m ake i t  ou t of m a­
te r ia l; m aybe th is  is m ore im portan t. 
H e m u s t have  th e  degree of intelligence, 
of in te re s t in  people, fa ir  play, th e  or­
derly  m ind th a t know s th e  order of the  
job, th e  o rd e r of th in k in g , the  o rder of 
w ork ing  and—yes—th e  p leasing  person­
a lity . A ll these  qualities he  m ust have. 
You m ay say th a t  persona lity  doesn’t  
en te r in to  it, b u t i t  does w henever a  
m an h as  m en w ork ing  for him . Then, 
last, b u t no t least, every th ing  a  m an 
m ig h t have of va lue  is no th in g  if  he 
h a sn ’t  th e  energy  to  p u t th e  job across.
T his is a ll very  fine b u t still, if  he 
does know  how  to  m ake th e  product 
from  m ate ria ls  and  from  men, w here 
has he gained th e  know ledge of how to  
m ake i t  o u t of m oney? W ho is going 
to  teach  h im  how  to  m ake it  ou t of 
m oney? T here is  ju s t one departm en t 
in  in d u s try  th a t  should tak e  hold of 
th is  im p o rtan t job, and th a t is  th e  
accounting  departm en t. W e never could 
have accom plished an y th in g  in  our w ork 
a t  F rig id a ire  had  i t  no t been for th e  
in tense  in te re s t an d  the  h a rd  w ork  
done th rough  th e  accounting  departm ent.
Mr. C. F . K ette ring , v ice-president of 
th e  G eneral M otors C orporation, in  an a ­
lyzing th e  w ork  of th e  budget in  one 
of h is addresses sa id  i t  w as like  trav e l­
ing  w ith  a  m ap th a t would enable you 
to  find th e  good roads and  enjoy th e  
tr ip , or trav e lin g  w ith o u t a  m ap and  
finding yourself in  a  swamp.
T he m anager of a  business has a  
g rea t responsib ility  in  th e  organization  
th a t  is w ork ing  for him . H e is p lan ­
n in g  out its  program . H ow  sh a ll he 
get th a t  in fo rm ation  down to th e  or­
gan iza tion— down th rough  th e  organ iza­
tion?  S im ply by le ttin g  every  m an who 
is w ork ing  fo r h im  in  an y  executive 
capacity  und ers tan d  w h at i t  is h e  is  
try in g  to do. T here  is only one th in g  
th a t m anager is try in g  to  do, and  th a t 
is  m ake m oney for th e  stockholders, fo r 
th e  ow ners of th e  business. B ut w ho is
tra n sm itt in g  w h a t he is try in g  to  do? 
F irs t, how  is  th e  m anager going to  know  
h im self?
L e t’s ju s t tak e  an  exam ple. Say 
th a t  here  is  th e  m anager who know s th e  
investm en t in  h is business. H e reckons, 
“We have so m uch m oney invested  in  
th is  business (m ind  you, th e  average 
m anager is an  op tim ist) and  w e ought 
to m ake thus-and-so p e r cen t re tu rn  on 
th a t  investm ent, le t’s  say  th i r ty  per cent 
re tu rn  n ex t year. W e have $10,000,000 
invested  and w e have to  m ake $3,000,000 
profit n ex t year. W e have  never done 
i t  in  th e  h is to ry  of th e  company. How 
a re  w e going to  do i t  n ex t y ear?”
W ho is  h e  going to  p u t th e  problem  
to?  T he w orks m anager?  T he chief 
eng ineer?  W ho is going to  te ll h im  how 
it  is to  be done? T here is  ju s t one 
m an in  th e  business whom  I feel should 
assum e th a t  job of control, lock, stock 
and  ba rre l. L e t’s call h im  th e  um pire  
if you like. H e w ill no t only see th a t  
th e  gam e is played rig h t, b u t keep th e  
score, too,' and  he w ill ac tua lly  be th e  
com ptroller. T he m anager w ill call 
th a t m an  in  and  say, “H ere  is th e  prob­
lem. T his ba lance sheet show s $10,-
000,000 invested. I  w an t to  be able to 
ge t $3,000,000 re tu rn  nex t year. You 
ta k e  th a t  and  analyze i t  for me, b rin g  
i t  back and  show  m e w h at we have to 
do to m ake th a t  re tu rn .”
Mr. C om ptroller goes back to  h is  of­
fice and  b reaks down th e  product, b reaks 
down th e  cost, an d  m akes up a  com­
p le te  incom e an d  profit and loss s ta te ­
m ent, and  show s definitely w h a t m ust be 
done in  o rder to  m ake th a t  $3,000,000. 
H e tak es  i t  back and  p resen ts i t  to  th e  
m anager, and  as he  looks a t  th e  first 
item  he sees th e  sales they  w ill have to 
m ake in  o rder to  realize  th a t  profit. 
P robably  th e  firs t th in g  the  m anager is 
going to  say  is “We can’t  do th a t. T ha t 
is  ou t of all consideration . I t  is  too 
m uch.” To w hich the  com ptro ller can 
only reply , “Those are  th e  facts, based 
on our p ast costs and our past m ethod 
of operation . T here they  are, m anufac­
tu r in g , se lling  and  ad m in is tra tiv e  ex­
pense. I f  you w an t to  realize  th a t 
profit, in  th e  ligh t of our past experience 
th a t  is  w hat you m ust do.”
I  th in k  th e re  is one who has done a 
g rea t deal of w ork fo r m any years on th e  
subject of budgetary  control, b u t who 
has given no such ti tle  to it, and  th a t  is 
Mr. John  H. P a tte rso n  of th e  N ational 
C ash R eg ister Company. H e la id  out 
sales quotas years ago, and  he  m ade h is  
o rgan iza tion  fit in to  those quotas, and 
th a t  is th e  reason  th e  N ational Cash Reg­
is te r  Com pany is  today  th e  dom inating  
in d u s try  in  its  p a rtic u la r field.
So Mr. M anager is going to  have to 
cu t th e  clo th  to  m eet w h a t he know s is 
p rac tica l. H e is  going to  have to  find 
som e w ay to  re ad ju s t prices, or find a 
w ay  to  increase  sales volum e. R egardless
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of w hat i t  is, he sets up a  figure. “We 
a re  going out nex t year and  m ake th a t  
$3,000,000.” T h is we m ay te rm  the  Op­
tim is tic  Budget.
T he com ptroller, how ever, being a  con­
servative  m an, sets down an o ther se t of 
figures, conservative figures of w hat he 
th in k s  th e  business can do. T h is is the 
C onservative Budget.
L et us say, also, th a t  he  is ju s t enough 
of an  accountan t to  be a  l i t t le  pessim is­
tic—pardon  m y re fe rrin g  to  th e  account­
a n t as a  pessim ist, b u t from  m y con tac t 
I th in k  he is—and  he m akes a P essim is­
tic  Budget.
T here  a re  th re e  budgets, th en —an  Op­
tim is tic  budget, a  C onservative budget 
and, las t, a  Pessim istic  budget.
The pessim istic  budget is th e  one 
every one feels su re  of as th e  leas t the  
business can be expected to  do. T he con­
serva tive  budget is a good, sub s tan tia l 
budget th a t  i t  is felt, w ith  th e  r ig h t 
am oun t of energy, ought to  be accom­
plished. B u t th e  op tim istic  budget is  th e  
th in g  fo r th e  sales departm en t to base 
its  w ork  on.
Now th a t  these facts and  figures a re  
b roken down, th e  eng inee ring  division 
receives its  p a rtic u la r phase  of th a t  pic­
tu re . T he com ptroller goes over the  
budget w ith  them  and shows, in  th is  
budget w hich  th e  m anager has said  they  
a re  going to  m eet, th e  expenses allowed 
th a t  departm en t fo r th e  y ear 1931, and 
he  says “These are  the  figures w ith in  
w hich you should stay .”
W hen he ta lk s  to  each div ision  head 
he  is probably going to  g ive h im  the  
pessim istic  figure to  keep h is expenses 
down. I  have seen th a t  done. H e w ill 
do th e  sam e th in g  w ith  th e  m an u fac tu r­
in g  division, and th e  sales departm ent. 
H e w ill go th ro u g h  th e  en tire  o rganiza­
tio n  and  lay  out th ese  details .
B u t does he m ake h im self c lear?  T his 
m an  m ust recognize th a t  in  th e  eyes of 
th e  engineer, in  th e  m an u fac tu rin g  div­
ision  m an’s eyes, and  in  th e  sa lesm an’s 
eyes th e  accounting  dep artm en t rep o rts  
and  figures a re  ju s t so m uch Greek. 
W hen i t  comes to  read in g  them  w ith  any 
un d ers tan d in g  th e re  isn ’t  a  chance of 
ge ttin g  them  to  do it.
B u t if  you can p u t i t  up on a  board  in 
a p ic tu re  or g raph , w here  they  can see 
a red  line up here, and  an o th e r line down 
here, get them  to  read  it, and  th en  tell 
them , “H ere is p a r; le t’s see if  you can 
shoot p a r and  m ake an  occasional b ird ie  
on i t ,” you w ill get them  in te rested  in  
w h at th e  profit of th e ir  departm en t is. 
You can w ork th a t  in  a  m an u fac tu rin g  
d iv ision  if th e  m an in  charge  of th e  
budget d epartm en t has  th e  in te lligence  
to  get in  th e re  and break  i t  down so th a t 
i t  can  be in te rp re ted  to  th e  forem an. 
U nder those conditions a  fo rem an w ill 
te a r  every th ing  loose in  h is  d epartm en t 
to  cu t expenses. H e w ill e lim in a te  w aste.
T here is only one w ay to  reduce costs, 
and  th a t is by e lim ina ting  w aste.
T he re su lts  w ill be secured by m aking  
m en th in k  in  te rm s of costs and  profits. 
Mr. K e tte r in g  has to ld  th e  experience of 
an  eng ineer w ho asked h im  for an  ap­
p ro p ria tio n  of four hundred  do llars to  
develop a  ce rta in  idea. Mr. K ette rin g  
asked h im  how  he w as going to s ta rt. 
H e had no definite idea. Mr. K ette rin g  
helped h im  to  find a  definite idea and 
th en  asked him  to  find ou t w hat th a t 
would cost. The engineer finally came 
back and  w anted  an  app rop ria tion  of 
fo rty  dollars, in s tead  of fou r hundred. 
Mr. K e tte r in g  th en  said, “You have 
saved us th re e  hund red  and  six ty  dol­
lars, b u t th is  is no t all, fo r you have 
rea lly  s ta rted  to th in k  in  a  definite w ay.”
I know  how  th e  m an  in  th e  factory  
w ill w ork, and  I  know  these  o ther di­
v isions w ill do th e  game th in g  if th e  
in te re s t in  th e  profits of th e  business is 
placed in  th e ir  m inds in  th e  r ig h t way. 
B u t i t  isn ’t  going to  get across u n til 
such tim e  as ce rta in  accounting  tr a d i­
tio n s  a re  changed in  th e  m inds of th e  
accounting departm en t. F o r too often 
today  th e  accounting  d ep a rtm en t reck ­
ons th a t  i t  m ust w ork only on m a tte rs  
of h is to ry  in  design ing  a  fu tu re  pro­
gram  w ith  th e  m anagem ent. Then, too, 
they  m ust operate th a t  p rogram  down 
th ro u g h  th e  o rgan iza tion  for th e  m an­
agem ent in  such a w ay th a t  th e  organ­
ization  becomes im bued w ith  in te lligen t 
though t on w h a t i t  is costing  them  to  
ru n  th e i r  p a rtic u la r  phase  of th e  busi­
ness, and no t on ly  w h a t i t  is  costing  
them , b u t w hat profit th ey  a re  add ing  
to th e  profit of th a t  business. T hen th e  
accounting  departm en t w ill assum e a  
position  of m ore v ita l im portance to  th e  
p ro sperity  of th e ir  business.
M en a re  in te re sted  in  th e ir  jobs. Men 
w an t to  do th e i r  jobs r ig h t. A ll you 
have to  do is  prov ide them  w ith  th e  
in fo rm ation  and  th e  facts th a t  w ill give 
them  a tool to  use and  th ey  w ill use i t  
to  th e  lim it.
We a re  only as old a s  our m inds, as 
som eone has said . T here  a re  m en 
eighty  years old who a re  younger th an  
a lo t of us w ho a re  th i r ty  and  forty , 
m erely  because th e ir  m inds a re  open 
and  they a re  seek ing  new  ideas. T here  
a re  m en of tw en ty  w ho a re  read y  to 
pass out because they  a re  liv ing  en tire ly  
w ith  closed m inds, and  believe th e re  is 
no th in g  else for them  to  learn .
Mr. Sloan, p res iden t of th e  G eneral 
M otors C orporation, has said  we m ust 
get th e  facts and  th en  w e m ust have an  
open m ind  and  be w illing  to recognize 
th e  fac ts  and  change our w ork accord­
ingly. Yes, and  th e n  we m ust have th e  
courage to  change our beliefs and  con­
form  w ith  th e  new  though t.
I w onder if  w e a re  no t in  th a t posi­
tion  now in  th e  accounting  field. I  am
w ondering if in  accounting  we have 
changed as rap id ly  as we have in  these 
o ther departm ents. I am  w ondering  if 
we have changed in  th e  sam e w ay th a t 
w e have in  th e  m achine shop. I am  won­
d ering  if you recognize th e  m arvelous 
change th a t  has occurred in  m echanical 
m ethods d u rin g  th e  p a s t tw o years.
J u s t  because one li tt le  piece of m etal 
cam e in to  th e  factory—carboloy steel— 
it has changed our m ethods rig h t and 
left. Old tra d itio n s  have been th row n 
out. T h e  m achine m ust, in  m any cases, 
be scrapped in  o rder to  provide m a­
ch inery  th a t  w ill s tan d  th e  h igh  speed 
w hich th is  carboloy steel perm its. W e 
have to  change one th in g  en tered  in to  it, 
th e  one th in g  th a t  has  com pelled indus­
t ry  to  use carboloy steel, th a t th in g  
w hich  is th e  g rea t un iversa l overseer of 
all business—com petition.
T he budget is  a  m eans fo r reducing 
costs, fo r increasing  th e  effectiveness of 
th e  w ork of everyone so th a t  profits m ay 
be increased . T h a t o rganization  w hich 
has a  budgetary  control, a  budget sys­
tem  opera ting  successfully, w ill find i t ­
self b e tte r  able to  m eet its  problem s of 
com petition  and to  p rogress to  a m ore 
secure position  in  its  p a rtic u la r field.
D i s c u s s i o n
PR E SID E N T  H U G H ES: Gentlem en, 
th e  deep in te re s t w ith  w hich you have 
listened  to  th e  address of Mr. Fordham  
m akes m e fu lly  apprecia te  th e  fac t th a t 
you a re  g ra te fu l to  h im  for the  a tten tio n  
he has given to  th e  subject. Mr. F o rd ­
ham  h as  in d ica ted  h is  w illingness to  
answ er such  questions as you m ay ask  
h im  w ith in  th e  nex t few  m inu tes th a t re ­
m ain. A re th e re  some questions w ith  
reference to  th e  subject, “P lace  of th e  
B udget in  In d u s try ?”
MR. E L L IS  (Chicago, I l l .) :  I  am 
h ea rtily  in  sym pathy  w ith  th e  fine p rin ­
ciples la id  down by Mr. F ordham  in  h is 
w onderful paper th is  m orning. P e r­
sonally, I  th in k  i t  is th e  secret of success 
in  th e  accounting  profession for the 
years th a t  a re  before us.
T here  is a  question, how ever, th a t is 
constan tly  ra ised  by business m en w hen 
w e ta lk  to  them  about th e  budget, and I 
should like  to  have  Mr. Fordham , who 
has had  so m any y ea rs’ p rac tica l experi­
ence, answ er th is  one question  because 
no doubt th e re  a re  accountan ts p resen t 
who have m et w ith  th e  question  tim e and 
tim e  again .
T he business m an says, “I t  is a ll r ig h t 
t o lay  down a budget, b u t supposing we 
can’t  m ake th e  budget, th en  w hat?  We 
can’t  be su re  w e a re  going to  m ake cer­
ta in  sales volum e. We w ill have to 
change i t  a  w hole lo t and, a fte r  all, if 
yo u  a re  going to  change i t  a ll th e  tim e  
w h at good is your budget?”
MR. FO RD H A M : Several years ago 
w hen w e w ere first w ork ing  on th is  sub­
jec t of budgets down in  th e  c ity  of D ay­
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ton, a m an u fac tu re r who knew  very w ell 
w hat we w ere doing asked me if I  would 
not address our local en g inee rs’ club. I 
w as very  happy to  and  w e had  a  very 
unusual am oun t of d iscussion  a f te r  th e  
m eeting  on how p rac tica l is th e  budget.
There w as one m an th e re  w ho headed up 
one of th e  la rg e r in d u s trie s  in  th e  M iami 
Valley section. H e stood up and  did 
every th ing  in  h is pow er to  p rove th a t 
budgetary  w ork  w as im practical. H e even 
w ent so fa r  as to s ta te  he had  insta lled  
such a  system  bu t had  th row n  it  out. 
A fter considerable d iscussion w ith  th e  
m an, I recognized i t  w as g e ttin g  to  th a t 
period w here i t  w as becom ing an  a rg u ­
m ent. T he difference betw een a discus­
sion and an  arg u m en t is th a t  in  a discus­
sion you a re  g e ttin g  som ewhere, and in 
an  a rgum en t you a re  not. I had  to  back 
out and  le t h im  alone.
I t  w as qu ite  in te re s tin g  to  me, though, 
a sh o rt tim e  ago, du rin g  M anagem ent 
Week, to  have th is  p a rtic u la r m an get up 
on th e  p la tfo rm  and deliver a w onderful 
a d d re s s  on th e  subject of budgets and 
how successful th ey  w ere in  h is p a rticu ­
la r  industry . A fte r th e  m eeting  I w ent up 
and shook hands w ith  h im  and  said, 
“T ha t w as fine. I  am  glad to  see you are  
converted to budgets.”
H e said , “ I w ould do an y th in g  to take  
back w hat I said  a t  th a t  m eeting  a long 
tim e  ago. T he troub le  w as m y budget 
system  w as in s ta lled  by a m an who did 
not know  h is business.”
A fterw ard , he had a  rea l public account­
ing  firm in s ta ll a  budget system  w hich 
today is m ak ing  M iam i V alley one of th e  
g rea test in  th e  paper in d u s try  in  th is  
whole country .
MR. DUNN (New Y ork C ity ) :I  w as 
born in  th e  fa r  W est. T he fa r  W est in 
those  days w as th e  border line. A  boy 
about n ine or ten  y ea rs’ old w as lea rn in g  
to shoot. H e w as a very  poor m arksm an  
to  begin w ith , b u t in  a few  m onths he 
showed som e progress. You have to have 
a  ta rg e t to  shoot at, of course. W e d idn ’t 
shoot a t an im als. W e shot a t  ta rg e ts  in  
th e  beg inn ing  w ith  an  old m uzzle-loading 
rifle. A rm s im proved in  th e  course of 
tim e  and we did m uch b e tte r. W e got so 
w e could shoot a sq u irre l th ro u g h  the  
head  in  a  tree . I t  w as looked upon as a 
c rim e  to  shoot a sq u irre l anyw here else.
I th in k  th a t  is apropos of th e  study  of 
control. You have to m ake a beginning. 
A fter a w hile, you h it  th e  th in g  in  the  
eye.
P rom otion  of th e  idea of budgetary  con­
tro l is th e  th in g  th a t  accoun tan ts as pro­
fessional m en necessarily  a re  m uch con­
cerned in. We read  a lot of technical 
lite ra tu re . I do m yself, b u t I  am  try in g  
to  drop out of th a t  some. B u t th e re  are  
o ther th ings fo r us to  read. Mr. Shibley’s 
w ork is very  in form ative. If  we can ab­
sorb  some of th e  th in g s  Mr. Shibley has 
said about th e  b an k e r’s po in t of view  on 
budge ta ry  control, i t  w ill be w orth  our
w hile. If  you w an t to  be in  favor w ith  
th e  bankers , you h ad  b e tte r  lay  your 
budgetary  system  or m ethod before your 
banker w hen you go to  him . M aybe you 
will fa re  b e tte r  in  your in te re s t ra te  or 
th e  am oun t you w ill be able to  borrow  if 
you can sa tisfy  your banker. I t  is a 
question  of u tiliz ing  general in fo rm ation  
of th a t  k in d  for sales purposes w hen you 
break  in  or th e  opportun ity  is afforded 
you of d iscussing  budgetary  control.
T h a t is en tire ly  a p a rt from  th e  tech­
n ical side of p rep a rin g  and  ou tlin ing  a 
budget by th e  break-down m ethod of w hat 
has happened in  th e  p ast and  applying 
th e  v ision  no t of an  ind iv idual bu t the  
v ision of d epartm en t heads w ith  respect 
to  th e  fu tu re .
MR. STROUT (S eattle , W ash .) : I 
should like to  inqu ire , a fte r  a  budget has 
been estab lished  and  a  forem an has been 
advised as to  w h a t h is costs should be 
for th e  ensu ing  year, how frequently  
should he be advised of h is ac tua l costs 
so he can  determ ine  w hether or no t he 
is keeping w ith in  th e  am ount of h is 
budget?
MR. FORDHAM : T hat, of course, m ust 
grow w ith  th e  system . A t F rig id a ire , 
w hen I left ju s t a  few  w eeks ago, we had 
our program  down to  th e  basis w here 
every m orn ing  a t  e igh t o’clock I  had 
on my desk a ll th e  in fo rm ation  p e rta in ­
ing  to  m y labor and m ate ria l expenses up 
to th e  previous evening a t  five o’clock. I 
knew  exactly  w here I stood on m y budget. 
B ut we d idn’t  do th a t  over n igh t. We had 
about tw o yea rs’ h a rd  w ork before we got 
our system  on th a t  basis. B u t i t  can be 
done.
W ith  th e  forem en, we w ere no t so fo r­
tuna te . We w ere in  a position, though, a t 
th e  first of each w eek to  give our fore­
m en th e  in fo rm ation  about th e  preced­
ing  week. T hey had  th e  facts.
M ight I  add a  w ord fu r th e r  w ith  re f­
erence to  Mr. E llis ’ question. One of the  
g rea test difficulties is to  get th e  m anage­
m ent to assum e th e  responsib ility . Oft- 
tim es th e  accounting  departm en t has to 
pu t these  th in g s  down th e  m anager’s 
th ro a t. Som etim es i t  is m edicine he 
doesn’t  like to  take.
W hen you say  th a t  th e  m anagem ent 
doesn’t  w an t to  spend th e  money, th a t  is 
very  true . Som etim es i t  is m edicine they  
have to  take. Som etim es th e  accounting  
departm en t can  come th ro u g h  and  m ake 
them  like it. I t  can be done and a t no 
trem endous increase  in  expense to  th e  
organ ization . The m ost im portan t th in g  
is for th e  m anagem ent to  be able to as­
sum e th e  responsib ility  of se tting  up w hat 
they  th in k  th ey  can ac tua lly  accom plish 
in  th e  w ay of nex t y ea r’s sales.
Mr. Shibley re fe rs  to  th a t :  “T he chief 
executive h im self hesita te s  a t first to  base 
h is opera ting  p lans on a sales fo recast 
even though  p repared  by h is own sales 
o rgan iza tion .” Ju s t im agine a chief exec­
utive, how ever, w ho w ould no t jum p all
over a  b ranch  m anager who d id n ’t  come 
th ro u g h  and  give h im  an  idea as to  w hat 
th e  b ranch  m anager expected to  be able 
to  do over th e  n ex t year. If  th e  chief 
executive w ill p u t h is  foot down and  say, 
“T here is  w h a t w e can do,” I  th in k  we 
w ill find som e rea l progress.
MR. SAGAL: I  should like to  ask  Mr. 
Fo rdham  how  sm all a business one can 
s ta r t  w ith  in  try in g  to apply a  budget? 
In  o ther w ords, w h a t sales volum e would 
be a  basis fo r a  budget to w ork?
MR. FORDHAM : I  th in k  th a t  is very 
easily  handled . I  th in k  th e  sm allest or­
gan iza tion  th a t could handle  a budget and 
do i t  to  th e  best advan tage  is th e  fam ily. 
I believe th a t  is  w here i t  m ust s ta r t  and 
w ill s ta r t.  I  don’t  th in k  th e  budget is  out 
of place anyw here. I  th in k  we have got 
to  recognize its  position.
L et m e te ll you m en th a t  the  best busi­
ness body in  th e  w orld is a  m an ’s own 
wife. I f  you w ill ju s t p rac tice  some of 
h e r p rinc ip les in  your own business, no 
m a tte r  how  sm all you w ill see profits 
come in to  th a t  business.
L e t me add ju s t th is : C om petition is 
going to  do ju s t one of tw o th ings. If  
th e  b ig  business has a  budget, i t  is going 
to  become bigger. I f  a  sm all business 
does no t have a  budget, i t  is going to  be­
come sm aller.
MR. UNDERWOOD (Pueblo, C olo .): I 
am  su re  a  la rge  num ber of th e  account­
an ts  a re  concerned w ith  re ta il account­
ing  and  th e  expense item s th a t  en te r 
in to  the  budget. One is advertis ing  w hich 
I have had  called to  m y a tten tio n  p a r­
ticu la rly .
A c lien t of mine, who has been adver­
tis in g  extensively  and  under p resen t con­
d itions has no t been ge ttin g  sa tisfac to ry  
resu lts , ra ises th e  question: Shall we in ­
crease our adv ertis in g  in  new spapers, or 
decrease it?  How shall we gage th e  
question? On w h a t basis shall we deter­
m ine ju s t how  m uch advertis ing  we shall 
do in  new spapers?
MR. FORDHAM : T he subject of adver­
tis in g  is th e  m ost difficult th in g  th e re  is 
in  budgetary  w ork. I t  is th e  m ost in tan g ­
ible th ing , the  m ost in tang ib le  expense 
w e have in  in d u stry . A t th e  sam e tim e, 
we do recognize i t  is dangerous to  be 
w ithou t it .  If  it  is dangerous to  be w ith ­
out it, a t  w hat po in t can we say  th e re  is 
too m uch adv ertis in g  or th e re  is too li t­
tle? To a rriv e  a t th a t  p a rticu la r m iddle 
ground  w hich is th e  perfection  in  adver­
tis in g  is  beyond m y ab ility  to  say. I  
don’t  believe it  can  be answ ered except 
by very  carefu l and  tho rough  study  of 
th e  p a rtic u la r industry . E ach  m ercan tile  
in d u s try  has to  get in to  th a t  itse lf and 
th ro u g h  those  p a rticu la r carefu l stud ies 
de term ine  ju s t w here th a t  po in t is.
I am  so rry  I can’t  say an y th in g  about 
th e  re ta il  trade , bu t I have done every­
th in g  I  could to  get in fo rm ation  about 
it  because in  going in to  m eetings of ju s t 
th is  so rt I have been asked th e  question
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so m uch I  have been try in g  to  g e t p re­
pared . I  m ust adm it I have been un ­
able to.
I  w ill say  th a t  I  have seen some of 
th e  m ost rem arkab le  budget’s w ork, if 
you w an t to  call i t  such, in  th e  w ay th e  
telephone company, w hich  is  no t an  in ­
du stry  such as  I  am  accustom ed to th in k  
of one, looks in to  th e  fu tu re , th e  w ay 
they  a re  guided in  th e ir  investm ents, th e  
w ay th ey  a re  guided in  a ll th e ir  ac tiv i­
ties. I  am  now  looking fo rw ard  to  an  
opportun ity  to  in v estig a te  how th e  Met­
ropo litan  L ife In su ran ce  Com pany does
th e  sam e th ing , study ing  th e  fu tu re  for 
th e  purpose of lay ing  ou t a program .
T he b igger th e  business, th e  b e tte r th e  
p lan  and, a f te r  all, th e  budget is only 
th e  in te rp re ta tio n  of a  p lan  in  do llars 
on a  w orkable basis th a t  can be used 
today.
Questions and Answers Department
E D IT O R , W .
E ducational D irector,
Q uestion :
A read e r has subm itted  th e  follow ing question  fo r discus­
sion:
“I have h eard  considerable d iscussion of th e  question  a s  to  
w h eth er i t  is necessary  fo r a  corpora tion  in  converting  its  
com m on stock of $100 p a r  value in to  a  stock of no p a r  value 
to  consider th e  e n tire  cap ita l an d  earned  su rp lus as considera­
tio n  fo r th e  stock of no p a r  value. In  o ther w ords, if a  corpo­
ra tio n  h as  a  cap ita l stock  of 1,000 shares  of $100 p a r value 
an d  a n  earned  su rp lu s  of $200,000 w ould i t  be necessary  to  
t r e a t  th e  e n tire  $300,000 as cap ita l if  th e  stock is converted 
in to  sh ares  o f no  p a r  value?
A n sw er:
T he answ er to  th is  question  depends no t only on th e  specific 
ac tion  of th e  corpora tion  in  m ak ing  provisions fo r th e  ex­
change of stock b u t also on th e  s ta tu te  of th e  s ta te  under 
w hich  th e  co rporation  is organized. T he answ er, in  general, 
is  th a t  w hile th e  corpora tion  m ay  a rran g e  to  convert th e  
earned  su rp lu s in to  cap ita l by ap p ro p ria te  action , such effect 
does n o t necessarily  follow from  a  change from  p a r to  no-par 
shares. T he consideration  paid  fo r  th e  old shares  m ay be 
tre a ted  as th e  considera tion  fo r th e  new  shares.
S o lu tio n  fo r  P ro b lem  1 o f th e  M ich ig a n  C. P . A . E xam in a­
tio n  o f  D ecem b er, 1 9 2 9 , p u b lish ed  on  p a g e  8 4  o f M arch, 1 9 3 0 , 
is su e .
PR O C E D U R E  O F SO LUTIO N
T he W orking  Sheet employed in  th e  so lu tion  of th is  prob­
lem  is of th e  type th a t  ca rrie s  an  exp lana tion  of th e  e lim ina­
tio n s w ithou t th e  necessity  of re fe rrin g  to a  sep a ra te  jo u rna l 
en try  and  explanation . To fac ilita te  th e  read ing  of th e  W ork­
in g  Sheet th e  e lim inations a re  show n in  a  separa te  colum n 
w hile  the  ad ju s tm en ts  to  be m ade on th e  books of th e  several 
com panies a re  show n in  tw o o ther colum ns. To avoid con­
fusion  in  th e  key le tte rs  th e  ad ju s tin g  en trie s  a re  keyed w ith  
sm all le tte rs  and  th e  e lim inations w ith  cap ita l le tte rs . T he 
a d ju s tin g  en trie s  to  be m ade on th e  books of th e  A llen Com­
pany  and  th e  B anner C om pany a re  also show n separa te ly  w ith  
fu ll exp lana tion  of th e  reason  fo r each en try . These explana­
tio n s toge ther w ith  th e  exp lana tion  of th e  e lim inations as 
given in  th e  w ork ing  sheet fu rn ish  an  adequate exp lanation  of 
th e  solu tion  step  by step.
A L L E N  C O M P A N Y  A N D  S U B S ID IA R IE S  
C o n s o lid a te d  B a la n c e  S h e e t  
D e c e m b e r  31, 1926
A S S E T S  
C u r r e n t  A s s e ts :
C a s h  ................................................................................. $25,000.00
N o te s  R e c e iv a b le  .....................................................  11,000.00
M e rc h a n d is e  I n v e n to ry  ........................................  102,000.00
T o ta l  C u r r e n t  A s s e ts  .................................................................. $138,000.00
Fixed Assets:
P l a n t  ............................................................................................................  89,000.00
D e fe r r e d  C h a r g e s :









A d j u s t in g  J o u r n a l  E n t r ie s  
D e c e m b e r  31. 1926 
A l le n  C o m p a n y  B o o k s
( a )  D iv id e n d s  R e c e iv a b le — B a n n e r  C o m p a n y . . . .  $2,700.00
In v e s tm e n t  in  S to c k  o f  B a n n e r  C o m p a n y  
T o  t a k e  u p  h o ld in g  c o m p a n y ’s  90 %  o f  
d iv id e n d  d e c la r e d  b y  B a n n e r  Co. D ece m ­
b e r  31, 1926. I n v e s tm e n t  in  B a n n e r  C o m ­
p a n y  S to c k  re f le c ts  a l l  p ro f its  o r  lo s se s .
( b )  B a n n e r  C o m p a n y — C u r r e n t  ....................................
C a s h  ..............................................................................
T o  re c o rd  p a y m e n t  o f  d r a f t  d r a w n  b y  
B a n n e r  C o m p a n y  o n  D e c e m b e r  30. 1926.
( c )  A c c ru e d  B o n d  I n te r e s t  R e c e iv a b le .....................
S u rp lu s  .........................................................................
T o  t a k e  u p  a c c ru e d  in te r e s t  o n  b o n d s  o f  
B a n n e r  C o m p a n y  o f  D e c e m b e r  31, 1926—
80%  o f  $1,500 a c c ru e d .
( d )  D iv id e n d s  R e c e iv a b le — C ity  C o m p a n y ................
S u rp lu s  .........................................................................
T o  t a k e  u p  h o ld in g  c o m p a n y ’s  95%  o f  
d iv id e n d s  d e c la r e d  b y  C ity  C o m p a n y  D e ­
c e m b e r  31, 1926, a s  in co m e .
( f )  S u rp lu s  .................................................................................
In v e s tm e n t  in  S to c k  o f  B a n n e r  C o m p a n y  
T o  a d ju s t  p ro f its  o f  B a n n e r  C o m p a n y  t a k e n  
u p  (9 0 %  o f  $1,000 o v e r s ta t e d  p ro f i t .)
B a n n e r  C o m p a n y  B o o k s
( e )  S u rp lu s  ................................................................................. $1,000.00
A lle n  C o m p a n y  C u r r e n t .................................... $1,000.00
T o  re c o rd  c h a r g e  f o r  c o m m iss io n  o n  s a le s  
m a d e  d u r in g  D e c e m b e r  b y  A lle n  C o m p a n y .
T . SU N L E Y , C. P . A . (M ich .)
In terna tiona l A ccountan ts Society, Inc.
G oodw ill ................................................
L I A B I L IT IE S  
C u r r e n t  L ia b i l i t i e s :
A c c o u n ts  P a y a b le  ................................................... $45,000.00
N o te s  P a y a b l e ............................................................. 6 ,000.00
A c c ru e d  B o n d  I n te r e s t  P a y a b l e ....................  300.00
D iv id e n d s  P a y a b l e . . .............................................. 400.00
T o ta l  C u r r e n t  L ia b i l i t ie s  
F ix e d  L ia b i l i t i e s :
B o n d s  P a y a b l e .......................
L e s s — T r e a s u r y  B o n d s . . . .
T o ta l  L i a b i l i t i e s ............
N E T  W O R T H  
M a jo r i ty  I n t e r e s t :
C a p i ta l  S to c k  .......................
S u r p lu s  ......................................
M in o r i ty  I n t e r e s t s :
I n  B a n n e r  C o m p a n y :
C a p i ta l  S to c k ..........
S u r p lu s  .......................
I n  C ity  C o m p a n y :
C a p i ta l  S to c k  .........................  $2,000.00
S u r p lu s  ........................................  900.00 2,900.00
T o ta l  N e t  W o r th
$5,000.00
1,550.00
























































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































16 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T January ,
C. P. A. EXAMINATION QUESTIONS, 
WISCONSIN, NOVEMBER, 1930
G O V ER N M EN TA L ACCOUNTING
(Tim e Allow ance 2½ H ou rs)
Q uestion No. 1— (W eight 10 P o in ts) 
U nder th e  F edera l incom e ta x  law :
(a ) W hat is  the  provision w ith  re fe r­
ence to “rep lacem ent fu n d s” in  th e  case 
of invo lun ta ry  conversion of property?
(b) W hat is th e  taxab le  effect w here 
p ro p e rty  is sold by a co rporation  to  one 
of its  stockholders or em ployees a t  less 
th a n  its  fa ir  m ark e t value?
(c) W hat is th e  s ta tu s  of in te re s t re ­
ceived on refunds allow ed by th e  U. S. 
G overnm ent as to  w hether th e  sam e is 
taxab le  or non-taxable?
Q uestion No. 2— (W eigh t 10 P o in ts)
In  a u d itin g  th e  accounts of th e  C ity of 
X , th e  follow ing B alance Sheet un d er the  
head  of C apital F u n d  w as subm itted  to 
you fo r verification :
C a s h  .......................................................  $5,000.00
P r o p e r t i e s  ...........................................  2 ,500,000.00
$2,505,000.00
V o u c h e rs  P a y a b le  .........................  $1,000.00
C a p i ta l  S u r p lu s  .................................  1 ,504,000.00
F u n d e d  D e b t ......................................  1 ,000,000.00
$2,505,000.00
Y ou find th a t $25,000 of th e  Funded  
D ebt w as incurred  on account of a  deficit 
in  cu rren t expenditures.
P rep are  corrected s ta tem en t for use 
in  your au d it report.
Question No. 3— (W eight, 10 P o in ts ): 
C orporation  A, B, and C filed a con­
so lidated  Federal re tu rn  for the  year
1927, repo rting  thereon  a consolidated 
n e t loss of $20,000.00 and a profit fo r the  
y ea r 1928 of $40,000.00, as follow s:
1927
C o m p a n y  A  ( P a r e n t )  ............. $10,000— P ro f i t
C o m p a n y  B  ............... .................... 15,000— L o s s
C o m p a n y  C ...................................  15 ,000— L o ss
C o n s o lid a te d  N e t  L o s s ............. $20,000
1928
C o m p a n y  A  ( P a r e n t )  ............. $40,000— P r o f i t
C o m p a n y  B  ...................................  5 ,000— P r o f i t
C o m p a n y  C .................................... 5 ,000— L o s s
N e t  P r o f i t  ...................................  $40,000
You are  requ ired  to  com pute th e  tax  
liab ility  of th e  above consolidation  for 
th e  y ea r 1928.
Q uestion No. 4— (W eight, 5 P o in ts ) :
In  a  city , such as M ilw aukee, expend i­
tu re s  a re  classified u n d er th e  follow ing 
heads:
(a ) G eneral C ity  Purposes.
(b ) E ducation .
(c )  Bond R etirem ent.
(d )  Bond In te rest.
(e )  Sew erage Disposal.
( f )  S tree t Im provem ents.
(g )  F ire  and  Police Pensions.
(h )  P a rk s  and  B oulevards.
( i)  L ib ra ry  and  M useums.
( j)  M iscellaneous.
Of th e  to ta l expended in  any one year 
(recen t) s ta te  th e  percen tage  you believe 
w as spen t fo r each of th e  above p u r­
poses.
Q uestion No. 5— (W eight 5 P o in ts)
In  a r r iv in g  a t  a  ta x  levy fo r a  m un ici­
pality , w hat a re  the  various steps tak en  
to  a rr iv e  a t  th a t  end and  by w hat de­
p a rtm en ts  or officials?
Q uestion No. 6— (W eight 10 P o in ts)
In  th e  average m unicipal balance sheet 
th e  accounts appear under th e  follow ing 
general head ings:
C u rren t F und .
C apita l F und .
S ink ing  Fund .
Special and  T ru s t Funds.
In d ica te  th e  usual item s w hich a re  
found under these headings.
Q uestion No. 7— (W eight 10 P o in ts)
(a )  Define “executive” ty p e  of budget.
(b ) O utline procedure fo r an  executive 
budget.
(c) W hy should th e  leg isla tive  body 
be p erm itted  to  reduce bu t no t to  in ­
crease item s in  th e  executive budget, and 
w hy should  th e  in tro d u c tio n  of new item s 
be proh ib ited?
(d ) W hat prov ision  should be m ade 
for em ergency needs?
(e) W hat m ethod w ould you suggest 
to  curb  th e  pow er of th e  executive in  
th e  event th a t  he desires to  cripple a  de­
pa rtm en t w ith  w hich  he  is  n o t in  sym ­
pa th y  by depriv ing  i t  of funds?
Q uestion No. 8— (W eight 10 P o in ts) 
You a re  called to  m ake an  au d it of th e  
records of th e  Tow n of “Z” in  W isconsin 
and  asked to  se t fo r th  in  your a u d it re ­
port a ll illegal or questionable paym ents. 
W hat classes of such paym ents w ould you 
expect you m igh t find?
Q uestion Nos. 9-10— (W eight 25 P o in ts) 
A genera l p roperty  ta x  of $244,812.40 
w as placed in  th e  1929 ta x  ro ll of th e  
City of “C,” being based on th e  follow ­
ing  “E stim ated  R esources and  E xpense” 
(budget) p repared  by th e  C ity’s F in a n ­
cial C om m ittee:
E s t im a te d  E x p e n s e s  
S ta te  a n d  C o u n ty :
S ta te  T a x ....................... $11,032.00
C o u n ty  T a x e s ...............  60,000.68
D e lin q u e n t P e r .  P ro p .
T a x  C h a rg e d  B a c k  470.21 $71,502.89
B o n d s  a n d  I n t e r e s t :
S a n i ta r y  S e w e r B o n d s  1,000.00
I n t e r e s t  o n  A b o v e . . .  500.00
S ch o o l B o n d s  ............. 2,000.00
I n t e r e s t  o n  A b o v e . . . 500.00 
N e w  W a t e r  P l a n t
B o n d s  .........................  18,000.00
I n t e r e s t  o n  A b o v e . . .  1 ,312.50 23,312.50
T a x e s  P a id  in  A d v a n c e  (1929  ro ll  
t a x e s  c o lle c te d  in  1 9 2 9 ) .................. 12,000.00
I n t e r e s t  o n  T r u s t  F u n d s ..................  1,362.80
S choo l B u d g e t  ........................................  67,220.25
V o c a t io n a l  S ch o o l B u d g e t .................. 1 ,050.00
L i b r a r y  B u d g e t  ......................................  4,000.00
G e n e ra l  F u n d  B u d g e t :
S t r e e t  L i g h t i n g ..........  11,000.00
P a r k  B o a r d ..................  3,000.00
J u d g e m e n ts  P a y a b le  6 ,500.00 
B o rro w e d  f r o m  B a n k s  45,000.00
H y d r a n t  R e n t a l ..........  20,000.00
A d d itio n  to  C ity  H a l l  10,000.00
A ll o th e r  d e p a r tm e n ts  38,827.67 134,327.67
W a t e r  D e p a r tm e n t :
O p e r a t in g  E x p e n s e . . 20,000.00 
N e w  W a t e r  P l a n t
B o n d s  .......................... 18,000.00
E q u ip m e n t  ..................... 5,000.00 43,000.00
T o ta l  E s t im a te d  E x ­
p e n s e s  ............................... $357,776.11
E s t im a te d  R e s o u r c e s  
C i ty ’s  S h a r e  o f  In c o m e
T a x  .................................... $38,868.91
R e n t  o f  A r m o r y .............  700.00
2 % F i r e  I n s u r a n c e  f ro m
S ta te  .................................  638.55
I n te r e s t  E a r n e d ...............  1 ,575.00
D u e  f r o m  S ta te  H ig h ­
w a y  f o r  1928 a d v a n c e  2,800.00
L ic e n s e s  ............................... 1,090.00
J u s t ic e  F e e s .......................  329.00
W a t e r  D e p a r tm e n t  T a x  6,000.00 
S t r e e t  A s s e s s m e n t s . . . .  3 ,335.28
C a s h  o n  H a n d ..................  2,000.00
W a t e r  D e p a r tm e n t :
M e te re d  W a t e r
S a le s  . .  $22,000.00 
F l a t  R a te  W a t e r
S a le s .  . 3,000.00 25,000.00 $82,336.74
A m o u n t to  b e  b o r ro w e d  a t  en d
o f  y e a r ........................................................ 31,027.01
$6,517,663.00  ( a s s e s s m e n t)  @ 3 % . 244,412.36
T o ta l  e s t im a te d  r e s o u r c e s ............... $357,776.11
F o llo w in g  is  th e  c u r r e n t  b a la n c e  s h e e t  o f  
th e  C ity  o n  D e c e m b e r  31, 1929 :
C u r r e n t  A s s e t s  
C a s h  in  B a n k s — C ity
T r e a s u r e r  ....................  $45,024.28
S u n d r y  A c c o u n ts  R e ­
c e iv a b le  .......................... 5,528.74
D u e  f r o m  S ta t e  H ig h ­
w a y  C o m m is s io n  f o r
1928 a d v a n c e ...............  2 ,800.00 $53,353.02
C u r r e n t  L ia b i l i t ie s
B a n k  L o a n s .......................  $35,200.00
V o u c h e rs  P a y a b l e ..........  1 ,548.08
J u d g e m e n ts  P a y a b l e . . .  6 ,500.00 
T a x e s  C o lle c te d  in  A d ­
v a n c e  .................................  44,569.33
C a s h  h e ld  f o r  B o a r d  o f
E d u c a t io n  ....................  765.01
C a s h  h e ld  f o r  B o a r d  o f
V o c a t io n a l  E d u c a t io n  1,708.17 
C a s h  h e ld  f o r  W a t e r
D e p a r tm e n t  ..................  11,043.97 101,334.56
C u r r e n t  S u r p lu s  (D e f ic it)  $47,981.54
I n  A u g u s t ,  1930, y o u  a r e  c a l l e d  i n  a n d  
a s k e d  t o  c o m p u t e  t h e  p r o b a b l e  C u r r e n t  
S u r p l u s  o r  D e f ic i t  f o r  D e c e m b e r  31, 1930, 
a s  a n  a i d  t o  t h e  F i n a n c i a l  C o m m i t t e e  i n  
p r e p a r i n g  a  b u d g e t  f o r  1931.
I n  a d d i t i o n  t o  t h e  i n f o r m a t i o n  g iv e n  
a b o v e ,  y o u  f i n d  t h a t :
(1) T h e  a d d i t i o n  t o  t h e  c i t y  h a l l  w a s  
c o m p le t e d  a t  a  c o s t  o f  o n ly  $6,450.00
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(2) only $14,500.00 of th e  bonded debt 
for the  new w a te r p lan t m atu red  in  1930
(3) th e  1929 ro ll delinquen t rea l esta te  
taxes am ounted to  $6,046.08
(4) th e  c ity ’s sh a re  of incom e ta x  w ill 
probably be about $10,000.00 less th a n  th e  
F inanc ia l C om m ittee’s estim ate  of $38,- 
868.91
(5) th a t th e  ta x  ro ll overrun  belongs 
to  th e  city.
P rep a re  th e  com putation  requested.
E L E M E N TS O F PO L IT IC A L  ECONOMY 
(T im e Allowance— 2½ H ours)
Question No. 1:
(a )  E xp la in  th e  te rm  “In d u s tria l Rev­
olution .”
(b ) C on trast th e  w ay in  w hich mod­
ern  production  is ca rried  on w ith  th a t  
p rio r to  th e  in d u s tr ia l revolution .
Q uestion No. 2:
(a )  W hat is a  m odern  trad e  union?
(b ) E xp la in  th e  reasons fo r th e  de­
velopm ent of unions in  m odern  economic 
life.
(c) N am e and  explain  th e  m ost im por­
ta n t m ethods used by unions for accom­
p lish ing  th e ir  objectives.
Q uestion No. 3:
(a )  S ta te  your und ers tan d in g  of the  
“unem ploym ent problem ,” and  ou tline its  
ch ief causes.
(b) Give w hat, to your m ind, a re  the  
possible rem edies for unem ploym ent.
Q uestion No. 4:
(a )  S ta te  th e  basic difference betw een 
th e  corpora te  and  p a rtn e rsh ip  form  of 
business o rgan iza tion  and  explain  th e  ad­
van tages of one over th e  o ther.
(b ) E xp la in  th e  m ean ing  of the  te rm  
“over-capitalization” an d  th e  possible 
w ays fo r de te rm in ing  th e  ex ten t to 
w hich a com pany is over or under-capi­
talized.
Q uestion No. 5:
E xp la in  th e  m eaning  of th e  follow ing 
te rm s :
1. S tan d ard  Money.
2. F iduc ia ry  Money.
3. F ia t  M o n e y .
4. Gold S tandard .
5. “F ree  S ilver.”
Q uestion No. 6:
(a )  D iscuss th e  chief w eaknesses of 
ou r N ational B ank ing  System  as operated 
p rio r to  1914.
(b) Show exactly  how th e  new  Federa l 
R eserve System  aim s to  rem edy these 
w eaknesses. S tress p a rticu la rly  th e  p lan  
for securing  e las tic ity  in  both  our cur­
rency  and credit.
Q uestion No. 7:
(a )  E xp la in  w hat is m ean t by an  “in­
dex num ber.”
(b) E xp la in  th e  m eaning  of th e  te rm  
“B usiness Cycle.”
(c) P o in t out th e  possible position  of 
business a t th e  p resen t tim e in  th e  busi­
ness cycle.
(d ) E xplain  th e  chief forces a t  w ork
w hich m igh t be sa id  to  have b rough t 
about th e  p resen t conditions of business.
Q uestion No. 8:
D iscuss the  m erits  of th e  recen t ta riff 
bill.
Q uestion No. 9:
E xp la in  w h a t is m ean t by th e  “fa rm  
problem ” and  offer som e possible rem edy.
Q uestion No. 10:
Com pare th e  m erits  of th e  incom e tax  
w ith  th e  p ro p erty  tax.
COMMERCIAL LAW
(T im e A llow ance 2½ H ours)
Q uestion No. 1:
Suppose th e  cap ita l stock of a corpora­
tio n  has been re tu rn e d  to  th e  stock­
holders, e ith e r d irec tly  by a  division, or 
ind irec tly  by th e  paym ent of dividend 
w hen th e re  have been no such profits. 
W hat red ress has a  c red ito r?  Give rea ­
sons fo r th e  answ er.
Q uestion No. 2:
(a )  W hat is m ean t by E m in en t Do­
m ain?
(b ) W h at is  m ean t by th e  delivery of 
an  in s tru m en t in  escrow ?
(c) W hat is m ean t by th e  rig h t of re ­
dem ption?
(d ) A w as th e  ow ner of a fa rm  w hich 
by W ill he  gave to  B. A got ang ry  a t  B, 
took th e  W ill from  h is  safe ty  deposit box 
and m arked  i t  cancelled, cancellation  
m arks ap pearing  on each page of th e  
W ill. H e thereupon  m ade a  deed of th e  
land to  C and th en  placed th e  deed and 
the  cancelled W ill in  h is  safe ty  box to­
gether. T hese facts w ere n o t discovered 
u n til A’s death . W ho w as en titled  to  the  
p roperty?
Q uestion No. 3:
(a )  A in  B oston offers by le tte r  a 
q u an tity  of shoes to B in  M adison a t a 
ce rta in  price. B w rite s  a  le t te r  in  M ad­
ison to  A in  B oston declin ing  th e  offer. 
About th ree  hours la te r  B in  M adison tele­
g raphs A in  B oston as follow s: “Offer ac­
cepted sh ip  a t  once.” T h is te leg ram  is 
received by A in  advance of B’s le tte r  of 
declination . Is  th e re  a  con trac t?
(b ) If  th e  offer had  been m ade by te le­
g raph  and  th e  acceptance sen t by m ail, 
or vice versa , w hen w ould th e  con trac t 
have been concluded?
Q uestion No. 4:
(a )  W hat a re  con trac ts of record?
(b ) W hat is w a rra n ty  in  a  con trac t of 
sale?
(c) W hat is m ean t by th e  r ig h t of stop­
page in  tra n s itu ?  W h at e lem ents a re  es­
sen tia l to  th e  exercise of th e  r ig h t?
(d ) Is  th e  esta te  of a  deceased p a rtn e r 
liable fo r th e  debts of th e  firm?
Q uestion No. 5:
(a) A, th e  ow ner of a  lot, con trac ts 
w ith  B fo r th e  erection  of a house thereon  
for F ifteen  T housand D ollars ($15,000.00). 
Before an y th in g  is done tow ard  th e  fu l­
fillm ent of th e  con trac t, th e  s ta te  takes 
th e  land  u nder th e  E m in en t D om ain Act.
B sues A fo r th e  profit a r is in g  u n d er th e  
contract. C an B recover and  give re a ­
sons?
(b ) W hat rig h ts  under a co n trac t m ay 
be assigned?
Q uestion No. 6:
(a )  W hat is th e  S ta tu te  of F rau d s?
(b ) W hat is th e  S ta tu te  of L im ita tions 
and  w hen does i t  begin to  ru n ?
(c) W hat a re  th e  essen tia l e lem ents of 
a  p a rtn e rsh ip ?
(d ) W here th e  agen t discloses h is  p rin ­
cipal and  ac ts w ith in  th e  scope of h is 
au th o rity  w h at is h is  p rin c ip a l’s liab ility  
to th ird  p arties?
Q uestion No. 7:
(a) A, an  eighteen-year-old boy, m akes 
a  con trac t w ith  B fo r th e  purchase of cer­
ta in  goods. B seeks to  avoid th e  con trac t 
on th e  ground  th a t  A, being un d er tw enty- 
one years of age, has no capacity  to  con­
trac t. W hat a re  A’s rig h ts?
(b ) W ill th e  certification  of a  forged 
check m ake th e  bank  liable?
(c) A  and  B own all the  stock of the  
X C orporation. They, in  th e ir  own nam es, 
execute a deed of rea l esta te  belonging to 
th e  X  C orporation . Does th e  ti t le  pass? 
Give reasons.
Q uestion No. 8:
(a )  A owes B in  M ilw aukee $100.00 
w hich  h a s  been due fo r seven years. No 
paym ent has been m ade and  no su it has 
been brought. Subsequently, A prom ises 
B orally  to pay th e  debt. Can B recover 
on the  prom ise or on any  theory? Could 
he recover if  th e  prom ise had  been in  
w riting?
(b ) Is  a  com position w ith  c red ito rs  
a good accord and sa tisfac tion?
(c) A owes B $500.00 and  offers h is  
note for th e  am oun t payable fou r m onths 
a fte r date. B dem ands secu rity  and  C, 
a t B’s request, signs th e  follow ing paper: 
“I  ag ree  to  become responsible, as su re ty , 
fo r th e  paym ent of A’s no te  fo r $500.00 
dated  th is  day.” W hen th e  note becomes 
due A pays $100.00 on th e  account and 
gives B a  new  note fo r $400.00 a t  fou r 
m onths. T his la s t note is no t paid  and  B 
sues C upon th e  above con trac t. Can C 
m ake any  defense and  if so w hat?
Q uestion No. 9:
(a) Is  th e  follow ing no te  negotiable or 
assignable? “We prom ise to  pay to  John  
Jones, six ty  ($60.00) dollars, one m onth  
a fte r  dem and, and  em pow er any a tto rn ey  
to appear fo r and  confess judgm ent 
ag a in s t us fo r th is  am ount w ith  5 per cent 
com m issions fo r collection. W e w aive th e  
benefit of a ll exem ption loss and  give 
John  Jones th e  option of dem anding  one
(1) share  of Pennsy lvan ia  R a ilroad  Stock 
ins tead  of $60.00 as aforesaid . We here­
unto  se t our hands and seals.
RICHA RD  ROE, 
H EN RY  SM ITH .”
(b) A prom issory  no te  w hich appears 
o rig inally  to have read :
“P ortage, W isconsin, Ja n u a ry  1, 1930.
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Six m onths a f te r  d a te  I  p rom ise to  pay 
to  th e  o rder of H enry  S m ith  One T hou­
sand ($1,000.00) dollars, fo r value re ­
ceived, payable a t P ortage, W isconsin.
“JO H N  JO N ES.” 
is p resen ted  for paym ent a t m a tu rity  and 
th e  w ord “payable” is s trick en  out. Can 
th e  m aker, indo rser or g u a ran to r escape 
liab ility?
Q uestion No. 10:
(a ) A prom issory  note had  upon it  
th e  nam e of tw o indorsers, both  of whom 
w ere m en of g rea t m eans. The first in ­
dorsem ent being w ritten  w ithou t any  ex­
pressed  lim ita tion , th e  second hav ing  the  
w ords “W ithou t R ecourse.” T he m aker 
of the  note becam e absolutely  penniless 
before its  m a tu rity  and  th e  nam e of th e  
first indo rser tu rn ed  out to  be a  forgery, 
a lthough  no t know n to  be so by any of 
th e  p a rtie s  to  th e  no te  u n til a f te r  th e  
m a tu rity  of th e  note. W hat r igh ts , if any, 
w ould a  ho lder in  due course have ag a in s t 
th e  la s t indorser?  W hat rig h ts , if any, 
w ould such pu rchaser have had ag a in s t 
such indorser if th e re  had  been no o ther 
indorser on th e  note?
(b ) In  case of th e  dea th  of one of th e  
p a rtn e rs , in  whom does th e  ti tle  to  p a r t­
nersh ip  p roperty  vest?
PR O B L EM S 
Session  I  
(T im e Allowance, 4 H ours)
Problem  No. 1— (W eight, 25 P o in ts):
F u r  F arm , Inc., w as organized in  Ja n u ­
ary , 1928, w ith  a  pa id  in  cap ita l of $100,-
000.00 rep resen ted  by 1,000 shares  of no- 
p a r common stock. T he com pany is en­
gaged in  breed ing  and  ra is in g  silver-black 
foxes, its  incom e being  derived en tire ly  
from  th e  sale of pelts.
T he com pany has estab lished  a fiscal 
y ear beg inn ing  M arch 1 and  ending  Feb­
ru a ry  28. T he b reed ing  foxes bear th e ir  
young in  M arch or A pril and  th e  pups 
to  be pelted a re  k illed  th e  follow ing De­
cem ber, th e  annua l sa le  of pelts occurring  
in  J a n u a ry  and  F eb ruary .
F u r  F arm , Inc., began operations as of 
M arch 1, 1928, by pu rch as in g  50 p a irs  
of breed ing  foxes fo r $50,000.00 in  add i­
tio n  to th e  land  and  th e  necessary  build­
ings and  equipm ent. You le a rn  th a t  
foxes have an  average breed ing  life  of 
e ig h t years and  a  re s id u a l pe lt value 
w hen k illed  of approx im ate ly  $150.00. 
T he build ings and  fences w ill be useful 
fo r twenty-five years, and  th e  equipm ent 
fo r ten  years. The o rig inal b reed ing  stock 
of th is  com pany bore young fo r th e  first 
tim e in  A pril, 1928.
T he officers of F u r  F arm , Inc., engage 
you in  1930 to  p rep are  balance sheets as 
of F eb ru a ry  28, 1929, an d  as of F eb ru a ry  
28, 1930, toge ther w ith  profit and  loss 
s ta tem en ts  fo r th e  tw o  fiscal years d u r­
ing  w hich th ey  have been operating . T he 
books have been k ep t on a  sim ple ac­
crual basis and have never been closed. 
T he officers have decided th a t  i t  w ill be 
the  policy of th e  com pany to have th e  
books so p repared  so th a t  th e  cost of 
pelts sold w ill be th e  cost of ra is in g  the  
pups from  w hich they  w ere tak en  du r­
ing  the  first year of th e ir  life. They also
w ish  to  have pups or pelts inven to ried  
a t  th is  cost.
You ob tain  the  follow ing tr ia l  balances 
from  th e  books of account: (T he books 
no t hav ing  been closed, th e  incom e and 
expense accounts as show n a t F eb ru ary  
28, 1930, con tain  accum ulated  figures fo r 
tw o years .)
Feb. 28th. 1929 Feb. 28th. 1930
D r. Cr. D r. Cr.
Cash in  b a n k  ........................................................................ ____ $20,190 $22,920
A ccounts rece ivab le  .......................................................... ------ 300 450
Inve s tm en t secu rities  . . . ............................................. 5,400
------ 6,500 6,740
B u ild in g s  .............................................................................. 25,800
7,150
Pens, kennels and o the r E q u ip m e n t......................... ____ 26,250 28,630
B reed ing  foxes ................................................................... ------ 50,000 50,000
Accounts payab le  ............................................................... $23,350 $14,020
Notes payab le  ..................................................................... 5,000 5,000
A ccrued lia b ilit ie s  (taxes, e tc . ) ........... ...................... 650 770
C ap ita l s tock ........................................................................ 100,000 100,000
Sales o f p e lts ....................................................................... 21,800 68,280
R anch sa la ries and w ages............................................... ------ 4,200 10,100
Fox food purchased— horses........................................... ------ 3,000 9,200
H orse hides sold ................................................................. 350 980
Taxes (p ro p e rty )  ............................................................... ------ 400 860
H e a lth  and sa n ita tio n  ...................................................... . . . .  320 930
R epa irs  to  equ ipm ent ...................................................... ____ 40 1,170
R anch supplies and expenses........................................ ____ 2,170 6,980
S uperin tenden t’s s a la ry  ................................................. ------ 4,250 9,250
P e lt se llin g  expense ........................................................ 3,470
$151,150 $151,150 $189,050 $189,050
Y ou  also ob ta in  the  fo llo w in g  in fo rm a t io n :
Season 1928-1929 Season 1929-1930
N u m b e r A m o u n t N um b er A m o u n t
Received Received
Pups ra ised  .......................................................................... 210 410
1928-29 pups pe lted  and s o ld ........................................ 120 $21,500 14 $2,380
1928-29 pups on hand end o f y e a r ............................. 90 76
1929-30 pups pe lted and s o ld ........................................ 272 43,520
1929-30 pups on hand end o f y e a r ........................... 138




In v e n to ry  o f horses ( fo x  food ) end o f y e a r ........... $80 $162
In v e n to ry  o f ra n ch  supplies end o f y e a r ................ 130 150
P rep a re  th e  s ta tem en ts  requested  in d i­
ca ting  th e re in  th e  average cost per fox 
pelt sold and  on h an d , and  your m ethod 
of ob ta in ing  th e  cost.
Problem  No. 2— (W eight, 20 P o in ts):
L ate  in  th e  y ear 1929 th e  M cKinley 
M anufactu ring  Company, of M anitowoc, 
W isconsin, decided to  in s ta ll a  cost sys­
tem  beginn ing  w ith  the  nex t ca lendar 
year. A t th e ir  request you in s ta ll a  job 
o rder system  of th e  con tro lling  account 
type  w ith  a  self-balancing fac to ry  ledger. 
T he balance shee t on J a n u a ry  1, 1930, 
w as as follow s:
B A L A N C E  S H E E T — J A N U A R Y  1, 1930
$16,000
10,000
M a c h in e ry  a n d
e q u ip m e n t  .......... $169,500
R es. fo r  d e p re c ia ­
t io n  .......................  16,260
153,240
Office f u r n i t u r e ..........  $14,750
R es . f o r  d e p re c ia ­
t io n  .......................  2,650
U n e x p ire d  in s u r a n c e  
F u e l  a n d  s u p p lie s  
In v e n to r ie s  . . . .
1 2 ,1 0 0
3,120
3,580
C a s h  ...............................
N o te s  r e c e i v a b le . . . .  
A c co u n ts  re c e iv a b le .  $76,000 
R es . f o r  b a d  d e b ts  8,000
T o ta l  A s s e t s ..........  $677,800
L ia b i l i t ie s
N o te s  p a y a b l e ..............................  $20,000
A c c o u n ts  p a y a b l e .......................  165,060
A c c ru e d  w a g e s — (D ir e c t
$2 ,400 ) ......................................  2 ,740
A c c ru ed  s a la r i e s — office . . . .  700
T o ta l  l i a b i l i t i e s . $188,500
68,000
I n v e n to r i e s :
R a w  m a te r i a l  . . . .  $130,000 
G oods in  p ro c e s s .  76,000 
F in i s h e d  g o o d s  . . .  92,000
P r o p r ie to r s h ip
C a p i ta l  s t o c k ....................... .. .$400 ,000
S u rp lu s  ................................................ 89,300
L a n d  ...............................
B u ild in g  ....................... $106,000
R es . f o r  d e p re c ia ­




T o ta l  p r o p r ie t a r y  i n t e r e s t  $489,300
As of Ja n u a ry  1, th e  fac to ry  m anage­
m en t w as charged  w ith  $500 in  cash  
tu rn e d  over to  it, a s  w ell as a ll inven­
to ries, accruals, and  p repaid  item s affect­
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ing  th e  m an u fac tu rin g  operations. T he 
m ain  office is to honor a ll pu rchase  or­
ders and  payroll requests of th e  factory. 
I t  is also to  re im burse  th e  F ac to ry  Im ­
pres t Cash F u n d  b u t only upon th e  p re­
sen ta tion  of a  p roperly  p repared  pe tty  
cash voucher. T he bu rden  ra te  to  be 
used by th e  fac to ry  is 25 cen ts per d irect 
labor hour.
J a n u a ry  tran sac tio n s  are  sum m arized
as follows:
I n v o ic e  R e g is te r
R a w  m a t e r i a l ................................................  $41,510
F u e l  a n d  s u p p l i e s ......................................  1,350
I n s u ra n c e  ........................................................ 160
F a c to r y  r e p a i r s .............................................. 720
S u n d ry  f a c to r y  e x p e n s e .........................  830
S a le s  office e x p e n s e .................................... 2,250
P o w e r ,  h e a t  a n d  l i g h t ..............................  1,727
M a in  office e x p e n s e .................................... 614
Office s t a t io n e r y  a n d  s u p p l ie s .............  271
$49,432
S a le s  R e g is te r
C o s t S e llin g
P r ic e  P r ic e
F in is h e d  g o o d s  s o ld ............. $55,180 $85,310
S a le s  r e t u r n  b o o k ..................  $3,920 $6,240
C a sh  R e c e iv e d  J o u r n a l  
N o te s  p a y a b le  is s u e d  ( to  b a n k  fo r
lo a n )  ............................................................  $11,000
A c c o u n ts  re c e iv a b le  c o l le c te d .............  71,418
I n t e r e s t  in c o m e .............................................. 25
T o ta l  .................................................................. 82,443
C a sh  P a id  J o u r n a l
A c c o u n ts  p a y a b le  p a i d ............................  $61,302
I n t e r e s t  e x p e n s e ...........................................  55
F a c to r y  p a y r o l l ...........................................  1 9,788
S a le sm e n ’s  s a la r i e s  a n d  e x p e n s e s . . 6,329
Office s a la r i e s  p a i d .................................... 5,368
P o s ta g e  ............................................................. 95
T o ta l  ............................................................. $92,937
P a y r o ll  R e c o rd
D ire c t  l a b o r .....................................................  $17,354
I n d ir e c t  l a b o r ................................................  2,301
O ffice s a l a r i e s ................................................  5,679
$25,334
A d d i t io n a l  A d j u s tm e n t  D a ta  f o r  J a n u a r y  
R e s e rv e  ½ of  1%  o f  n e t  s a le s  f o r  b a d  d e b ts  
D e p re c ia t io n  a t  fo llo w in g  a n n u a l  r a t e s :
B u ild in g  ................................................  2 %
M a c h in e ry  a n d  e q u i p m e n t . . . .  5%
Office f u r n i t u r e .................................  10%
U n e x p ire d  In s u ra n c e ,  J a n u a r y  31,
1930 .................................................................... $2,816
F u e l  a n d  s u p p lie s  in v e n to ry , J a n u a r y
31, 1 9 3 0 ...............................................................  2,681
A c c ru e d  p r o p e r ty  t a x e s ..............................  1,200
F a c to r y  D a ta
M a te r i a l  R e q u i s i t io n s ..............................  $28,693
D ire c t  l a b o r  h o u rs — 34,000 h o u rs  
C o m p le ted  jo b  re c o rd s  sh o w  th e  fo llo w in g  
c o s ts  o f  m a n u f a c tu r e d  s to c k  t r a n s f e r r e d  
to  th e  f in i s h e d  g o o d s  s to c k  r o o m :
P r o d u c t iv e  l a b o r  ...................................  $18,924
M a te r i a l  ........................................................ 30,817
B u rd e n  ..........................................................  13,560
$63,301
The factory  has  d isbursed $97.10 for 
Sundry  F ac to ry  Expense d u ring  Ja n u ­
ary , bu t has no t ye t p repared  th e  voucher 
to  be subm itted  to  th e  m ain  office. In
add ition  a purchase of $12.15 chargeable 
to  th e  s am e account w as m ade on Ja n u ­
a ry  20, bu t w as unpaid  on Jan u a ry  31,
1930.
F rom  th e  above d a ta  subm it:
1. Jo u rn a l en try  to  be m ade on th e  
books of th e  m ain  office to  record  the  
tra n sfe r  to  th e  fac to ry  upon opening the  
factory  books.
2. O perating  S ta tem en t for Jan u ary .
3. Balance Sheet, Jan u a ry  31, 1930.




In  p reparing  th e  opera ting  s ta tem en t 
fo r th e  year th e  bookkeeper used the 
am ount given in  th e  T ria l Balance for 
Taxes as  th e  expense item . A nalysis re ­
veals th a t th e  am ount of $8,956.14 is 
m ade up of th e  follow ing item s:
F e d e r a l  in c o m e  t a x  p a id  in  1 9 2 9 . .  .$1 ,208 .10  
W isc o n s in  in c o m e  ta x e s  p a id  in  1929 1,723.80 
P e r s o n a l  p ro p e r ty  ta x e s  p a id  in  1229 6,024.24
T o ta l  .............................................................$8,956.14
Upon investiga tion  you determ ine th a t 
th e  personal p roperty  ta x  payable in  Jan ­
uary, 1930, is  $6,403.48. A lso th a t the  
taxab le  incom e per W isconsin Incom e
PR O B LEM S 
S ession I I  
(T im e Allowance, 5 H ours) 
Problem  No. 3— (W eight, 30 P o in ts ):
CORPORATION FED E R A L INCOME 
TAX RETU RN
The follow ing tr ia l  balance w as taken  
from  th e  books of the  M adison Insu la­
tio n  C orporation  on D ecember 31, 1929:
T ax re tu rn s  fo r 1927 and  1928 w as $15,- 
022 and $6,824, respectively. The W is­
consin C orporation Incom e Tax ra te s  
are  as follows:
N o r m a l  T a x
T a x a b le  In c o m e  R a t e  %
1 to 1,000 2
1,000 to 2,000 2½ Teachers’ s u r ta x
2,000 to 3,000 3 ra te , $3,000 ex­
3,000 to 4,000 3½ em pt, over $3,000,
4,000 to 5,000 4 on e -s ix th  o f n o r­
5,000 to 6,000 5 m a l ra te .
6,000 and up 6
R eserve ½ of 1 %  of Sales fo r  Bad D ebts: 
A lis t of uncollectable accounts am ount­
ing  to  $3,284.22 is to  be w ritten  off and 
is th e  basis fo r deduction in  ta x  re tu rn s
T R IA L  B A L A N C E , D E C E M B E R  31. 1929
C a s h  ...................................................................................................................................  $10,369.96
A c c o u n ts  r e c e iv a b le ..................................................................................................... 44,013.03
*R e s e rv e  fo r  b a d  d e b t s ............................................................................................. .............................$5,509.64
In v e s tm e n ts  a t  c o s t .....................................................................................................  19,500.00
A c c ru e d  in te r e s t  o n  in v e s tm e n ts ....................................................................... 28.75
F u r n i tu r e  a n d  f ix t u r e s .............................................................................................  110,216.38
R e s e rv e  f o r  d e p r e c i a t io n ........................................................................................ .............................38,953.14
P a t e n t s  .............................................................................................................................. 20,000.00
M e rc h a n d is e  in v e n to r ie s ,  J a n u a r y  1, 1 9 2 9 ................................................  199,497.34
P r e p a id  in s u r a n c e .......................................................................................................  3 ,093.96
P r e p a id  p o s ta g e ............................................................................................................  939.92
P r e p a id  s t a t i o n e r y ..................................................................................................... 1 ,548.14
L e a se h o ld  o n  b u ild in g s  a n d  e q u ip m e n t ........................................................ 361,439.50
R e s e rv e  f o r  e x p ir a t io n  o f le a s e h o ld ......................................................................................... 47,290.78
S in k in g  f u n d  f o r  b o n d  r e d e m p t io n .................................................................. 36,666.66
C a p i ta l  s t o c k .......................................................... ..................................................................................200 ,000.00
S u r p lu s  .............................................................................................................................. ............................ 93,751.46
B o n d s  is su e d — 6%  in te r e s t  6 /1  a n d  1 2 / 1 ................................................ ...........................200,000.00
N o te s  p a y a b l e ................................................................................................................. ............................ 40,000.00
A c c o u n ts  p a y a b l e ...................................................................................................................................... 87,079.54
R e s e rv e  f o r  d e p re c ia t io n  in v e n to r ie s — J a n u a r y  1, 1 9 2 9 .................. ............................ 35,083.14
A c c ru e d  s a la r i e s — J a n u a r y  1, 1 9 2 9 ............................................................................................... 2 ,228.72
A c c ru e d  in te r e s t— J a n u a r y  1, 1 9 2 9 ............................................................................................... 2 ,560.00
M e rc h a n d is e  s a l e s ....................................................................................................... ...........................748 ,154.20
In c o m e  f r o m  in v e s t m e n ts ..................................................................................................................... 740.00
M e rc h a n d is e  p u r c h a s e s ...........................................................................................  262 ,824.32
M a n u f a c tu r in g  e x p e n s e s ........................................................................................  323,333.84
A d v e r t is in g  .................................................................................................................... 15,295.48
F r e ig h t  a n d  d r a y a g e ..................................................................................................  8,067.70
L ig h t  a n d  h e a t ............................................................................................................... 5 ,652.66
J a n i t o r  e x p e n s e ............................................................................................................  2,122.90
R e p a ir s  ..............................................................................................................................  1,669.98
S u p p lie s — g e n e r a l  ......................................................................... .............................. 1 ,357.20
I n t e r e s t  e x p e n s e ............................................................................................................  13,473.82
I n s u r a n c e  ......................................................................................................................... 3 ,498.44
†L ife  in s u r a n c e  o n  P r e s i d e n t .................................................................................  1,149.46
P o s ta g e ,  te le p h o n e  a n d  t e l e g r a p h ....................................................................  2,829.90
Office s a l a r i e s .................................................................................................................  37,830.64
S ta t io n e r y  ......................................................................................................................... 1,009.36
T r a v e l in g  e x p e n s e s ....................................................................................................  4,725.14
F e d e r a l  t a x e s  p a id  o n  t a x  f r e e  c o v e n a n t  b o n d s  i s s u e d .................. 240.00
T a x e s  ................................................................................................................................  8 ,956.14
$1,501,350.62 $1,501,350.62
*C o lle c tio n s  m a d e  o n  A c c o u n ts  R e c e iv a b le  w h ic h  h a d  b e e n  w r i t t e n  off in  p r io r  y e a r s  
w e re  c re d ite d  to  th e  R e s e rv e  in  1929 to  th e  a m o u n t  o f  $4,595.26. 
†T h e  c o rp o ra t io n  is  th e  b e n e f ic ia ry  o f  th i s  p o licy .
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in  accordance w ith  the  p rac tice  in  p re ­
v ious years.
D eprecia tion:
F u rn itu re  an d  F ix tu res , 10%. Lease­
hold on th e  basis  of 33 1-3 years life or 
3% per annum .
M erchandise In ven to ry :
On Decem ber 31, 1929, th e  inventory  
am ounted to  $203,344.28. A  R eserve for 
possible m ark e t fluctuations of $40,668.86 
is  to  b e set up to replace th e  Ja n u a ry  1 
R eserve. T he Increase in  th e  R eserve 
w as trea ted  as an  expense in  th e  oper­
a tin g  s ta tem en t for th e  com pany a s  p re­
pared  by th e  bookkeeper.
A ccru a ls:
Bond In te re s t should  be accrued in  ac­
cordance w ith  th e  in te re s t da tes given 
in  th e  T r ia l B alance. In  addition , the  
follow ing 6% notes a re  ou tstand ing :
N o te s  P a y a b le — $20,000 d a te d  1 2 /1  f o r  60 d a . 
N o te s  P a y a b le — $20,000 d a te d  1 2 /1 6  f o r  60 d a .
Incom e from In ve s tm en ts :
C ity  o f  M a d is o n  b o n d s ......................................
N o r th w e s te r n  T e rm in a l  Co. b o n d s .............
N e t  r e n ta l  f ro m  C h ic ag o  r e a l  e s t a t e . . . .  
S ta n d a r d  O il o f  I n d ia n a — C o m m o n  s to c k
The profit fo r th e  year per th e  operat­
ing  s ta tem en t subm itted  by th e  com pany’s 
bookkeeper is $28,584.48, w hich w as ob­
F rom  the above data, together w ith  
th e  follow ing balance sheet, p repare  the  
F edera l Income Tax R e tu rn  fo r the  Mad­
ison In su la tion  C orporation  for 1929. 
The corporation reports on th e  accrual 
basis. The re tu rn  should contain  th e  fo l­
low ing schedules in  add ition  to  the  com­




U n p a id  s a la r i e s  on  D e c e m b e r  31, 1929, to ta l  
$2,769.92
Prepaid Item s:
P o s ta g e  in v e n to r y ...................................... $624.90
P re p a id  i n s u r a n c e ......................................  2 ,437.54
S ta t io n e ry  i n v e n t o r y .................................  1 ,087.78
A d vertis in g :
T his account con tains donations for 
$1,000 m ade to  th e  M adison Com m unity 
Union (an  associated charity  organiza­
tio n ).
S in k in g  F und :
In te re s t am ounting  to  $1,634.64 was de­
posited in  th e  F u n d  by th e  T rustee on 
December 30, 1929. A coun ter check was 
issued on th e  sam e date  fo r th e  addi­
tio n a l am ount necessary  to  b rin g  th e  fund 
up to  th e  $40,000 requ ired  by th e  tru s t 
inden ture . N either o f these  tran sac tio n s 
has  been recorded on th e  books, a lthough  
th ey  w ere considered by the  bookkeeper 
in  obtain ing  th e  ne t profit and p repar­
ing  the balance sheet.
I n te r e s t
Cost Incom e R ate D ate
$2,000 $90.00 4½% 10/1




ta ined  on th e  basis indicated  above. He 
also  subm its the  follow ing analysis of 
changes in  Surplus du ring  1929:
Schedule K— C om parative B a l a n c e  
Sheets.
Schedule L—R econciliations of Net In ­
come and  A nalysis of C hanges in  Sur­
plus. F o r purposes of th is  schedule as­
sum e th e  N et Profit of $28,584.48 as re­
ported by th e  bookkeeper to  be th e  profit 
a s show n by th e  books.
The Balance Sheet of th e  C orporation 
on Jan u ary  1, 1929, w as as follows: 
C ontinued on page 21
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th e  beg inn ing  of each calendar year in  
the  num ber o f s ta tem en ts  subm itted  by 
th e ir custom ers fo r c red it purposes. 
I f  th is  bu rden  w ere d is tribu ted  th rough­
out th e  year, m ore s tudy  and  a tten tio n  
could be g iven to  th e  sta tem en ts, and  
m ore effective assistance rendered  to  the  
b ank ’s  custom ers. The benefit to  the  
a tto rn ey  is to  be found in  th e  oppor­
tu n ity  afforded fo r constructive though t 
and the  rendering  of advice to  h is c lient 
on m a tte rs  of business policy. The pub­
lic accountan t, na tu ra lly , w ould benefit 
in  th a t he would be able to  render m ore 
effective serv ice to  h is  c lien t w ith  less 
delay in  the  p repara tion  and certifi­
cation of th e  financial and  operating  
sta tem ents.
I t  has been only w ith in  very  recen t 
years th a t th e  sub ject of the  N atu ra l 
B usiness Y ear has  been receiv ing any  
a tten tion  on the p a r t of th e  business 
m an o r th e  cham bers of commerce 
th roughou t the  country. As a  m a tte r  
of fact, in  1927, th e  Chicago C ham ber of 
Commerce passed a  reso lu tion  w hich w as 
subm itted  to  th e  annua l m eeting  of the  
Cham ber of Commerce of th e  U nited 
S tates, th a t th e  la t te r  C ham ber should 
go on record  as  encouraging th e  adop­
tion  of th e  N a tu ra l B usiness Y ear in  all 
businesses w hich have a n  ebb of ac tiv ity  
th a t m akes one period m ore su itable 
th an  any  o ther in  th e  y ear fo r th e  clos­
ing  of th e  books.
The Chicago reso lu tion  called fu r th e r 
fo r a  survey of the  p rincipal industries 
of th e  country , p rep a ra to ry  to  th e  pre­
sen tation  of a  definite program  to  con­
v e rt business m en from  th e  u n n a tu ra l 
adoption of December 31 a s  th e  closing 
tim e.
W hen b rough t before th e  Resolutions 
Com m ittee of th e  U nited S ta tes Cham­
ber of Commerce, th is  reso lu tion  w as re ­
ferred  to  th e  d irectors w ithou t recom ­
m endation. T he Board of D irectors in  
its  tu rn  referred  th e  m a tte r  to  th e  F i­
nance D epartm ent Com m ittee. T his 
Com m ittee sen t ou t a  questionnaire  un­
der date of Ju ly  18, 1928, to  400 T rade 
A ssociations in  various lines of in ­
dustry .
I t  is hoped th a t th is  im portan t ques­
tio n  w ill sho rtly  be given fu r th e r  con­
sidera tion  by the Cham ber of Commerce 
of the  U nited S tates, and  th a t  its  recom­
m endations m ay have a  beneficial effect 
on th e  industries of th e  country.
In  1926, one of th e  la rg er A m erican 
U niversities m ade an  exhaustive study  
of the subject of th e  N a tu ra l Business 
Year. T h is w as sum m arized  in  a  pub­
lication  o f sa id  un iversity , w hich set 
fo rth  th e  resu lts  derived therefrom . The
Continued on page 22
C h a n g e s  in  S u r p lu s
B a la n c e , J a n u a r y  1, 1 9 2 9 ............................................................................................................  $80,519.46
A d d i t io n s :
D a m a g e s  re c e iv e d  a s  s e t t le m e n t  o f  a  p a te n t  in f r in g e m e n t  s u i t ...............  $24,000
*P r o f i t  o n  fire  d a m a g e  to  w a r e h o u s e ..............................................................................  832
R e s e rv e  fo r  p a t e n t  l i t ig a t io n  ( r e s t o r e d ) ....................................................................  10,000
T o ta l  a d d i t io n s ......................................................................................................................  34,832.00
$115,351.46
D e d u c t io n s :
D iv id e n d s :  A p r i l  1 ......................................................................................................................  $8,000
N o v e m b e r  1 .......................................................................................................... 12,000
B u r g la r y  lo s s — N o t  c o m p e n s a te d  f o r  b y  i n s u r a n c e .............................................  1,600
T o ta l  d e d u c t io n s .................................................................................................................... 21 ,600.00
B a la n c e , D e c e m b e r  31, 1 S 2 9 .......................................................................................................  $93,751.46
*T h e  w a re h o u s e  is  in c lu d e d  in  th e  le a s e h o ld  p ro p e r t i e s  a n d  th e  e n t i r e  in s u r a n c e  p r o ­
c e e d s  w e re  u s e d  in  r e b u i ld in g  th e  s t r u c tu r e .  T h e  e x c e s s  c o s t  o f  th e  n e w  s t r u c tu r e  o v e r  
th e  p r o p e r ty  d e s tr o y e d  a m o u n t in g  to  $832 w a s  d e b ite d  to  th e  a c c o u n t  R e s e rv e  f o r  E x p i r a ­
t io n  o f  L e a s e h o ld  to  o ffse t th e  c re d it .
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Cash ...........................................................................................................  $14,049.58
Notes receivable..........................................................................................  2,000.00
Accounts rece ivab le ..................................................................................  $41,800.66
Less: Reserve for bad debts................................................................... 914.38
---------------  40,886.28
Merchandise inventories............................................................................  199,497.34
Prepaid insurance......................................................................................  3,093.96
Prepaid postage..........................................................................................  939.92
Prepaid stationery......................................................................................  1,548.14
Leasehold, buildings, etc............................................................................$361,439.50
Less: Reserve for expiration................................................................... 48,122.78
---------------  313,316.72
Sinking fund fo r bond redemption.........................................................  20,000.00
Furniture and fixtures.............................................................................. $110,216.38
Less: Reserve for depreciation............................................................... 38,953.14
---------------  71,263.24
Patents ........................................................................................................  20,000.00
Total assets ........................................................................................  $686,595.18
Liabilities and Capital:
Notes payable..............................................................................................  $20,000.00
Accounts p aya b le ......................................................................................  136,203.86
Bonds p ayab le ........................................... ................................................. 200,000.00
Accrued salaries..........................................................................................  2,228.72
Accrued interest..........................................................................................  2,560.00
Reserve for patent litigation ................................................................... 10,000.00
Reserve for depreciation— Inventories...................................................  35,083.14
Capital stock................................................................................................  200,000.00
Surplus ........................................................................................................  80,519.46
Total liabilities and capital............................................................. $686,595.18
and liabilities of Little Company at book 
value plus Good Will for $99,000, $44,000 
to be paid in cash and $55,000 on open 
account. Little Company to pay its own 
1930 income tax out of proceeds. Little 
Company to pay a cash dividend of $39,- 
400 the same day.
To acquire control of the Small Com­
pany—
(c) Big Company to issue par value 
preferred stock of $30,000. A, B and X 
to sell this stock the same day at 99.
(d) Big Company to buy assets and 
liabilities of Small Company on same 
terms as Little Company at $29,700; $9,- 
700 in cash and $20,000 on open account. 
Small Company to pay a cash dividend 
of $9,700 the same day.
To acquire control of the Tiny Com­
pany property—
(e) Big Company to issue $70,000 par 
value preferred stock to A, B and X. A, 
B and X  to sell the stock the same day 
at 99.
(f) Big Company to buy the property 
for cash at $68,000.
Notations
A, B and X each have $5,000 of other 
ordinary income. A  and B are both mar­
ried but have no children or dependents. 
State income taxes are not to be con­
sidered in any way. Federal income tax 
rates and exemptions for 1930 are as 
follows:
Individuals: Personal exemption, mar­
ried man, $3,500.
Normal rates 1½%, on first $4,000 of 
taxable income; 3% on next $4,000 of 
taxable income; 5% on all income 
above.
Surtax rates 0 to $10,000, none; 10,000 
to $14,000, 1% ; 14,000 to 16,000, 2%; 
16,000 to 18,000, 3%; 18,000 to 20,000, 
4%; 20,000 to 22,000, 5%; 22,000 to 24,-
000, 6%; 24,000 to 28,000, 7%; 28,000 to 
32,000, 8%; 32,000 to 36,000, 9%; 36,000 
to 40,000, 10%; 40,000 to 44,000, 11%.
Earned income credit for both A and 
B is $5.62.
Corporations: Exemption of $3,000 on 
net income up to $25,360. Rate, 12%. 
R E Q U IR E D :
I. Calculate the total amount of 1930 
Federal income taxes payable by A, B, 
X, Big Company, Little Company and 
Small Company on following reorgan­
ization plans:
1. (a) +  (c) +  (e)
2. (b) +  (d) +  (f)
3. (b) +  (c) +  (f)
4. (a) +  (c) +  (f)
5. (a) +  (d) +  (f)
II. Prepare balance sheets of the Big 
Company as taken from  the books of the 
company immediately after the reorgan­
ization on the basis of each of the two 
plans which result in the smallest total 
amount of income taxes All necessary 
Federal Income Tax accruals should be 
considered.
Problem No. 4r— (Weight, 25 Points):
A and B individuals and X  Corpora­
tion own 100% of the capital stock of the 
Big Company in the following propor­
tions: A, 25%; B, 35%, and X, 40%,. 
During 1929 and 1930 they acquired in 
the same proportions the following:
All the capital stock of the Little Com­
pany at total cost of $55,000;
All the capital stock of the Small Com­
pany at total cost of $20,000;
All the fixed property and plant of the 
Tiny Company at total cost of $45,000.
It may be assumed that the balance 
sheets of the several companies on De­
cember 31, 1930, will be as follows:
Big Co. Little Co. Small Co.
Cash in banks.........................................................................$142,874.10 $9,677.70 $575.00
Accounts receivable ............................................................... 20,678.75 7,245.00 2,684.50
Inventories .................... .......................................................  56,224.90 10,100.00 5,487.60
Prepaid expense....................................................................... 2,487.60 675.00 200.00
Property and plant................................................................. 290,674.50 75,674.75 34,621.00
Total assets...................................................................$512,939.85 $103,372.45 $43,568.10
Liabilities and Net W orth :
Notes payable................................................................ $90,000.00 $4,000.00 $1,000.00
Accounts payable............................................................... 14,764.86 5,260.05 3,845.00
Accrued expense................................................................. 15,876.50 1,784.00 646.00
Depreciation reserve........................................................... 120,410.00 22,674.90 9,876.40
Common stock.................... ..............................................  200,000.00 55,000.00 20,000.00
Surplus, January 1, 1930.................................................  31,888.49 5,666.67 6,700.70
Net profit, 1930................................................... ..............  40,000.00 8,986.83 1,500.00
Total liabilities and net worth............................... $512,939.85 $103,372.45 $43,568.10
All necessary tax accruals except 1930 
Federal income taxes have been included 
in the above balance sheets. The 1930 
net profits from operations for income 
tax purposes may be considered as the 
same amounts shown in the above bal­
ance sheets.
It is desired to reorganize these com­
panies as of Decem ber 31, 1930, so that 
the Big Company will own and control 
the operations of the Little Company,
Small Company, and Tiny Company.
The following possible plans of reor­
ganization are submitted to you:
To acquire control of the Little Com­
pany—
(a) Big Company to issue par value 
preferred stock to A, B, and X  in amount 
of $100,000 for their stock in Little Com­
pany. A, B and X to sell this stock the 
same day at price of 99.
(b) Big Company to buy all the assets
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(Tim e Allowance, 4 H ours)
Q uestion No. 1— (W eight, 10 P o in ts): 
(a) T he ledger accoun t w ith  N otes Re-
In v e n to r ie s  a t  b ille d  p r ic e s ........................................
(c) Give th e  necessary  jo u rn a l en trie s:
1. To close th e  C hicago B ranch  books;
2. To incorpora te  th e  re su lts  on the  
books of th e  O rganized F u rn itu re  Com­
pany.
P resen t th e  com bined balance sheet as 
of D ecember 31, 1930.
Q uestion No. 3— (W eight, 10 P o in ts ):
(a) U nder w hat conditions m ay Good 
W ill be included as an  asset in  th e  bal­
ance sheet?
ceivable show s a  balance on Novem ber 
1, 1930, of $1,250. Upon investiga tion  
you find th e  follow ing facts re la tive  to  
th e  account:
$128,000 $128,000 $121,500 $121,500
6,000 7,200
(b) T he X  C orporation  expended $1,-
000,000 in  an  ad v ertis in g  cam paign du r­
ing  1929. T he officers desire  to  cap ita l­
ize $750,000 of th is  am oun t as Good W ill, 
s ta tin g  th a t  sales have definitely  in ­
creased and  th a t  ind ica tions in  1930 
c learly  show  th a t  th e  o rgan iza tion  has 
b u ilt up a  con tinu ing  clien tele  a s  a re ­
su lt of th e  expenditure. Briefly com m ent 
upon th is  request and  ind ica te  th e  pro­
cedure you w ould follow.
(c) How would you proceed to  evalua te  
th e  Good W ill of an  o rgan ization  oper­
a tin g  twenty-five re ta il d rug  stores from  
th e  s tan d p o in t of a  la rg e r corporation  
about to  buy  th is  sm alle r chain? E nu ­
m era te  th e  item s you would investiga te , 
the  d a ta  you w ould requ ire  and  th e  u l­
tim ate  basis fo r your de term ination  of 
th e  am oun t to  be allowed.
Q uestion No. 4— (W eight, 10 P o in ts) :
In  th e  p a rtn e rsh ip  of Shaw  and  H arris , 
th e  p a rtn e rsh ip  agreem en t provides for 
the  allow ance of in te re s t a t  6% upon the  
average inves tm en t fo r th e  year. T he 
am oun t of in te re s t th u s  determ ined  is 
to  be cred ited  an n u a lly  to  th e  respective 
d raw ing  accounts and  m ay  be w ithd raw n  
by th e  m em ber a t  h is  option. A ll ba l­
ances in  th e  d raw ing  accounts includ ing  
th e  above a re  to  be averaged on  th e  basis 
of opening an d  closing m on th ly  balances 
and  considered as  p a r t of th e  cap ita l con­
tr ib u tio n  in  d e te rm in ing  th e  average in ­
v estm en t of each p a rtn e r. In  1929 th e  
tw o accounts show  th e  follow ing:
S h a w , I n v e s tm e n t  A c c o u n t —  C re d i t
B a la n c e  .............................................................$25,000
H a r r is ,  I n v e s tm e n t  A c c o u n t— C re d it  
B a la n c e  ............................................................. 15,000
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in fo rm ation  w as ob ta ined  in  th e  form  
of rep lica  received to  questionnaires sen t 
to  rep resen ta tives  of m ost of th e  lead­
ing  in d u s trie s  of th e  country .
A num ber of th e  S ta te  A ccounting So­
cieties have endorsed the  N a tu ra l B usi­
ness Year, an d  a re  now conducting  edu­
cational cam paigns a long  th is  line.
T he question  m ig h t very  w ell be asked 
a s  to  w h a t tim e  w ould be m ost su itab le  
to  end th e  an n u a l accoun ting  period, in  
th e  case of an y  given en terp rise . W hile 
i t  is  difficult to  m ake generalizations 
w hich  w ould be of com m on application , 
ow ing p rin c ip a lly  to  co n trac t conditions, 
v a ria tio n s  in  season, clim atic  an d  o ther 
factors, i t  m ig h t be s ta ted  th a t  in  th e  
m erchand ising  group a  dep a rtm en t sto re  
could v ery  w ell have its  fiscal y ear end 
on Ja n u a ry  31 o r F e b ru a ry  28, ra th e r  
th a n  th e  close of Decem ber, w hen  stocks 
a re  m ore o r less d isorganized an d  w hen 
th e  em ployees have  ju s t been relieved of 
th e  C hris tm as ru sh .
In  th e  coal industry , M arch 31 m arks 
th e  end of a  definite season. In  th e  iron  
an d  stee l industry , th e  genera l closing 
period conform s to  th e  ca lendar year. In  
th e  flour m illing  in d u stry , th e  close of 
th e  y ea r w ill v a ry  from  M ay 31 to  A ugust 
31, depending upon w h eth er th e  location 
of th e  m ill is  in  th e  so u th e rn  o r n o rth e rn  
S tates.
T he n a tu ra l an d  logical tim e  fo r clos­
C ontinued on page 26
M a ker D ated No. o f D ays A m o u n t R em arks
L . C. A m idon 1 /1 /3 0 60 $100 N o good
R. J. B a ke r 1 0 /5 /3 0 30 500 D iscoun ted 10 /15 /3 0
M. P. C onw ay 1 0 /8 /3 0 30 750 D iscoun ted 10 /15 /3 0
J. L . Dodge 10 /20 /3 0 30 150 On hand
N . V . E vans 10 /22 /3 0 30 400 On hand
W . F . F ro n k 10 /27 /3 0 30 600 P res iden t’s note
S ta te  how you w ould reco rd  th e  above 
facts on th e  ledger and  show  how  they  
should appear in  th e  balance shee t on 
N ovem ber 1, 1930.
(b) I l lu s tra te  how  th e  tw o notes listed  
below should  appear in  th e  B alance 
Sheet so as to  m ost accura te ly  ind icate  
th e  tru e  fac ts:
1. On th e  date  of issue;
2. A t th e  end of s ix  m on ths;
3. On date  of m a tu rity  ju s t p r io r  to 
re tirem en t.
A ccept th e  am o u n ts  as s ta ted  to  be 
correct.
(a) N on-in terest b earin g  note for $1,-
000 due in  one year, d iscounted  a t  5% 
on date  of issue. Proceeds, $952.38.
(b) N ote a t  5% fo r $952.38 due in  one 
year. Proceeds, $952.38. In te re s t for 
one year, $47.62.
Q uestion No. 2— (W eight, 15 P o in ts ) :
(a) In  ta k in g  the  physica l inven to ry  
on D ecember 31, 1929, a  concern  used 
the  follow ing form  a s  its  record :
Quanity
U n it Price Total Value
Cost | Market Cost  Market
E ach  item  listed  w as extended a t  both 
cost and m ark e t p rice  in to  th e  T otal 
V alue colum ns. These colum ns w ere th en  
to talled . As th e  to ta l of th e  m ark e t 
value colum n w as lower, th is  am ount 
w as used as the  Decem ber 31, 1929, in­
ven to ry  value. C riticize th is  procedure.
(b) Briefly ou tline a  p rocedure to  fa­
c ilita te  accu ra te  inven to ry ing  in  a n  or­
gan iza tion  w here th e re  is m erchandise  
in  t r a n s it  as a  re su lt of con tinual p u r­
chases an d  w here  invoices m ay have 
been received in  som e cases p rio r to  re ­
ceipt of m erchand ise  and  in  o thers th e  
m erchand ise  delivered before th e  in ­
voices have  been received.
(c) A sum m arized  tr ia l  balance of th e  
O rganized F u rn itu re  Com pany is given 
below, toge ther w ith  th e  tr ia l  balances of 
its  tw o sales b ranches located  in  Chicago 
and  St. Louis, respectively.
O R G A N IZ E D  F U R N I T U R E  C O M P A N Y  
D e c e m b e r  31, 1930
A ss e ts  ( in c lu d in g : $20,000
in v e n to r y )  ............................$138,500
L ia b i l i t ie s  .................................
C a p i ta l  s t o c k . ..........................
S u rp lu s  ......................................
Sales .............................................
O th e r  in c o m e ............................
S a le s  to  b r a n c h e s — B ille d
a t  120%  o f c o s t ...............
C h ic ag o  B ra n c h — M e r c h a n ­
d is e  a c c o u n t .........................  54,000
S t. L o u is  B r a n c h  —  M e r­
c h a n d is e  a c c o u n t ...............  48,000
P u r c h a s e s  .................................  210,000
O th e r  e x p e n s e s .......................  25,000
C h ic ag o  b r a n c h  a c c o u n t,
c u r r e n t  .................................... 4,000
S t. L o u is  b r a n c h  a c c o u n t,





8 ,0 0 0
1 0 2 ,000
$488,000 $488,000
I n v e n to r y  a t  c o s t  ( e x c lu s iv e  o f  
 b r a n c h e s )  ................................................. $39,000
T R IA L  B A L A N C E , D E C E M B E R  31, 1930
C h ic ag o  S t. L o u is
C a s h  .......... . ................................................................................ $2,000 $21,500
A c co u n ts  r e c e iv a b le ...............................................................  60,000 43,000
O rg a n iz e d  F u r n i tu r e  Co. a c c o u n t,  c u r r e n t ........... $4,000 $8,500
S a le s  .............................................................................................  70,000 65,000
P u r c h a s e s  ...................................................................................  54,000 48,000
E x p e n s e s  ...................................................................................... 12,000 9,000
O rg a n iz e d  F u r n i tu r e  Co., m e r c h a n d is e  a c c o u n t .  54,000 48,000
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J a n u a ry  1 ........................................................................ $12,
F e b ru a ry  1 .....................................................................  9
M arch  1 .......................................................................... 7,
April 1 ..............................................................................  7,
May 1 ................................................................................. 7,
June 1 ..............................................................................  6,000 $4,000
July  1 ..............................................................................  6,000 4,000
August 1 ..................................................... .................... 5,000 4,000
Septem ber 1 ...................................................................  5,000 1,000
October 1 ........................................................................ $1,000 1,000
Novem ber 1 ...................................................................  8,000 1,000
December 1 .....................................................................  2,000 1,000
Decem ber 3 1 ..................................................................  12,000 1,000
16. Reserve for Plant Extension.
16. Dividends Voluntarily Rescinded to 
Furnish Working Capital.
17. Dividends Involuntarily Rescinded 
Due to Impairment of Capital.
Question No. 8—(Weight, 10 Points):
(a) From the following data prepare 
a Depreciation schedule showing for each 
calendar year the proper amount of de­
preciation, the status of the asset ac­
count and the accumulated reserve for 
depreciation. The depreciation rate is 
25% per annum from date of actual pur­
chase to date of scrapping.
Jan. 1, 1925— Purchased truck No. 1 for $1800 
Mar. 1, 1925—  “ “ No. 2 for 1200
Apr. 1, 1926—  “ “ No. 3 for 1500
Aug. 1, 1927—  “ “ No. 4 for 1000
M ay 1 ,1928—  “ “ N o. 5 for 1600
June 1 ,  1929—  “ “ No. 6 for 1500
to replace Truck No. 2 pur­
chased M arch 1. 1925. Trade 
in  allow ance w as $200.
Aug. 1, 1929— Purchased truck No. 7 for $1500 
to  replace Truck No. 4. Trade 
in allow ance w as $400.
(b) From the above data prepare ap­
propriate ledger accounts to record all 
facts set forth, including the effect upon 
profit or loss for each year.
Question No. 9—(Weight, 5 Points):
The Kantor Company has completed 
arrangements with the local bank to 
float a $50,000 bond issue.
The bonds are 10-year serial bonds 
dated October 1, 1929, with interest at 
6% payable semi-annually. Bonds to the 
amount of $5,000 are to be retired at the 
end of each year beginning with Septem­
ber 30, 1930.
The bank is to pay $47,500 for the 
bonds, the $2,500 discount to cover all 
the expenses of the issue. The bank is 
further required to administer all inter­
est payments and serial retirements. To 
accomplish this result the agreement 
provides for the creation of a sinking 
fund into which the Kantor Company 
on the first of each month must make 
a deposit by check to the bank of an 
amount sufficient to cover both interest 
charges and the bonds to be retired.
As of October 1, 1929, the bank remits 
to the company the proceeds of the bonds 
less the first sinking fund and interest 
installment. For subsequent months be­
ginning on November 1, the company it­
self makes the required deposit.
Assuming the books to be closed on 
December 31, of each year, set up item­
ized ledger accounts which will properly 
record the above data as of December 
31, 1929, and December 31, 1930. Ac­
count balances for each of the two years 
should be clearly indicated.
Question No. 10— (Weight, 5 Points): 
Outline and illustrate the procedure 
to be fallowed by a bank in determining 
the cost to carry a customer’s checking 
account. Assume that departmental and 
operation unit costs have already been 
compiled so that the necessary cost and 
statistical data are available for this
Show the result of this interest 
provision on each partner’s drawing ac­
count if profits and losses are divided 
equally.
Question No. 5—(Weight, 15 Points):
(a) How does a standard cost system 
differ from job cost system?
(b) Outline an easy method of arriv­
ing at a current quotation where stand­
ard costs are used and where each of the 
elements of cost upon which the sales 
price is based is subject to price fluctua­
tions.
(c) The following standard cost of an 
article was set in 1919:
R a w  m a te r ia l— 10 u n its  @ $1.00 per
unit ................................................................ $10.00
D irect labor— 20 hours @ $.80 per
hour ............................................................  16.00
F actory burden— 50% of direct labor. 8.00
Total m anufacturing cost— Standard $34.00
In July, 1930, it was determined that 
the actual costs for the same identical 
article, using exactly the same manu­
facturing processes was as follows:
R aw  m aterial— 10 u n its  @ $.75 per
unit .................................................................  $7.50
D irect labor— 20 hours @ $.60 per
hour .............................. ................................ 12.00
*F actory burden— 100% of direct labor 12.00
Total m anufacturing cost— A c tu a l.. $31.50 
*The total am ount o f Factory Burden in  
1930 is determ ined a s approxim ately the 
sam e a s in 1919 and m ay be considered as  
unvarying as to tota l expense.
From the above data, explain the varia­
tion in each element of manufacturing 
cost.
Question No. 6—(Wleight, 10 Points): 
The following is a summarized bal­
ance sheet of the Runrite Corporation as 
of December 31, 1929:
Accounts receivab le..............  $17,500
A ll other a s s e t s . .....................  71,000
Total a s s e t s .......................... $88,500
M ortgage p a y a b le ................... $20,000
All other l ia b i l i t ie s ..............  13,500
Total lia b ilit ie s .....................................  33,500
Capital stock ............................  $50,000
Surplus .....................................  5,000
Total proprietary in terest $55,000
Mr. Long owns $30,000 of the capital 
stock and Mr. Barber owns $19,900, in  
his own name and $100 in his wife’s 
name.
Mr. Barber buys Long’s stock on Jan­
uary 1, 1930, paying him $10,000 in cash 
for it and in addition Barber assumed 
the corporate mortgage personally, with 
the consent of the creditors and all par­
ties concerned. The corporate Accounts 
Receivable were also assigned to Mr. 
Long, who was to do all the collecting 
and suffer all losses from bad accounts 
involved in the $17,500 so assigned.
(a) Give the corporate journal entries 
required to record the above transactions 
and give the adjusted balance sheet.
(b) Assuming Mr. Long paid par for 
his stock in 1920, what profit or loss was 
realized by him on the deal?
(o) What is the income tax basis to 
Mr. Barber for the stock acquired from 
Mr. Long?
Question No. 7—(Weight, 10 Points):
(a) Define Earned Surplus.
(b) Which of the following items 
should be included is Earned Surplus? 
Answer either yes or no except for brief 
comments where necessary.
1. Operating Profit.
2. Interest Income from Temporary 
Investments.
3. Interest Income from Permanent In­
vestments.
4. Profits on Sale of By-Products.
5. Net Rentals from Workman’s Cot­
bages.
6. Profit on Sale of Securities.
7. Profit on Sale of Treasury Stock.
8. Profit on Sale of Machinery (Cur­
rent Replacements).
9. Profit on Sale of Entire Branch Fac­
tory.
10. Surplus from Appraisal Revalua­
tion.
11. Premium on Capital Stock Issued 
(Original Issue).
12. Surplus from Fire Insurance Ad­
justment.
13. Reserve for Sinking Fund (before 
retirement of bonds).
14. Reserve for Sinking Fund (after re 
tirement of bonds).
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purpose. Confine your answ er t o an  
ind iv idual account analy sis  ind ica ting  
th e  cost fac to rs involved.
A U D IT IN G
(T im e Allowance, 4 H ours)
Question No. 1— (W eight, 20 P o in ts ) : 
T he F edera l R eserve B oard in  a  recen t 
publication , “V erification of F in an c ia l 
S ta tem en ts,” ou tlined  a  m ethod of p ro­
cedure to  be used by au d ito rs  in  th e  v e ri­
fication of balance sheets an d  p rofit and  
loss sta tem en ts, p rim arily  in  th e  case of 
in d u s tria l and  m ercan tile  concerns. You 
a re  asked  to show  your fa m ilia rity  w ith  
th e  pam phlet by s ta tin g  w h a t s tep s a re  
necessary  in  th e  verification  o f th e  fol­
low ing item s of th e  balance sheet. I f  
you have no t acquain ted  yourself w ith  
th e  con ten ts of th is  publication , s ta te  
th e  com plete p rocedure th a t  you would 
follow in  th e  verification  of these  item s.
(a) C ash on hand  and  in  banks.
(b) A ccounts receivable.
(c) C on tingent liab ilities.
(d) F ixed  properties.
Q uestion No. 2— (W eight, 10 P o in ts):
(a) You a re  fu rn ish ed  a balance sheet 
by th e  officers of a  com pany in  w hich 
th e  follow ing item  appears:
R eserves (includ ing  prem ium  on cap­
ita l stock), $450,000. You m ake an  an ­
a ly s is  of th e  item  an d  find th a t  i t  con­
s is ts  of th e  follow ing:
R e s e rv e  f o r  d e p re c ia t io n  o n
p la n t  a n d  e q u ip m e n t ..................
R e s e rv e  f o r  u n c o lle c tib le  a c ­
c o u n ts  ...................................................
P r e m iu m  o n  c a p i ta l  s to c k  so ld  
P r o v is io n  f o r  W is c o n s in  in c o m e
ta x e s  .....................................................
R e in v e s te d  f ire  r e p la c e m e n t  fu n d  
R e s e rv e  f o r  d e p le tio n  o f  m in e s .
G e n e ra l  c o n t in g e n t  f u n d  re s e r v e
T o ta l  ................................................ $450,000.00
I f  you w ere m ak ing  a  s ta tem en t fo r 
th e  stockholders w h a t recom m endations 
would you m ake to  th e  officers in  regard  
to  each of th e  above item s and  w hat 
course w ould you pu rsue  if  y ou r sug­
gestions w ere no t followed?
(b) S ta te  th e  govern ing  fac to rs  de­
te rm in in g  th e  position  of reserve  ac­
counts on a  balance sheet.
Q uestion No. 3— (W eight, 10 P o in ts ): 
T he stockholders of th e  A tlas M anu­
fac tu rin g  Company voted  to  suspend op­
e ra tio n s  and to  liqu idate  th e ir  com pany’s 
affairs, expecting  by th is  ac tion  to re a l­
ize th e ir  o rig inal cash investm ent. T he 
balance sheet a s  of the date  of th is  de­
cision is  presen ted :
B A L A N C E  S H E E T — M A R C H  3 1 s t, 1929 
Assets
C u r r e n t  A s s e ts :
C a s h  o n  h a n d  a n d  in
b a n k  ............................  $2,532.81
A c c o u n ts  re c e iv a b le .  $25,230.50 
L e s s  r e s e r v e  fo r







. .75 ,000 .00
C o m m is s io n  a d v a n c e s
to  s a le s m e n ................ 2 ,391.80
M e rc h a n d is e  in v e n ­
to r y  .................... 14,280.25
T o ta l  c u r r e n t  a s s e t s ...............  $42,273.06
D e fe r r e d  C h a r g e s :
E x p e r im e n ta l  a n d  d e ­
v e lo p m e n t e x p e n s e  $3,892.80 
O rg a n iz a t io n  e x p e n s e  432.70 
P r e p a id  i n s u r a n c e . . .  268.50
T o ta l  d e fe r r e d  c h a r g e s .  . . .  $4 ,494.00 
F ix e d  A s s e ts :
F u r n i t u r e  a n d  e q u ip ­
m e n t  ............................  $4,140.30
L e s s  r e s e r v e  fo r  
d e p re c ia t io n  . . . .  1,656.12 2,484.18
T o ta l  a s s e t s .................................  $49,351.24
L ia b i l i t ie s  a n d  P r o p r ie to r s h ip  
L i a b i l i t i e s :
A c c o u n ts  p a y a b le  —
T r a d e  .........................  $26,152.80
N o te s  p a y a b le — S to c k ­
h o ld e rs  a n d  b a n k s  10,800.00
T o ta l  l ia b i l i t i e s  * ....................  $36,952.80
P r o p r i e to r s h ip :
C o m m o n  s to c k  o u t ­
s ta n d i n g  ....................  $10,000.00
S u r p lu s  ............................  2 ,398.44 12,398.44
T o ta l  l ia b i l i t i e s  a n d  p r o ­
p r ie to r s h ip  ............................  $49,351.24
* C o n tin g e n t  l ia b i l i ty  a s  e n d o r s e r s  o f  o f ­
fic e r’s  n o te s  a t  b a n k  $6,500.00.
T he p res id en t form ed a  new  com pany 
w hich  engages in  a  s im ila r  business. I t  
is  believed th a t  th e  m ost advantageous 
re su lts  fo r th e  stockholders of th e  liqui­
d a tin g  com pany can be obtained th ro u g h  
p e rm ittin g  th e  p res id en t to  conduct th e  
liqu ida tion  jo in tly  w ith  th e  new  com­
p an y ’s affa irs  and  au th o r ity  to do th is  
is gran ted .
On D ecem ber 31, 1929, com plete liqui­
dation  w as accom plished. W hen i t  w as 
discovered th a t  no  cash  w as availab le  
for d is tr ib u tio n  to  th e  stockholders, they  
engage you to  m ake an  investiga tion  to  
determ ine  th e  cause. No irreg u la ritie s  
a re  suspected  w ith  respect to  th e  cash ac­
countability .
(1) P rep a re  a n  a u d it p rogram  to be 
used by th e  ju n io r accoun tan t on th e  en­
gagem ent.
(2) F rom  a  su rvey  of th e  item s of the  
balance sheet, s ta te  possible reasons w hy 
100 per cen t of th e  asse t values could no t 
be realized.
Q uestion No. 4— (W eight, 10 P o in ts ) :
You a re  requested  by a  departm en t store 
to  p lan  and  superv ise  th e  ageing  of approx­
im ately  60,000 custom er charge accounts 
and  10,000 in s ta llm en t sales accounts. 
A ddressograph  p la tes fo r a ll custom ers 
a re  available. T he w ork is to be done by 
a  g roup of g irls, none of whom  have had 
p rev ious experience in  th is  w ork.
(1) O utline y o u r w ork  sheet fo r age­
ing  both th e  reg u la r charge  accounts and 
th e  in s ta llm en t account.
(2) S ta te  how you would organize, in ­
s tru c t and  check th e  w ork  of th e  g irls.
Q uestion No. 5— (W eight, 10 P o in ts ) :
You a re  a u d itin g  th e  accounts of th e  
A uto P a r ts  M anufactu ring  Com pany and 
a re  reconciling  th e  cash account fo r the  
year 1929. G iven th e  follow ing facts, de­
te rm in e  th e  co rrect cash  on hand  and  in  
bank balances as of D ecem ber 31st, 1929, 
and  m ake a ll th e  necessary  reconcilia­
tions to  p roperly  account fo r th e  cash du r­
ing  th e  year.
 C o m m e rc ia l
N a t io n a l  B a n k .
R e c e ip ts — C a s h  b o ok , J a n .  1 s t  to  D ec. 31st, 1929 ............. $536,955.73
D is b u rs e m e n ts — C h e c k  r e g is te r ,  J a n .  1 s t  t o  D ec. 3 1 s t, 1929 600,517.59 
D e p o s its— B a n k  s ta t e m e n ts ,  J a n .  1 s t  to  D ec. 3 1 s t, 1 9 2 9 . .  549,464.63
B a la n c e s  a s  p e r  b a n k  s ta te m e n ts ,  J a n .  1 s t, 1 9 2 9 .............  149,117.08
B a la n c e s  a s  p e r  b a n k  s ta te m e n ts ,  D ec. 3 1st, 1 9 2 9 .............  35,523.19
C a s h  o n  h a n d  a n d  in  b a n k  a s  p e r  le d g e r ,  J a n .  1 s t, 1 9 2 9 . .  93,883.76
C h eck s  o u ts ta n d in g ,  J a n .  1 s t ,  1929 .............................................. 68,403.87
C h ec k s  o u ts ta n d in g ,  D ec. 3 1 s t, 1929 :
N o . 862 ....................................................................... $2,500,000
N o. 872 ....................................................................... 1,948.50
N o. 894 ............................ .................. .................... 1,934.44 6,382.94





O v e rd ra f t  (2 7 3 .8 0 ) 
264.68 
1,201.37
N o. 479 275.91
U n d e p o s ite d  r e c e ip ts  —  C u s to m e rs ’ c h eck s ,
J a n .  1 s t, 1929 ........................................................ 13,170.55 1,140.18
U n d e p o s ite d  r e c e ip ts — D ec. 31st, 1929 :
C u r re n c y  ....................................................................  300.00 555.37
C u s to m e rs ’ c h e c k s  ................................................  386.65 1,000.00
B a n k  t r a n s f e r  c h e c k  d r a w n  o n  C o m m e r­
c ia l  N a t io n a l  B a n k  in  f a v o r  o f  I n ­
t e r s t a t e ,  c h e c k  N o . 903 d a te d  D ec.
31, 1929 ............................................................. 686.65 3,000.00 4 ,555.37
N. S. F . c h e c k s  f ro m  c u s to m e r s  r e tu r n e d  b y  
b a n k :
8 -2 5 -1 929 —  R e d e p o s ite d  ............................  25.00
12-21-29  —  O n h a n d  in  d r a w e r ...............  495.00 520.00
B a n k  t r a n s f e r  c h e c k s  d u r in g  y e a r  re c o rd e d  
in  c h e c k  r e g i s t e r s :
C o m m e rc ia l  N a t io n a l  to  I n t e r s t a t e —
N o. 225 A p r i l  6, 1929 ............................ 5 ,000.00
N o. 362 J u ly  11, 1929 ..............................  10,000.00
N o. 695 O c to b e r  16, 1929 .......................  3,000.00
N o te s  r e c e iv a b le . 400.00 18,000.00
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When cash transfers are made between 
banks, checks are made out, entered in 
the check register and debited to the re­
ceiving bank’s ledger account. No entry 
is made in the cash receipts journal. 
When N. S. F. checks are returned by 
banks, no entries are made on books. 
Checks are held in drawer until collected 
and redeposited.
Question No. 6— (Weight, 10 Points):
You are engaged to audit the books of 
the John Doe Finance Company whose 
business consists of the loaning of funds 
to other companies. As a basis for credit, 
audit reports by certified public account­
ants are demanded and assignments of 
accounts receivable are taken as security 
for payment. During the audit you dis­
cover the fact that a large amount of 
money has been so loaned to the Apex 
Company whose accounts you had aud­
ited two months previously, pursuant to 
engagement by the Directors of the Apex 
Company. In the audit of the Apex Com­
pany you had discovered that the com­
pany was insolvent and that in order to 
obtain working capital they were issuing
fake sales invoices to fictitious customers 
and hypothecating the accounts with 
finance companies. You further learn that 
subsequent to your audit of the Apex Com­
pany another audit of that company had 
been made by the Felix Accounting Com­
pany and that their report had been fur­
nished to the John Doe Finance Company 
as a basis for credit. Upon examination 
of the audit report of the Felix Account­
ing Company you discover that they fail 
to state the fact that fraudulent sales in­
voices were being issued, and find also 
that all of the liabilities have not been 
stated in the report.
(1) State the degree of liability, if any, 
of the Felix Accounting Company to the 
John Doe Finance Company in the event 
the latter company suffered financial 
losses through the insolvency of the Apex 
Company and that it was shown that the 
Felix Accounting Company had been neg­
ligent in the preparation of their report. 
Discuss reasons for your conclusions.
(2) Knowing the facts regarding the 
financial condition of the Apex Company 
and the errors in the audit report made
by the Felix Accounting Company, state 
what would be your responsibility in this 
matter to the John Doe Finance Company 
during the audit of that company. Discuss 
reasons for your conclusions.
Question No. 7— (Weight, 15 Points):
You are employed as a certified public 
accountant by the A. B. C. Manufactur­
ing Company for the purpose of deter­
mining and certifying to the value of the 
common stock of the Ohio Products Com­
pany as of December 31st, 1927. You are 
informed that the A. B. C. Manufacturing 
Company had acquired control of a ma­
jority of the outstanding shares of the 
common stock of the Ohio Products Com­
pany and had issued stock of the A. B. C. 
Manufacturing Company in exchange for 
the stock of the Ohio Products Company. 
Limited by certain provisons of the trust 
indenture, it is imperative that the com­
mon stock of the A. B. C. Manufacturing 
Company should not be issued for con­
sideration of less than $40.00 per share.
The following certified copies of the bal­
ance sheets of the Ohio Products Company 
are furnished to you:
OHIO PRODUCTS COM PANY  
Milwaukee, Wisconsin 
B A LA N C E  SHEETS
December 31st, 1925 December 31st, 1926 December 31st, 1927Assets.
Current Assets:
Cash .............................................................................  $4,252.50 $3,714.72 $6,221.06
Accounts receivable ...................................................  73,208.64 76,213.99 79,384.83
Inventories ..................................................................  56,243.72 54,962.09 55,582.87
Total current assets ............................................  $133,704.86 $134,890.80 $141,188.76
Prepaid and Deferred Item s .............................................. 2,283.03 12,819.56 9,740.67
Fixed Assets (Net Book Values) :
Land ............................................................................. 6,500.00 6,500.00 6,500.00
Buildings ............. ........................................................  72,051.17 69,868.08 67,138.06
Machinery and equipment..........................................  100,269.60 89,043.25 86,371.62
Total fixed assets ....... ........................................ 178,820.77 165,411.33 160,009.68
Intangible Assets— Patents and goodwill ........................  116,015.48 116,045.48 116,070.47
Total assets ......................................................... 430,824.14 429,167.17 427,009.58
Liabilities and Reserves.
Current Liabilities:
Accounts payable .......................................................  10,708.87 11,492.56 14,628.13
Notes payable ............................................................  30,000.00 22,500.00 20,000.00
Property and income taxes payab le .......................... 6,174.90 9,860.70 10,459.68
Total current liabilities ......................................  46,883.77 43,853.26 45,087.31
Fixed Liabilities— First mortgage bonds ........................ 47,500.00 45,000.00 40,000.00
Reserve for Wisconsin income taxes ...............................  77.57 1,068.37 1,395.77
Total liabilities and reserves .............................  94,461.34 89,921.63 86,483.58
Net Worth.
Capital Stock:
Preferred— Outstanding .............................................. 44,600.00 44,600.00 44,600.00
Common— Outstanding .............................................. 261,100.00 260,800.00 260,800.00
Total capital stock outstanding ........................ 305,700.00 305,400.00 305,400.00
Surplus from Revaluation of Fixed Assets ....................  76,444.88 64,537.35 57,745.50
Operating Deficit:
Balance, January 1st ...............................................  35,718.73 45,782.08 30,691.81
Deduct— Dividends paid ............................................  26,231.62 2,768.13 10,247.92
Add— Profit for the year ..........................................  16,168.27 17,858.40 18,320.23
Balance, December 31st ................................. 45,782.08 30,691.81 22,619.50
Total net worth ............................................  336,362.80 339,245.54 340,526.00
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From  inform ation  g iven  in  th e  reports  
accom panying the balance sh eets you  
learn th e  fo llow in g  facts:
(1) In  1919, th e  cap ita l s tru c tu re  of 
th e  Ohio P roducts Company w as changed. 
At th a t  tim e  good-will of $111,500.00 w as 
se t up  on th e  books, c red ited  to  su rp lus 
and declared out in  the  form  of a  stock 
d iv idend to  th e  stockholders. T he balance 
of th e  good-will and  pa ten ts  account as 
show n on th e  balance sheets rep resen ts  
purchases a t cost.
(2) In  1919, an  ap p ra isa l com pany ap­
p ra ised  th e  p lan t p roperties. The p lan t 
p ropertie s accounts on th e  books w ere in ­
creased to  reflect th e  sound values as 
show n by th e  app ra isa l com pany’s report. 
D epreciation  on th e  increased  app ra isa l 
v a lua tions has been charged  to  th e  R e­
v a lua tion  S urp lus account. F o r the  years 
1925, 1926, and  1927, th is  depreciation  
am ounted to  $11,907.52, $11,907.53, and 
$6,791.85, respectively.
(3) The n e t sales and  ne t profits fig­
u res w ere as follows:
N e t  P ro f its .  N e t  S a le s .
1925   $16,168.27 $224,559.31
1926   17,858.40 205,268.96
1927   18,320.23 226,175.68
(4) T he p a r value of th e  comm on and 
p re fe rred  stock w as $100.00 per share . 
D ividends of six  per cent per annum  w ere 
paid  on th e  p re fe rred  stock.
You a re  asked to  comply w ith  th e  re ­
quest and  ca lcu late  th e  value  of th e  com­
m on stock of th e  Ohio P roducts Company 
as of Decem ber 31st, 1927, bearing  in  m ind 
th a t  you a re  called upon to  certify  to  th e  
value  obtained. S ta te  briefly your reason 
for th e  m ethod or m ethods used.
Q uestion No. 8— (W eight, 15 P o in ts):
You a re  m ak ing  an  au d it of a  fra te rn a l 
o rgan iza tion  fo r th e  ca lendar year 1929, 
w hose fiscal records involve various funds 
am ong w hich is a  B uild ing  F und . D uring  
th e  year th e  lodge com pleted a  bu ild ing  
p rogram  w hich necessita ted  th e  floating 
of a  bond issue and  extensive borrow ing 
a t banks. As assu rance  fo r th e  paym ent 
of in te re s t on these  obligations, th e  lodge 
agreed to  pay to  and  deposit in  the  B uild­
in g  F u n d  a  definite po rtion  of a ll dues col­
lected, th is  m oney to  be used only to  pay 
in te re s t on th e  m ortgage and  bank  in ­
debtedness. T he follow ing tr ia l  balance 
of th e  B u ild ing  F u n d  accounts as of De­
cem ber 31st, 1929, ind ica tes th a t  no defi­
n ite  accounting  p rocedure has been 
adopted to  m ake effective th is  a rran g e ­
m ent.
(1) You a re  requ ired  to  m ake th e  neces­
sa ry  jo u rn a l e n tr ie s  to accom plish th is  
purpose.
(2) Subm it analyses show ing th e  com­
plete s ta tu s  of th e  R eserve and  com pile a 
balance sheet as of Decem ber 31st, 1929, 
a rran g ed  so as to  c learly  se t fo r th  th e  
financial condition  of th e  fund.
S O N S  A N D  D A U G H T E R S  O F  I  W IL L  
A R IS E
B u ild in g  F u n d  A c c o u n ts  T r ia l  B a la n c e —  
D e c e m b e r  31st, 1929
D e b its . C re d its .
C a s h  in  b a n k — C h e c k ­
in g  a c c o u n t  .................. $40,500
C a s h  in  b a n k  —  B o n d
c o u p o n  a c c o u n t ..........  $250
A c co u n ts  re c e iv a b le  . . .  18,000
C lu b  h o u s e  - ....................  2 ,000,000
A c c o u n ts  p a y a b le  . . . .  4,500
N o te s  p a y a b le  to  b a n k s
— 6 p e r  c e n t .................. 200,000
A c c ru e d  in te r e s t  on
b a n k  lo a n s  ..................  3,000
A c c ru e d  in te r e s t  on
b o n d s  ..............................  30,000
B o n d ed  in d e b t e d n e s s . . .  1,000,000
D u e s  re c e iv e d  .................. 61,000
A c c ru e d  in te r e s t  c o l­
le c te d  on  lo d g e  b o n d s
s o ld  ...................................  1,500
I n t e r e s t  e x p e n s e .............  72,000
S u rp lu s  ......................... 830,250
2,130,500 2,130,500
THE NATURAL BUSINESS 
YEAR
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in g  in  th is  in d u s try  is betw een crops, 
and  th is  d a te  v a rie s  accord ing  to  locality . 
In  th e  m eat pack ing  in d u stry , October 
31 seem s to  be th e  m ost acceptable date. 
In  th e  cann ing  in d u stry , th e  closing  tim e 
would, of course, v a ry  w ith  th e  ch a rac te r 
of th e  food, and  th e  season of canning. 
F o r f ru it  an d  vegetable cann ing  in  th e  
m iddle W est, M arch 31 w ould seem to  be 
m ost su itable.
In  th e  case of su g a r refineries, those 
w hich  receive th e  g re a te r q u an titie s  of 
raw  su g a r d u rin g  th e  m iddle of th e  year, 
m igh t w ell close on October 31. S ugar 
fac to ries w hich  c ru sh  th e  cane and  ab ­
s tra c t th e  raw  sugar, w ould find A ugust
31 m ore su itab le . In  th e  tex tile  indus­
tries, th a t  of cotton  would use th e  period 
of leas t ac tiv ity  on Ju ly  31.
In  th e  m anu factu re  of woolen goods, 
th e  fiscal y ear w ould occur betw een th e  
tw o m arked  seasons ex is ting  th e re in . The 
silk  in d u s try  has tw o well-defined sea­
sons, O ctober 1 to  D ecem ber 1, and  Feb­
ru a ry  1 to  Ju n e  1. Of th ese  two, th e  la t­
te r  is  th e  la rger, and  a f te r  i t  has come 
to  a  close a ll stocks a re  a t  th e ir  m in i­
mum . T he end of Ju ly , or th e  end of 
A ugust a re  suggested  as effective closing 
dates here.
In  th e  lum ber an d  fu rn itu re  industry , 
th e  n a tu ra l business y ear seem s to  coin­
cide w ith  th e  ca lendar year. T h is sam e 
date  would be found m ost acceptable to  
th e  m an u fac tu re rs  of pulp and  paper. In  
th e  case of th e  shoe in d u stry , tw o w ell 
defined seasons exist, th e  sp rin g  season, 
w hich  ends A pril 30, and  th e  fa ll season 
end ing  O ctober 31. A  num ber of th e  shoe 
m an u fac tu re rs  of th e  coun try  close th e ir  
books on October 31, an d  th is  da te  m ay 
well be ta k e n  as typ ica l fo r th e  industry .
I  could m ention  m any m ore ind u s trie s , 
bu t w ill con ten t m yself w ith  a few of th e  
m ore im portan t. In  th e  autom obile indus­
try , Septem ber 30 or October 31 could be 
suggested  fo r th e  te rm in a tio n  of a fiscal 
year. T ire  m an u fac tu re rs  could well use  
October 31 or N ovem ber 30. M anufac­
tu re rs  of genera l rubber goods would find 
Ju n e  30 as th e  d a te  best su ited  fo r th e  
an n u a l closing  of th e ir  affairs. In  the  
petro leum  in d u stry , October 31 has been 
suggested  as a  closing date.
To sum m arize th e  benefits a ris in g  
th ro u g h  th e  d iscard ing  of Decem ber 31 
as a  general da te  fo r closing th e  books 
and  p rep a rin g  th e  financial and operating  
sta tem en ts, in  favor of one m ore su itab le  
to  th e  needs of a  p a rtic u la r business, w e 
can say  th a t th e  adoption  of such a  year 
w ould m ark  th e  tim e  of low inven to ries, 
low receivables, low  payables and  w ould 
occur a t  th e  com pletion of th e  reg u la r an ­
nu a l cycle of business, w hen p u rchase  
con trac ts have, fo r th e  m ost part, been 
com pleted, raw  m ate ria ls  tu rn ed  in to  fin­
ished goods and  th ese  disposed of to  cus­
tom ers.
I t  w ould also m ark  th e  tim e of th e  best 
financial condition, show ing th e  asse ts  a t  
th e ir  m axim um  liq u id ity  w ith  th e  liab ili­
ties reduced and  th e  affairs in  read iness 
fo r th e  s t a r t  of a  new  season.
O perating  s ta tem en ts  p repared  a t  th e  
close of a  com pleted season w ill reflect 
m ore accura te ly  th e  re su lts  of th e  tra n s ­
actions, and  finally  th e  close of th e  fiscal 
y ea r a t  a  tim e betw een seasons would fu r­
n ish  a  b rea th in g  space to  any  organ iza tion  
on th e  basis of w hich budgets fo r th e  
ensu ing  y ear m ay be m ore accura te ly  for­
m ulated , and  th e  collection of s ta tis tic a l 
d a ta  obtained fo r a  n a tu ra l ra th e r  th a n  
an  a rtific ia l period.
THE ACCOUNTANT’S LIABIL­
ITY FOR FAILURE TO DIS­
COVER FRAUD
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of gross negligence. T h is  p la in ly  w as an 
om ission to  do som eth ing  w hich a  reason­
able m an  w ould have done, o r th e  doing 
of som eth ing  w hich a  reasonable  and  
p ru d en t m an would no t have done.
The second inc iden t re la tes  to a  case 
w here th e  accoun tan ts w ere engaged to  
m ake an  exam ination  of financial condi­
tio n  as of Decem ber 31, 1928. B efore 
en te r in g  upon th e  d u ties  inc iden t to  th is  
engagem ent, th e  accoun tan ts  po in ted  out 
to  the  investm en t bankers , w ho w ere au ­
tho rized  to  give th e  accountan ts th e ir  
in structions, th e  fac t th a t  th e  purpose of 
th e  exam ination  w as to  verify  th e  finan­
cial condition  as of a  given date, and th a t  
th e  accoun tan ts would assum e no respon­
sib ility  fo r ir re g u la ritie s  concealed in  th e  
opera ting  accounts o r tran sac tio n s  p rio r  
to  th e  balance shee t date, o r by man ip u ­
la tion  of the  records. T his und ers tan d ­
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ing  w as definite, positive, and  of record.
The exam ination  w as com pleted, th e  
repo rt w as rendered , qualifications neces­
sa ry  to p ro tec t th e  accoun tan ts because 
of difficulties encountered  in  verify ing  
certa in  assets w ere incorporated  in  th e  
com m ents p receding th e  certificate, and  
th e  repo rt w ith  certificate w as addressed  
to the  client.
About a y ear subsequent to  th e  date 
of th e  balance sheet i t  w as discovered 
th a t a  deale r w ho discounted autom obile 
paper w ith  th e  c lien t had  p e rp e tra ted  a  
frau d  by ob ta in in g  funds th ro u g h  th e  
use of ir reg u la r paper and m ultip le  use 
of the  sam e cars secu rin g  th e  paper. As 
a  re su lt of th is  fraud , th e  c lien t suffered 
a large loss, and  c laim ing  th a t  th e  sh o rt­
age w as in  existence and  rep resen ted  by 
bogus paper a t th e  tim e of th e  exam ina­
tion, th rea ten ed  to  b rin g  an  action  
aga in s t th e  accoun tan ts on th e  grounds 
of negligence.
An investiga tion  of th is  claim  proved 
conclusively th a t  th e  accountan ts, d u r­
ing th e  course of th e ir  exam ination , had 
used due care  and  diligence in  th e ir  
work. T he notes in  question  w ere in 
existence as of th e  balance sheet date and  
am ong those exam ined, th e  accom pany­
ing papers, includ ing  th e  cha tte l m ort­
gage, appeared  to  be reg u la r and  had 
been passed by th e  cred it m anager, th e  
d isbursem ents co n stitu tin g  th e  advances 
to  th e  dealer w ere  verified, reasonable 
te s ts  by inspection  and  verification  of 
engine num bers had  been m ade of cars 
securing  th e  loans, and, fu r th e r, all th e  
notes in  question  subsequently  had  been 
collected by th e  com pany, th e  funds cor­
responding  th e re to  hav ing  been deposited 
in  th e  banks w ith  w hich th e  c lien t had  
accounts. Consequently, under th e  c ir­
cum stances th e re  could have been no 
question  as to  th e  in te g rity  of these notes 
as rep resen tin g  p a r t  of th e  asse ts ce rti­
fied to  as of th e  balance sheet date, and 
th e re  could have been no  negligence on 
th e  p a r t  of th e  accountan ts.
Confronted, as accoun tan ts are , w ith  
some u n ce rta in ty  concerning th e ir  duty  
to  th ird  persons and, u n d e r c e rta in  c ir­
cum stances, th e  possib ility  of un lim ited  
liab ility , th e  m a tte r  of p aram o u n t im por­
tance! seem s to  be one of avoid ing  neg­
ligence by adop ting  such procedure in  
every engagem ent th a t  no one m ay 
charge them  w ith  lack  of reasonable care  
and  sk ill in  th e ir  w ork. W hile  th e re  is 
th e  possib ility  alw ays th a t  th ey  m ay be 
able to  plead con tribu to ry  negligence or 
in te rv en in g  fraud , in  one of th e  cases 
m entioned, in te rv en in g  frau d  by th e  
c lien t w as s tipu la ted  b u t seem s not to 
have relieved th e  accoun tan ts of th e ir  
responsib ility . T he situ a tio n , therefore, 
crystallizes down to  th e  po in t w here if 
th e re  has been no negligence on th e  p a r t 
of th e  accountan t, no  du ty  to  any  one, 
w hether under th e  th eo ry  of co n trac t or 
o f to r t, w ill have been breached. I t
m ay be added, how ever, th a t  the  s tan d ­
ard s of judgm ent w ill be those p revail­
ing  in  th e  p a rtic u la r locality  w here th e  
service w as perform ed.
T here  rem ains, how ever, th e  question 
of hav ing  a definite u n d ers tan d in g  w ith  
clien ts in  each u n d ertak in g  as to  the  
ch a rac te r and  scope of th e  w ork to  be 
perform ed by th e  accoun tan t. As a  guide 
in  th is  d irec tion  perhaps no th ing  has 
m ore value th a n  th e  classification of ac­
countancy services, w hich classifies, de­
fines, and  d ifferen tia tes th e  various types 
of services perform ed. The accountan t 
who undertakes to  m ake an  exam ination  
of financial condition  as of a  balance 
sheet date, know ing fu ll well th a t  such 
w ork  does n o t call fo r a  verification  of 
tran sac tio n s  p rio r to  th e  balance sheet 
date, w ill have no one b u t h im self to 
blam e, if he h as  failed  to  s tip u la te  ac­
cordingly, and  la te r  som e ir re g u la rity  
develops w hich obviously could have been 
detected only by a  review  of opera ting  or 
of cash  tran sac tions.
In  lik e  m anner, i t  is w ell know n th a t  
a  general exam ination  in  connection w ith  
proposed financing is fo r the purpose of 
d e te rm in ing  th a t  th e  financial condition 
as of a given date, and  th e  n e t profits 
fo r som e period ended on th a t  date, are  
as good, a t least, as represen ted , and  is 
not fo r th e  purpose of de tec ting  sh o rt­
ages or ir re g u la ritie s  by m eans of w hich 
th e  n e t asse ts  and  n e t profits a re  under­
sta ted .
A ccountants w ho fa il to  g rasp  these 
facts and  to  have an  u n d ers tan d in g  w ith  
th e ir  clients, and  w ith  o thers involved, 
accordingly a re  likely  to  have law  su its  
on th e i r  hands w hen  some ir re g u la rity  
subsequently  is discovered. By th e  sam e 
token, i t  is incum bent upon accountants, 
if  th ey  desire  to  p ro tec t them selves 
aga in s t th e  charge  of negligence, to  have 
an  u n d ers tan d in g  in  th e  case of a  gen­
era l au d it th a t  such  engagem ent contem ­
p la tes verification  of a ll assets, liab ili­
ties, ac tu a l and  contingent, reserves, cap­
ita l, and  su rp lu s a t  a  balance sheet date, 
toge ther w ith  th e  verification  by m eans 
of te s ts  (th e  ch a rac te r and  ex ten t of 
w hich  a re  governed by th e  effectiveness 
of th e  system  of in te rn a l contro l as de­
te rm ined  by th e  accoun tan t) of the  tr a n s ­
actions fo r a  period ended on th e  balance 
sheet date.
No rep resen ta tio n s m ade in  th is  paper 
p roperly  m ay be tak en  to  ind ica te  a de­
s ire  on th e  p a r t of accoun tan ts to  avoid 
th e ir  responsib ilities as se rv an ts  of the  
public. R a th e r, i t  is a  b rie f fo r th e  exer­
cise of in te llig en t considera tion  of th e ir  
un d ertak in g s and  duties, sk ill and care  
in  th e ir  w ork, w ith  a  view  to  service 
w hich is honorable, professional, and  de­
pendable, w hile avo id ing  an  onslaugh t of 
a ttack  from  irresponsib le  “racke teers” 
and  unlicensed persons who seek to p rey  
upon a  young profession in  th e  m aking.
THE SOUTH CAROLINA 
DECISION
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engagem ents w hich he had  filled had  
come to  h im  v o lu n ta rily  w ith o u t any  
so lic ita tion  on h is  part. (2) Jam es 
sough t to  checkm ate th a t a ttem p t by 
ask in g  th e  C ourt to  d irec t th a t  a  cer­
tificate  should be issued him , possessing 
w hich  th e  requ irem en t of th e  1929 act 
w ould be m et. (3) T he B oard neglected 
to  show  to  th e  C ourt th a t  th e  ru le  to  
w hich  Jam es objected w as in  accordance 
w ith  th e  South  C aro lina accounting  law  
and  genera l p rac tice  and  th a t  if  th e re  
w as an  e rro r  i t  w as in  th e  appo in tm en t 
of Jam es by th e  G overnor in  view  of th e  
requ irem en t of th e  1929 h ighw ay act.
H ow ever, w ith  these  th re e  situ a tio n s 
in  m ind, i t  is p roper to  ask  w hether or 
no t th e  C ourt did no t e r r  in  its  decision 
in  assum ing  to  itse lf th e  r ig h t to  pass on 
th is  p a r tic u la r  app lication  p rio r to an  
ac tion  by th e  Board. T he decision of th e  
L ou isiana  Suprem e C ourt, to  w hich re f­
erence has been made, ind ica tes th a t  they 
supported  th e  decision of th e  B oard, as 
did th e  t r ia l  court, w ith o u t a ttem p tin g  
to  pass upon the  accuracy of its  judgm ent, 
w hen convinced th a t  th e  B oard  had  
acted  a f te r  a  tho rough  investigation .
In  1924, H . E ly  G oldsm ith, a  certified 
public accoun tan t of th e  S ta te  of New 
York, filed an  app lication  in  th e  Suprem e 
C ourt of th e  D is tric t of Colum bia fo r a 
p reem pto ry  o r a lte rn a tiv e  w rit of m an­
dam us ag a in s t th e  B oard  of A ccountancy 
fo r th e  D is tr ic t of Colum bia. The B oard 
of A ccountancy had  declined to  g ra n t h is 
app lica tion  fo r a  D is tric t of C olum bia C. 
P. A. certificate  based on h is  New York 
certificate. The Suprem e Court, w hich in  
th e  D is tr ic t is th e  t r ia l  court, in  its  opin­
ion am ong o ther th in g s  said, “T he de­
m u rre r  m ust be overruled . T he answ er 
m akes i t  p la in  th a t  th e  respondents have 
no t acted in  an  a rb itra ry  m anner in  re ­
fu s ing  to  th e  p e titioner a  certificate as a 
certified public accoun tan t of th e  D is tric t 
of C olum bia b u t have exercised m erely 
th e  d iscre tion  vested in  them .”
F rom  th is  decision an  appeal w as tak en  
by th e  p la in tiff to  th e  C ourt of A ppeals 
of th e  D is tric t of Colum bia, th e  h ighes t 
co u rt in  th e  D istric t. The C ourt of Ap­
peals susta ined  th e  low er court, am ong 
o ther th in g s  say ing : “W hile th e  question  
w hether an  app lican t is en titled  to  a  cer­
tificate  is addressed to  th e  d iscre tion  of 
th e  B oard, th e  exercise of th a t  d iscre tion  
m ust no t be a rb itra ry  or capricious, b u t 
governed by recognized princip les. F o r 
a  B oard  composed of public officials, as is 
th is  B oard, to  re fu se  an  app lica tion  fo r 
a  certificate  fo r undisclosed reasons, is  
to  v io late th e  fundam enta l p rinc ip les of 
ju stice  and  due process of law . C learly, 
therefore, an  ap p lican t is en titled , p rio r 
to  final ru lin g  upon h is  application , to
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be inform ed as to every th ing  to be con­
sidered  by th e  B oard in  h is case, w ith  
fu ll opportun ity  to  p resen t any  re levan t 
evidence he m ay w ish  to  offer.”
In  1921 J. H aro ld  Lehm ann, th e  ho lder 
of an  A labam a C. P. A. certificate, w as 
cited  by th e  B oard to  answ er charges fo r 
“unprofessional conduct” w hich had been 
p re fe rred  ag a in s t him . He filed a  bill in  
th e  C ircu it C ourt of M ontgom ery County 
on th e  equity  side, c la im ing  am ong o ther 
th ings th a t  th e  A labam a law  w as uncon­
s titu tio n a l in  th a t  “Section  7 is unreason­
able, u n certa in , an d  indefinite, and  nei­
th e r  th is  a c t no r th e  law  defines w hat is 
o r  w h a t co n stitu tes  unprofessional con­
duct, or o ther sufficient cause ju s tify in g  
th e  revocation  of such certificate. A 
tem porary  in junc tion  was gran ted . T h is 
w as a fte rw a rd s  dism issed.
A n appeal w as th e n  tak en  to th e  Su­
prem e C ourt of th e  S ta te  of A labam a 
w hich  handed  down a  decision su s ta in in g  
th e  low er court. In  th a t  decision th e  
co u rt sa id , “T he so le  equ itab le  re lie f 
so u g h t is in junction . * * * A co u rt of 
equ ity  w ill no t allow  th e  com plainan t to  
en joy  th e  benefits o r priv ileges conferred  
by th e  s ta tu te  w ith o u t also b ea rin g  th e  
b u rdens and  inconveniences im posed by 
it. A ppellan t’s  con ten tion  overlooks th e  
fa c t th a t  th e  sole w rong of w hich  he com­
p la ins is a  th rea ten ed  d is tu rbance  of a  
r ig h t o r p riv ilege conferred  by s ta tu te .” 
“H owever, if  th e  a c t in  question  be valid , 
s t i l l  th e  b ill is w ith o u t equity , since nei­
th e r  th e  tr ia l court nor th is  court can  
know  in  advance o f the  hearing o f the  
charge preferred  th a t the B oard w ill re­
voke  or cancel appellant's certificate or 
license. The s ta tem en ts  in  th e  allega­
tions and prayer o f the  bill th a t the  
B oard w ill revoke or cancel the  certificate  
unless enjoined or restra ined  by the  
court, is  o f necess ity  no t only a m ere  
conclusion, bu t an  unw arran ted  appre­
hension  o f th e  pleader. So fa r  as the  
courts can kn o w  from  th e  allegations of 
th e  bill, th e  Board m ay decline to revoke  
or cancel appellant's certificate, and m ay  
allow  h im  to continue to practice h is  pro­
fession  thereunder. Hence, there is  no 
equ ity  in  the  bill, fo r  the  reason th a t a 
co u rt o f equ ity  w ill no t en jo in  a Board  
or com m ission vested  w ith  quasi-judicial 
and  a d m in is tra tive  a u th o r ity  fro m  acting  
as to m a tters  w ith in  th e ir  ju r isd ic tion  
and power, m ere ly  because i t  is appre­
hended th a t th e y  m a y  decide errone- 
ously .”
“T he r ig h ts  of com p la inan t in  th is  case 
a re  un like  the  r ig h ts  of a physician , su r­
geon, den tis t, law yer o r school teacher 
to p rac tice  th e ir  callings or professions. 
U nder th e  law  th ey  cannot p ractice  w ith ­
ou t a  certificate o r license; and  w hen 
th e ir  license o r  certificate is revoked 
th ey  a re  th ereb y  p revented  from  practic­
ing  th e ir  p rofession  a t all. In  th e  case 
of accoun tan ts, how ever, th is  is  no t true . 
T hey a re  no t requ ired  to  ob ta in  a cer­
tificate o r license to p rac tice  th e ir  call­
ing, bu t ob ta in ing  th e  license or certifi­
ca te  is pu rely  vo lu n ta ry  on  th e ir  p a rt. 
N or does th e  revocation  or cancellation  
of th e  license or certificate, w hen once 
issued, b a r or deprive them  from  fu r th e r 
or longer p rac tic ing  th e i r  chosen calling. 
T he license in  th e ir  case is b u t a certifi­
cate of th e  board issu ing  i t  as to th e ir  
com petency and fitness. I t  is no t a t  a ll 
a  req u isite  to th e  p rac tice  of th e ir  call­
ing, though  it  m ay be tru e , and  doubtless 
is, th a t  th e  certificate  or license, being 
an  au th o rita tiv e  recom m endation o r cer­
tification  o f a  legally  constitu ted  board, 
as to  efficiency and  qualifications, has 
some value. T he qualifications an  app li­
can t should have in  o rder to en title  h im  
to  hold a  certificate, and  to th e  re g is tra ­
tio n  of th a t  certificate  as a  certified pub­
lic accountant, th e  law  has w isely le ft 
to th e  judgm ent of a  board  of experienced 
accountan ts. L ikew ise, in  a  large m eas­
ure, the  law  has placed th e  d iscretion  in  
th e  sam e experienced accountan ts, w ho 
constitu te  th e  board, to  de te rm ine  w hen 
a license o r certificate  once issued can 
be revoked o r cancelled.”
“The legislature has the  undoubted  
pow er to delegate to officers, boards, or 
com m issioners o f i ts  ow n creation and  
appoin tm ent, certa in  governm enta l pow ­
ers fo r  the  m ore efficient adm in istra tion  
of the  law, subject, however, to certa in  
lim ita tions o f the  C onstitu tion .”
“I t  is held by the  Suprem e Court o f 
the U nited S ta tes th a t in  creating  such  
boards S ta te  legisla tures do n o t exercise  
or confer pow ers no t au thorized  by the  
constituen ts, S ta te , or federal
“I t  is n e ith e r necessary  nor p roper fo r 
th is  court to now  decide w h a t rem edy, 
if any, would be availab le  to  th e  appel­
la n t if  h is  certificate or license should 
be im properly  or illegally  revoked o r can­
celled. T h e  only question  now  before th e  
court is w h e th e r o r  no t th e  b ill con ta ins 
equity, and we a re  of th e  opinion th a t  
the tr ia l  court ru led  correctly  in  hold ing  
th a t it  con tained  no equity , and in d is­
so lv ing  th e  tem porary  in junc tion  or re­
s tra in in g  order. W e do no t m ean  to  in ­
tim a te  from  w hat is said  above th a t  th e  
com plainan t has an y  rem edy o r th a t  any  
legal r ig h t of h is  has been in te rfe red  
w ith, o r  a ttem p ted  to  be in te rfe red  w ith. 
We m erely  decide th a t  th e re  is no equity  
in  the  b ill; th a t  th e  decree of th e  lower 
co u rt is  correct, an d  i t  is accordingly  
affirmed.”
An appeal w as ta k e n  from  th e  decision 
of th e  (Supreme C ourt of A labam a to th e  
Suprem e C ourt of th e  U nited  S tates, 
w hich C ourt su s ta in ed  th e  A labam a Su­
prem e C ourt in  a decision handed  down 
in D ecember of 1923.
In  rec iting  th e  h is to ry  of th e  case th e  
court re fe rred  to  certa in  fac ts  in  th e  fol­
low ing language:
“T he B oard  h as  never adopted an y  code 
or prom ulgated  any  ru les  o r definitions 
of w hat is o r is  no t p rofessional conduct, 
or w hat is sufficient cause for th e  revo­
cation  of a  certificate. * * * I t  is no­
w here averred  in  th e  charges ag a in s t h im  
th a t an y th in g  th a t he  had  done w as law ­
fu l or unlaw ful, the  only allegation  be­
ing  th a t  th e  alleged ac ts  com plained of 
w ere su rrep titio u s . * * * I t  is fu r th e r  
averred  th a t th e  B oard  h as  prejud iced  
h is acts, and  th a t  th e  de term ination  by 
the  B oard  as to w hether h is certificate 
should  be revoked re s ts  w holly w ith in  
th e  a rb itra ry , uncon tro lled  and unap­
pealable judgm ent of th e  B oard.”
F u r th e r  th e  court sa id : “T he opinion 
of th e  cou rt su s ta in ed  th e  B oard, its  
pow ers, and  th e  m anner of execu ting  
them , b u t re fra in ed  from  expressing  an  
opinion of th e  r ig h t o r rem edy of p la in ­
tiff in  erro r. I t  said , ‘I t  is  no t neces­
sa ry  or p roper fo r th is  court to  now de­
cide w hat rem edy, if  any, w ould be 
availab le  to  th e  ap pe llan t (plain tiff in  
e r ro r) , if  h is  certificate  or license should 
be im properly  or illegally  revoked or can­
celled.’ In  o ther words, th e  court de­
clined to an tic ipa te  th e  action  of the  
B oard;  i t  decided only th a t  if  th e  S ta te  
had  th e  pow er to  confer a  certificate  on 
th e  p la in tiff in  e rro r  th ro u g h  th e  B oard, 
it  had  th e  pow er, th ro u g h  th e  B oard, to 
ta k e  i t  aw ay o r to  p rescribe th e  te rm s 
and  conditions upon w hich i t  m ig h t be 
forfeited . And th e  co u rt fu r th e r  said  
th a t  th e  appeal w as w ithou t equity, 
since n e ith e r th e  t r ia l  court no r i t  could 
know  in  advance of th e  h ea rin g  th a t  th e  
B oard  w ould su s ta in  th e  charge. The 
reason ing  is  conclusive.”
“P la in tiff in  e rro r  p u t some stre ss  
upon th e  absence of ru les by th e  B oard 
u rg in g  th a t  th e  s ta tu te  is in  conflict w ith  
th e  C onstitu tion  of th e  U nited  S ta tes be­
cause i t  p u rp o rts  to  au thorize  th e  revoca­
tion  of a certificate ‘w ithou t defining or 
de term in ing  in  advance w h at g rounds o r 
facts or acts shall be sufficient cause for 
such revocation .’ Such absence perm its, it  
is asserted , a rb i tra ry  action . W e cannot 
yield to  th a t  assertio n  or affirm th a t  th e  
B oard w ill be im pelled to  action  by o ther 
th a n  a  sense of d u ty  or ren d e r judgm ent 
except upon convincing evidence in tro ­
duced in  a reg u la r w ay w ith  opportun ity  
of rebu tta l. We certa in ly  cannot re s tra in  
th e  B oard upon th e  possib ility  of con­
tr a ry  action. Official bodies w ould  be o f 
no use as in s tru m en ts  o f governm ent i f  
th ey  could be p reven ted  fro m  action by 
the  supposition  o f w rong fu l action."
“The m otion  to  affirm m ust be g ran ted .” 
In te r-s ta te  re la tionsh ip s have alw ays 
been im portan t. The needs of th e  pub­
lic m ust be considered  a t a ll tim es. Doc­
to rs, liv ing  and  reg is te red  in  one S tate, 
m ay be called to  an o th e r S ta te  or m ay 
go in to  an o th e r S ta te  fo r purposes of 
consultation . R eg istra tio n  is not requ ired  
on such tem p o rary  occasions. They m ay 
no t en te r in to  p ractice , how ever, in  th e  
second S ta te  w ith o u t securing  a p roper 
certificate. R esidence or office is p rac­
tica lly  th e  de te rm in in g  fac to r as to th e
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necessity  for a  certificate. D octors liv ing  
along th e  bo rder lin e  betw een tw o sta te s  
often  secure certificates from  both, in  one 
of w hich they  live and  usually  m a in ta in  
an  office and  in  th e  o th e r of w hich they  
m erely m a in ta in  an  office w ithou t re s i­
dence.
The sam e is tru e  of law yers. T hey can 
go in to  o ther s ta te s  fo r and  on behalf of 
th e ir  reg u la r c lien ts and  a re  no t required  
to secure a  certificate or reg is te r  unless 
th ey  find i t  necessary  to file court docu­
m ents or appear in  court. T he proper in ­
troduc tion  to  a  cou rt fo r such purpose is 
easily  secured th ro u g h  som e one reg u ­
la r ly  p rac tic in g  in  th a t  ju risd ic tio n  and 
delays a re  inconsequential. T here  a re  
cases, how ever, w here  by reason  of local 
conditions law yers a re  reg u la rly  ad­
m itted  to  p ractice in  tw o sta tes, liv ing  in  
one usually  w ith  an  office th e re in  and 
w ith  only an  office in  th e  other.
In te r-s ta te  accoun ting  ac tiv ities  a re  in ­
creasing  each year. A ccounting law s and 
regu la tions should  clearly  recognize th e  
sam e d is tinc tion  th a t  ex ists in  law  and  
m edicine. Temporary engagem ents should 
no t requ ire  th e  issuance of a fo rm al cer­
tificate to p ractice. The rep o rts  w ill 
alw ays be issued as of the  S ta te  in  w hich  
th e  p rac titio n e r resides or has h is  office. 
One S ta te  law  provides:
“N oth ing  con tained  in  th is  ac t sh a ll ap­
ply to  holders of S ta te  g ran ted  C. P. A. 
certificates from  o ther s ta te s  w ho m ay 
be tem p o ra rily  in  th is  S ta te  on profes­
sional business inc iden t to th e ir  reg u la r 
p ractice in  th e  s ta tes  of th e ir  domicile, 
b u t w ith  n e ith e r residence no r office in  
th is  S ta te .”
A nother law  p rov ides:
“A public accoun tan t w ho holds a  valid  
and  unrevoked certificate as a  certified 
public accountan t, or its  equ ivalen t, is ­
sued under au th o r ity  of any  S tate , or th e  
D istric t of Colum bia, and w ho resides 
w ith o u t th e  S ta te  m ay perfo rm  w ork 
w ith in  th e  S ta te ; provided, th a t  he reg ­
is te r  w ith  th e  S ta te  B oard of A ccount­
ancy and comply w ith  its  ru les  regard ­
ing  such reg is tra tio n .”
T he first law  provides th e  u tm ost free­
dom. T he B oard of th a t  S ta te  frequen tly  
receives notices from  outside accountan ts, 
doing w ork in  th e  S tate , a lthough  no t 
necessary. T hey a re  sen t as a  m a tte r  
of courtesy.
On com plain t of any  citizen  as to  th e  
ch a rac te r of work done by any  such out- 
of-State accountan t, no  B oard, adm in is­
te r in g  a law  w ith  such a provision, would 
have any  hesitancy  in  calling  such ac­
coun tan t before i t  and  if  need be p re fe r­
rin g  charges to  th e  B oard of the  S ta te  
orig inally  g ra n tin g  h is  certificate. In ter- 
S ta te  com ity m ust be observed in  th e  
accounting  profession. I t  m ust n o t be 
abused. T he public m ust be protected.
Our conclusion—T he South C aro lina de­
cision  should n o t be construed  as estab­
lish ing  any  p rincip le  re la tin g  to  ac­
counting  p rac tice  b u t ra th e r  as u n tan ­
g ling  a  com plicated single s itu a tio n  
w hich had  a risen  in  th a t  S tate.
TALKING SHOP
C ontinued from  page 8 
th e  book or com puted inven tory . B ut no t 
th is  year. T here w ere sharp  sh rinkages 
in  the  ac tua l count. I t  m ean t engage­
m ents fo r aud ito rs, and  usually  d isap­
po in tm en t to  the  clien t-re ta iler. F o r as 
fa r  as record  keep ing  w ent a ll w as in  
order. I t  w as im possible to  say : “T his 
m ark-up w as com puted w rongly; th is  
m ark-dow n w as no t recorded; th is  s to re  
m anager w as gypping you.” The answ er 
seem s to have been th a t  th e  cu rre n t year 
resu lted  in  sta rved  stocks; th e re  w as less 
m erchandise  to  count and  i t  w as counted 
m ore accu ra te ly ; e rro rs  a ris in g  from  in ­
co rrect stowage, cubing, etc., w ere no t 
m ade; and  th e  accum ulated  sm all deficits 
of p rio r years becam e visible in  th is  year, 
w hich m ust s tan d  th e  loss.
M cGrRAW-HILL has recen tly  published 
a  book called “Copy Technique in  Ad­
v e rtis in g ,” by R. W. Surrey . In  it, i t  is 
s ta ted  th a t  “Copy T echnique is sim ply th e  
p lacing  of th in g s  to g e th er in  the  r ig h t 
o rder.” I f  th a t  doesn’t  perfectly  de­
scribe th e  techn ique of p roper rep o rt 
w ritin g  fo r accountan ts, we w an t to  
know  w h a t does.
A  CORRESPONDENT who w an ts to  be 
know n fo r pub lication  only as S. M. 
w rites  about th e  N ovem ber ta lk  as fol­
lows: “In  general O ld-tim er is r ig h t as 
usual about th e  sm all need of im porting  
New Y ork or Chicago accountan ts in to  
sm all c ities. B u t he failed  to  m ention  
one reason  w hy th ey  a re  s till im ported, 
w hich w ill be overcom e w ith  difficulty, if  
ever. P ersona lly  I  owe tw o of m y best 
c lien ts to  th a t  reason. T hey a re  in  busi­
ness in  a  good-sized c ity  w here th e re  a re  
m any C. P. A.’s. One of them  is a m an 
of n a tio n a l repu te  in  th e  profession. I 
w as genuinely  puzzled a t first to  know  
why, since th e  local m en could have done 
as good w ork  for less money, I had been 
im ported  from  out th e  sta te . The rea ­
son w as sim ple. My clien ts had  com­
p le te  confidence th a t  an y th in g  a  local 
C. P . A. learned  about th e ir  business 
would be kep t confidential. B ut they  
f ran k ly  did no t w an t an y  one in  th e  
sam e com m unity  to know  th e ir  tru e  
financial position . An ou tsider like m y­
self, w hom  th ey  did n o t m eet w eekly a t  
th e  coun try  club or C ham ber of Com­
m erce, or church , w as better. T he In ­
te rn a l R evenue B ureau  recognizes th is . 
A local boy sen t to  au d it a  ta x  re tu rn  
cannot ge t n early  th e  re su lts  th a t  a m an 
from  a d is tan t s ta te  gets.”
W E  seem  to  be w ay  behind th e  tim es.
A le tte r  from  C onnecticut in form s 
us th a t T aussig ’s Econom ics “is now 
very  li tt le  used as a college tex t. E le­
m en ta ry  Econom ics, by F a irch ild , F ur-
n iss and Buck, is now the  lead ing  college 
textbook.” All r ig h t, bu t if  th e  pub lish ­
ers w on’t advertise  i t  in  th is  publication , 
how do they  expect us to  know  about it?
A L E X A N D E R  F. MACKAY of th e  class 
of 1909 w as elected cap ta in  of th e  
N. Y. U. L e tte r  Club, an  honorary  so­
c iety  to  w hich w inners of v a rs ity  le t­
te rs  a re  elected, on Decem ber 12.
T H E  recen t change in  th e  by-laws of th e  
N. Y. S ta te  Society of C. P. A.’s per­
m ittin g  a  flexible m eeting  d a te  has 
w orked w ell fo r th e  Society; b u t w e like 
th e  old fixed d a te  be tte r. We got our 
new  calendar pad each year, and m arked  
all th e  second M ondays excep ting  th e  
sum m er m onths as reserved  fo r th e  
m eeting  and  we hu n g  up a  nearly  perfect 
a ttendance  record. U nless out of th e  
city, we m issed only th ree  m eetings in  
six  years, u n til th e  ru le  changed. T hus 
th e  m eeting  of N ovem ber 24 clashed 
w ith  th e  annua l d inner of ou r college 
class; and  th a t  of D ecember 16 found us 
a t a  lec tu re  by the  w orld fam ous physi­
c ist, R obert M illikan of C alifornia. T his 
lectu re  w as held  under th e  auspices of 
one of New Y ork’s learned  societies, and 
hav ing  been honored w ith  an  inv ita tion , 
w e accepted. A nd w ith  a ll due apologies 
to  Mr. Fedde, w e a re  glad we did. If  
any  p rog ram  com m ittee of a  C. P . A. 
society can get Dr. M illikan to  appear 
i t  w ill score a  scoop.
A R T H U R  MONK & CO., certified public 
accountan ts, have a  c lien t in  th e  re ­
ta il  shoe business w hich  has an  account 
in  i t s  ledger th a t  a lw ays puzzles staff 
m em bers th e  first tim e they  see it. I t  
is en titled  “M ileage.” T he staff m em ­
ber never questions th a t  it  is trav e lin g  ex­
pense, u n til he finds th a t  th e re  is  a  regu­
la r  “T raveling  E xpense” account. Then 
he checks and  finds th a t  deb its to  m ile­
age come from  th e  Sales Sum m ary, and 
a re  tre a ted  in  th e  P. & L. S ta tem en t as 
deductions from  sales. Com pletely be­
w ildered he asks for and  gets th is  sim ple 
exp lana tion : W hen a  custom er b rings 
back a  p a ir  of shoes, a lleg ing  u n sa tis ­
fac to ry  w ear, se ttlem en t is m ade on th e  
basis of m iles  w alked in  th e  shoes, a s  
aga in s t th e  m iles  th e  custom er expected 
to  w alk  in  them . T he form er figure, of 
course, is reduced as low as tac tfu lly  
possible by th e  ad ju s to r who m eets th e  
custom er.
ACCOUNTANTS CLUB
John  T. Madden, dean of th e  School 
of Commerce, A ccounts and  F inance, 
New Y ork U niversity , spoke to  the  m em ­
bers of th e  A ccountants C lub a t  a  m eet­
ing  held in  th e  club q u a rte rs  in  the  
H otel M ontclair, New Y ork City, on the  
evening of W ednesday, October 29, 1930. 
H is sub ject w as “W orld Econom ic and 
F in an c ia l C onditions and  T h e ir Influ­
ences on A m erican B usiness.”
B illion  D o lla r  S tee l M erg er  P erm an en tly  R estra in ed
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“The im portance of th e  accounting  fea­
tu re s  of th e  case a rises  from  the  fac t th a t  
th e  ra tio  recom m ended by th e  account­
an ts  of both com panies, covering such 
fea tu res alone, and  adopted  as a fixed 
basis for la te r  negotia tions, re su ltin g  in  a  
final ra tio  of 11-3 sh a res  of B ethlehem  
to  one of Y oungstown, w as 11-5 to  one. 
T he accounting  system s of th e  tw o cor­
pora tions w ere rad ica lly  divergent.
“The accoun tan ts agreed to  recom m end 
a  ra tio  b u t w ere no t given a  free  hand  
to  th e  problem  as expert professional m en 
should  have been in  a  problem  so in­
volved an d  technical. T hey w ere a rb i­
tr a r ily  requ ired  to  fo rm u la te  a  ra tio  
p rac tica lly  exclusively on  a basis of th e  
respective ea rn ings fo r 1929.
Precise R a tio  Im possib le  
“I t  is agreed on a ll sides th a t  to  get 
any  p recise  ra tio  w as im possible; th a t  a t 
best th e  u ltim a te  conclusion w ould be a 
m a tte r  of judgm ent. In  fa irn ess  to th e  
able experts who undertook  to  a rr iv e  a t  
a  basis ra tio , they  w ere so re s tr ic ted  in  
th e ir  w ork by th e  lim ita tio n s  im posed by 
th e ir  clients, th a t  th e ir  recom m endations 
could hard ly  be called th e ir  best judg­
m ent. I t  w as ce rta in ly  n o t th e ir  un ­
tram m eled  judgm ent.
“T he court had  before i t  an o th e r ra tio  
a rr iv e d  a t  by  an  equally  com petent set 
of accountan ts. T hey  took a  w ider base 
th a n  th e  earn ings of one preselected  
year, and  a rriv ed  a t  such a  d ifferent ra tio  
by ad ju s tm en ts  fo r com parab ility  th a t  
th e ir  conclusions, if  accepted, would show  
th e  consideration  agreed upon to  be 
shocking ly  and grossly  inadequate.
W itnesses A bsen t 
“These w idely d ifferent re su lts  w ere 
th e  opinions depending upon th e  estab­
lished and  underly ing  facts. To te s t 
th e ir  com parative value, th e  court w as 
confronted  w ith  a  situa tion  th a t  w h ile  all 
fac ts and w itnesses requ ired  for a  know l­
edge of Y oungstow n’s  accoun ting  s ta tu s  
w ere available, m any  de ta ils  of B ethle­
hem ’s account necessary  fo r de term in ing  
w hether ad ju s tm en ts  fo r com parab ility  
w ere needed or p roperly  m ade w ere ab­
sen t, as w ere also  w itnesses who, a s  ac­
coun tan ts o r  officers of B ethlehem , th e  
best first-hand in fo rm ation  w hich on ex­
am ina tion  from  th e  s tan d  w ould have fu r­
n ished  basic en ligh tenm en t to  th e  court 
as to  th is  im p o rtan t b ran ch  of inqu iry .
“I t  is a  m axim  th a t  a ll evidence on 
th is  p o in t is to  be w eighed according to  
proof w hich w as in  th e  pow er of one 
p a rty  to produce and  d idn’t.
A ccounts D ivergent 
“I have been im pressed in  th is  case, as 
to  both com panies, in  th e  divergence of 
accounting  practices and  th e  a rb itra ry
E d ito r’s N ote: Common P leas Judge 
D avid G. Jen k in s handed down a  5,000- 
w ord decision a t  Youngstow n, Ohio, on 
D ecember 29, perm anen tly  re s tra in in g  
th e  proposed m erger of th e  B ethlehem  
Steel C orporation  and  th e  Y oungstow n 
Sheet and Tube Company. T his case has 
been before th e  public fo r six  m onths 
and  w hile an  appeal has  a lready  been 
noted, those portions of th e  decision 
touching upon accoun tan ts and  account­
ing  questions a re  p resen ted  from  th e  As­
sociated P ress  new spaper reports.
tre a tm en t of accounting  item s. These 
have resu lted  h ere  in  m uch difficulty of 
un d ers tan d in g  and in  use of tim e, and 
m ade w h at should  be a  com paratively  
sim ple valuation  o f tw o s im ila r objects 
a  complex m athem atica l problem  of in ­
com m ensurable quan tities.
“F rom  th is  I  deduce th a t  ac tion  should 
be tak en  by cognate industries, volun­
ta r ily  and  n o t by leg isla tive  com pulsion, 
w ith  th e  cooperation  of th e  accounting 
profession  to  m ake uniform , as fa r  as 
possible, th e ir  accoun ting  practices, for 
purposes of se ttin g  up u n ifo rm  s tan d ­
a rd s  of com parison of accounts, earn ings 
and values fo r th e  gu idance and  the  
necessary  know ledge of d irec to rs  and  
shareholders, as w ell as investo rs gen­
erally .
S im ple  A ccounting  N eeded
“I am  fu r th e r  of th e  opinion th a t  d irec­
to rs , shareho lders and , inciden tally , 
courts, should have a clear, exp lic it p re­
sen ta tio n  of th e  accounting  facts re la t­
ing  to  a  co rporation  in  fo rm  and  lan ­
guage w hich, in  accordance w ith  common 
sense, w ill enab le  th e  o rd in a ry  reader, 
w ithou t h ir in g  a technical in te rp re te r, to  
d eterm ine th e  ac tua l s ta te  of th e  com­
pany ’s business, prospects and  value. Cor­
pora te  s ta tem en ts  and rep o rts  a re  fo r th e  
in fo rm ation  of laym en, n o t of sk illed  ac­
coun tan ts. Such purpose being so fu l­
filled, a  repe tition  of th e  m onths sp en t in  
th is  case, w ith  th e  use  of language and 
schedules th a t no t even  skilled  execu­
tives of th e  co rporations involved can 
understand , would be done aw ay w ith.
“F o r a ll th e  reasons s ta ted , th e  court 
w as w ithou t any  sufficiently supported  
fac ts  to  c lea rly  judge of th e  considera­
tio n ; and  for th e  sam e reason, th a t  m ore 
obviously, th e  d irec to rs  in  th e  first in­
s tance  and th e  shareho lders in  the  sec­
ond, w ere also w ithou t an y  such basis 
fo r fo rm ing  such judgm ent.
F ina l R a tio  Inadequate
“T hough m on ths of close a tten tio n  to 
and w eighing of w itnesses, exh ib its and 
argum en ts have been given th e  problem,
a  s tu d y  of the accounting  phases of the 
consideration  m akes, to  m y m ind, no defi­
n ite  conclusion possible th a t  th e  final 
ra tio  w as adequate. Indeed, to  p u t i t  
m ildly, i t  m ust fran k ly  be said  th a t  in  
th e  p resen t s ta te  of th e  record, grave 
doubt a s  to  th e  adequacy of th e  considera­
tion  exists. T h a t being so, th e  one upon 
whom res ts  th e  bu rden  m ust, as a  m a tte r  
o f law  u n d er the  cited  hold ing  of the  
suprem e court, fa il on th e  issue  of ade­
quacy of th e  consideration .
“T he a ttem p ted  action  of th e  d irectors 
being invalid  on th e  various grounds 
here to fo re  sta ted , a  la te r  au tho riza tion  
by th e  shareho lders , g iven by unanim ous 
vote, w ould be void also. U nder our 
s ta tu te  th e  sa le  of a ll corporate assets 
cannot be by th e  shareho lders; th ey  can 
only au tho rize  ac tion  of th e  board  to  th a t 
end  w hich com plies fu lly  w ith  law  and 
equity.
Shareholder R ig h t D efined  
“U nder th e  s ta tu te , th e  sa le  by a  cor­
p o ra tio n  of a ll i t s  p ro p erty  and  asse ts  can 
take  place w hen an d  a s  th e  action  of th e  
board  of d irec to rs  is au thorized  by a 
req u isite  m a jo rity  of th e  holders of 
sh a res  a t  a  sh areh o ld ers’ m eeting  called 
fo r the  purpose. S ince th e  ac tion  of th e  
d irec to rs req u ires  th e  sanction  of th e  
ow ners, th e  stockholders, th e  fo rm er have 
no o ther or g rea te r r ig h ts  as to  requ isite  
in fo rm ation  respecting  th e  proposal to  be 
au thorized  th a n  th e  la tte r .
B acks R ig h t to In fo rm a tio n  
“T he shareho lders , a s  ow ners, had  an  
abso lu te  r ig h t to  have  th a t fu ll and  com­
p le te  accura te  in fo rm ation  w hich w as 
necessary  to  ren d e r th e ir  au tho riza tion  
fo r  ra tification . T h is  did no t m ean a t  all, 
th a t , if  so  inform ed, th ey  would neces­
sa rily  disapprove.
“A dequacy of in fo rm ation  to  w hich 
sh areho lders  in  special m eeting  a re  en­
titled  does n o t m ean a ll  th e  m in u tae  of 
a ll de ta ils  before th e  board  of d irectors, or 
an y  p a rtic u la r  quan tum  of such  in fo rm a­
tion . B u t they  a re  en titled  to  a  c lear ex­
p lic it p resen ta tio n  of a ll th e  ac ts  a s  w ill 
enable an  o rd in a ry  person  to  fo rm  h is 
own judgm en t a s  to  th e  p rop rie ty  of th e  
proposal—th e  sam e independently  form ed 
judgm ent th a t  th e  d irec to rs them selves 
a re  requ ired  to  exercise. I t  m eant, in  
th is  case, am ong o th e r th ings, a  p resen­
ta t io n  in  o rd in a rily  understandab le  form  
of th e  accounting  fac to rs  and  bases w hich 
form ed so fixed an d  la rg e  a  p a r t of th e  
com pensation, th e  agreed on basis of ex­
change.
Calls Schedule M isleading  
“A m ost im p o rtan t fe a tu re  of th is  case 
th a t  the  basic  accoun ting  ra tio  a rr iv ed  a t
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by th e  accoun tan ts engaged by officers of 
th e  two corporations w as o rally  and p ri­
vately  p resen ted  to  th e  la tte r . T here 
never w as any  such re p o r t subm itted  on 
th is  v ita l phase, n o r even any  oral re ­
p o rt d irectly  to  th e  d irectors. The few  
papers and schedules given to  th e  direc­
to rs  who p resen ted  to  th e  board th is  o ra l 
rep o rt as second-hand w ere n o t fu lly  com­
prehensib le by h im  or them , w ere no t 
even  seen by any  of th e  o ther d irec to rs 
and w ere, a s  used, if  no t inco rrec t a t 
least m islead ing  in  th a t  th ey  requ ired  
fo r p roper un d ers tan d in g  th e  in te rp re ta ­
tio n  and supp lem en tary  in fo rm atio n  th a t 
th e  accoun tan ts alone w ould give.
"E n title d  to R eports”
“T he d irec to rs had  no sufficient ac­
co u n tan ts ’ rep o rt a t  th e ir  m eeting  on 
w hich  they  could base a n  inform ed judg­
m en t, or ind iv idually  o r as a  w hole deem 
th a t  phase  of th e  consideration  expedient. 
W h a t th ey  did no t have th ey  could no t 
and  did no t give to  the  shareho lders , who 
w ere en titled  on dem and, to  such  in fo r­
m a tio n  in  o rder to  in fo rm ally  pass on 
such consideration  by a  vote of a u th o ri­
zation .
“I t  is  desirab le  th a t  shareho lders re­
ceive the  m axim um  of such in fo rm ation  
about corpora te  affairs, though  th is  is 
necessarily  lim ited  by th e  difficulty of 
analyzing  in te llig en tly  in  a  rep o rt th e  
com plexities of th e  business in  hand. B u t 
th e  d irec to rs had  no such  rep o rt a t  th e  
board  m eeting  and took  no steps before 
or a fte r  th e ir  a ttem p ted  ac tion  to  secure 
any  and tra n sm it i t  to th e  shareholders. 
T h e ir duty  w as p lain , w hen dem anded by 
th e  shareho lders , to  tak e  aggressive steps 
to  obtain  from  th e  accoun tan ts such  re ­
po rts  and given in  u n d ers tandab le  form  
to  th e  shareholders.
Says D u ty  W as P la in
“T heir du ty  w as equally  p la in  to  as­
certa in  and disclose to th e  shareho lders 
th e  ex ten t and  effect of th e  B ethlehem  
bonus system  on th e  exchanged shares. 
S ilence w hen th e  d u ty  is to  speak is as 
m uch a  breach  of d u ty  as th e  spoken or 
m islead ing  word. T h e ir du ty  as 
fiduciaries w as constan t and unqualified 
fidelity.
“All of th e  shareho lders had  th e  fu r th e r  
r ig h t to  a  fu ll disclosure, p rev ious to  th e  
au tho riza tion  sought of a ll facts of a  com­
m on d irec to r of th e  tw o corporations 
o rig ina ting , p rom oting  and  lead ing  up 
to  th e  a ttem p ted  ac tio n  of th e  d irec to rs.
“T he c ircu la r of A pril 1 to  a ll th e  
shareho lders , w hich  includes a  rep o rt 
signed by th ree  accounting  firms, w as of 
such charac te r, w hether calculated  or not, 
as to  have had  th e  effect of ob tain ing  
proxies from  th e  shareholders. In  place 
of th is  rep o rt th e re  could and  should  
have been a fra n k  an d  clear rep o rt of 
th e  orig inal accoun tan ts  them selves, 
signed  by them  and  given ou t as such.
P oin ts to Phraseology  
“The m anner in  w hich th is  account­
a n ts ’ rep o rt w as d raw n  up  and  c ircu lated  
had  a  m islead ing  tendency, w hether 
in ten tio n a l or no t is im m ateria l. Its  
content, p resen tm en t and  phraseology, 
fu lly  aside from  w h e th e r i t  w as co rrec t 
or n o t  or by w hom  i t  w as ac tua lly  
w ritten ; w ere not, could no t have been, 
in  th e  sh o rt tim e and w ith  th e  lim ited  
d a ta  a t  th e ir  disposal, th e  ac tua l deter-
IDAHO
The an n u a l m eeting  of the  Idaho  As­
sociation  of Certified Public A ccount­
a n ts  w as held  in  Boise on Decem ber 6, 
1&30, a t  w h ich  tim e  th e  follow ing offi­
cers w ere elected: P residen t, Jam es 
M unro, B oise; V ice-President, George B. 
M iddleton, B oise; Secre tary -T reasu rer, 
J e re  W. R obinson, Boise. A dditional 
d irec to rs: W illa rd  J. W ilde, Moscow; 
N orm an H. Young, B oise; W illard  G. 
Bowen, Pocatello ; E . W. Fox, Boise.
IOWA
T he A ssociation  of Iow a A ccountants 
is  issu ing  a  series of B ulle tin s “in  th e  
In te re s t of B e tte r B usiness P rocedure 
and  th e  E nhanced  P ro tec tion  of All B usi­
ness In ves tm en ts .” T he first, issued in  
N ovem ber, on “P rofessional A ccountancy,” 
gives a  b rie f h is to rica l sketch  of its  
g row th  and  its  im portance to  business 
m en as a  m eans of conserving and  con­
tro llin g  th e ir  in te rests . T he second bulle­
tin , issued in  December, on “T he P ro fes­
sional A ccoun tan t” explains briefly h is  
services, as w ell as th e  uses and  advan­
tages th e reo f to  ind iv idual trad e rs , p a r t­
nersh ips, corpora tions executives, and 
especially  to  inves to rs in  stocks and  
bonds. A  lis t of m em bers of th e  Associa­
tion  is  ca rried  in  each bulletin .
KENTUCKY
The an n u a l m eeting  of th e  K entucky  
Society of Certified Public  A ccountan ts 
w as held  a t  th e  B row n H otel, Louisville, 
D ecember 1. J . B ern a rd  Brown, re tir in g  
p residen t, p resen ted  a  com prehensive re ­
p o rt of th e  w ork  of th e  Society d u rin g  th e  
p ast year. I t  h ad  held  e igh t m eetings, 
th re e  devoted to  a  d iscussion of th e  ve ri­
fication of financial s ta tem en ts , tw o to  a  
d iscussion of a  code of e th ics and one to 
th e  recen tly  passed gross sales tax  law.
A t i t s  M ay m eeting  the  society rem em ­
bered one of its  m em bers, J . E. Maddox, 
w ho is now  in  New Mexico in  search  of 
h is  h ea lth , an d  placed h is  nam e on th e ir  
ro lls as a n  h o n o ra ry  m em ber u n til such 
a tim e  a s  he should  be able to re tu rn  to 
them .
A t th e  Ju n e  m eeting  th e  society offered 
m em bersh ip  in  th e  K entucky  Society w ith  
th e  in itia tio n  fee an d  one y ea r’s  dues
m ina tion  of these accoun tan ts as to all 
i t  pu rpo rted  to  show. T his w as unknow n 
to th e  m a jo rity  of shareho lders , upon 
whom its  probable effect w as obvious. 
T he decision an d  w ill of m a jo rity  sh a re ­
holders m u st be equitab ly  and  law fully  
obtained and  exercised. By reason  of th e  
ch arac te r of th is  c ircu la r accom panying 
the  rep o rt and  th e  shareho lders’ probable 
re liance th e reo n  equity  w ould in tervene  
by in junc tion .”
w aived to  th e  exam inee who passed th e  
m ost cred itab le  K entucky  C. P. A. exam ­
in a tio n  each year. I t  is con tem plated  
th a t  a  m essage sha ll be sen t to  th e  busi­
ness m en of th e  S ta te  th ro u g h  th e  New 
Y ear’s ed ition  of th e  Courier Journa l by 
th e  Society.
T he p res iden t announced: “T h is So­
ciety  h a s  th re e  d is tin c t d u ties  to  th e  p ro ­
fession  of A ccountancy: (1) To lend its  
loyal suppo rt to  th e  S ta te  B oard  of Ac­
countancy an d  to  su p p o rt and  a ss is t in  
th e  passage of a  new  law  w hich w ill 
b e tte r  reg u la te  th e  p rac tice  of o u r p ro­
fession in  th is  S tate . (2) To recognize 
and  cooperate w ith  o u r  n a tio n a l organiza­
tions, pa rticu la rly , T he A m erican Society 
of Certified P ublic A ccountan ts and  th e  
A m erican  In s titu te  by o u r m em berships 
an d  by a tte n d in g  th e ir  an n u a l conven­
tions. I  re g re t to  rep o rt th a t  ou r S ta te  
w as n o t rep resen ted  a t  th e  conventions 
of e ith e r of th e  aforem entioned  organiza­
tions held in  D enver, Colo., la s t Septem ­
ber. (3) To a ss is t and  encourage th e  
m en on our staffs w ho a re  en te r in g  th e  
profession. T he tra in in g , advice and  as­
s is tan ce  th ey  a re  receiv ing  from  us now 
w ill have a  la s tin g  influence on th e  p ro ­
fession in  years to  come.”
Officers elected  fo r th e  ensu ing  year 
w ere: P res iden t, W illiam  C otton ; F ir s t  
V ice-President, W. A. H ifner, J r . ;  Second 
V ice-President, Irw in  W. Im hof; Secre­
ta r y  and  T reasu re r, B uell E. H enry.
NEBRASKA 
T h e  N ebraska  Society of Certified 
Public A ccountan ts held  a  m eeting  in  
th e  early  p a r t  of N ovem ber and  elected 
officers a s  follows: P res iden t, W ayne Mc- 
P herren , O m aha; V ice-President, M. J . 
H olland, O m aha; Secre tary , R. H. Van- 
B oskirk , L inco ln ; T reasu re r, E llsw orth  
L. F u lk , L incoln. D irectors: E . E . L an­
phere, L incoln ; W m. B ryden, O m aha, 
and Jo h n  W. H igh, Omaha.
N EW  MEXICO 
A t a  m eeting  held  in  A lbuquerque on 
O ctober 23, 1930, th e  New Mexico Society 
of C ertified Public A ccountants w as or­
ganized an d  elected officers a s  follow s: 
P res iden t, W. G. L ogan; V ice-President, 
F red  F ease l; S ecretary -T reasurer, F ra n ­
cis M. Schaefer.
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N EW  JE R SE Y
The F if th  A nnual A fternoon-and-Eve­
n in g  Conference of the  Society of C erti­
fied Public A ccountants of th e  S ta te  of 
New Jersey  w as held on D ecem ber 15.
T he program  of th e  conference aim ed 
to  develop a  tho rough  consideration  and  
a general discussion of sub jects th a t  a re  
p e rtin en t to  th e  best in te re s ts  of the  
profession. In  add ition , im p o rtan t m a t­
te r s  re la tin g  to  th e  business of th e  So­
ciety  w ere presen ted .
P res id en t W illiam  C. H eaton  m ade th e  
opening address. C om prehensive rep o rts  
w ere subm itted  by H en ry  B. F ernald , 
ch a irm an  of th e  com m ittee on S ta te  Ac­
counting  and F in an c ia l O rganization ; 
Jam es F . H ughes, cha irm an  of th e  Com­
m ittee  on C ooperation w ith  B anks and 
O ther C redit G ran to rs; and  P h ilip  S. 
Suffern, cha irm an  of th e  C om m ittee on 
E ducation .
P rofessor A dolph A. Berle, Jr ., of Co­
lum bia U niversity  Law  School, spoke on 
“T he F unction  of th e  C ertified Public Ac­
coun tan t in  Connection w ith  Stock M ar­
k e t V alues.” P h ilip  S. Suffern chose “The 
Increasing  R esponsib ilities of th e  Ac­
co u n tan t” as h is  subject fo r discussion. 
Jo h n  T. Madden, D ean of New York 
U niversity  School of Commerce, spoke on 
“W orld-W ide Econom ic C onditions—R et­
rospect and P rospect.”
The occasion w as graced by th e  p res­
ence of p ro fesso rs from  P rin ce to n  and  
R u tgers  un iversities , b anks and rep re ­
sen ta tives from  th e  S ta te  D epartm en t of 
B ank ing  and  Insu rance , m em bers of th e  
S ta te  B oard of A ccountancy and  o ther 
v is ito rs, the  to ta l a ttendance  being in  
th e  neighborhood of tw o hun d red  and  
fifty.
T he officers of th e  Society a re  W il­
liam  C. H eaton, P res id en t; H en ry  B. F e r­
nald , F ir s t  V ice-President; P h ilip  S. 
Suffern, Second V ice-President; Ju liu s
E. F lin k , S ecre ta ry , and M orris J . H oe­
nig, T reasu rer.
NORTH CAROLINA
T he follow ing chairm en  of com m ittees 
have been appointed  by O. N. H utch inson , 
P res id en t of T he N orth  C aro lina Asso­
c ia tion  of Certified Public A ccountan ts: 
S tand ing  C om m ittees: L egislation , K. W. 
P arham , of R ale igh ; P ub lic ity  and  E duca­
tion , T. L. M atlock, of Wi nston-Salem ; 
M em bership, T. P. Z um B runnen, Salis­
bu ry ; Public Affairs, Geo. B. W ilson, of 
C harlo tte ; A rb itra tion , J . B. McCabe, of 
W ilm ington ; M eetings, Geo. E . Wood, 
of C harlo tte . Special C om m ittees: F i­
nance, Geo. H. E m ery, of S ta tesv ille ; 
P ro fessional E th ics, Jam es I. Mason, of 
A sheville; P ro fessional C ooperation of 
Members, F rederick  Moore, of C harlo tte ; 
Professional E ducational C ontact, F . L. 
Jackson, o f D avidson; S tate, C ounty and 
M unicipal R elations, Geo. H . A dam s, of
C harlo tte ; In te r-S ta te  R elations, W m. H. 
Z im m erm an, of A sheville; R elations w ith  
N ational A ccounting O rganizations, Ell- 
wood A. Davis, of G reensboro; N atu ra l 
B usiness Y ear and  C alendar Sim plifica­
tion , Geo. E. D om bhart, of C harlo tte .
UTAH
A t the  an n u a l m eeting  of th e  U tah  As­
sociation  of Certified Public  A ccountants, 
held on  N ovem ber 6, 1930, th e  follow ing 
officers w ere elected fo r the  ensu ing  year: 
P residen t, C. P. A llen; V ice-President, 
L ynn B ax te r; S ecretary-T reasurer, R. G. 
Abbey.
W ISCONSIN
The reg u la r q u a rte rly  m eeting  of th e  
W isconsin Society of Certified Public  Ac­
coun tan ts w as held on T hu rsday  evening, 
Decem ber 11, 1930, a t  th e  C ity Club, Mil­
waukee. The m eeting, w hich w as p re­
ceded by a  d inner, w as a ttended  by over 
fifty m em bers and  guests.
The speakers of the  evening w ere C. F. 
Schw enker, C om m issioner of B anking , 
and  F ay e tte  H. E lw ell, P ro fesso r of Ac­
coun ting  a t  th e  U n iversity  of W isconsin 
and  m em ber of th e  W isconsin  Society.
Mr. Schw enker gave an  in te re s tin g  ta lk  
on th e  ban k in g  s itu a tio n  in  W isconsin, 
g iv ing th e  re su lts  of a  series of surveys 
w hich he had  m ade an d  th e  rem edies 
w hich he believed necessary. H e cited  
th e  necessity  of independent au d its  w hich 
banks should have m ade by recognized ac­
counting  firm s and  sta ted  th a t  th e  B ank­
ing  D epartm en t w ould sponsor such  re ­
quests in  the  form  of new  bank ing  legis­
la tion  a t  th e  n ex t m eeting  of th e  legis­
la tu re .
P ro fesso r E lw ell gave a  very  in te re s t­
ing  ta lk  on “A ccountancy Services.”
In  add ition  to the  reg u la r m em bers and 
guests, th e  class in  accounting  in  th e  
A m erican  In s titu te  of B ank ing  and  th e  
sen io r class in  accounting  a t  M arquette 




E. L. G aunt, of L ittle  Rock, has been 
appoin ted  to  th e  S ta te  B oard  of Ac­
countancy to  succeed Jam es V. S tew art, 
and has been elected C hairm an  of th e  
Board.
IOWA
The Iow a B oard  of A ccountancy, rea liz­
ing  th a t  d u rin g  recen t years business m en 
have tak en  an  increasing  in te re s t in  ac­
countancy, p repared  a  booklet fo r gen­
era l d is trib u tio n  con ta in ing  excerp ts from  
th e  accountancy law  and th e  ru les and 
regu la tions of th e  Iow a B oard.
BOOK REVIEWS
H IST O R Y  O F  ACCOUNTING, by  W il­
m er S. G reen  o f th e  fa cu lty  of S t.
Jo h n ’s College, B rooklyn, N. Y. F ore­
w ord by Jo h n  R. W ildm an. S tan d ard
T ext P ress. P rice , $3.00.
T h e  o rig in a l schools of com m erce, 
accoun ts  an d  finance w ere  of a  v e ry  
p ra c tic a l n a tu re . T h e ir  courses in ­
c luded  on ly  acco u n tin g , finance, eco­
nom ics, an d  E n g lish . T his la s t w as 
of a  p u re ly  com m ercia l n a tu re . T he 
su g g es tio n  th a t  p u re ly  c u ltu ra l courses 
be g iven  w as looked  a t  a sk an ce ; th o se  
w ho favo red  such  ac tio n  w ere  reg a rd ed  
as v is io n a rie s . T he s i tu a tio n  is d iffer­
e n t today . T he le ad in g  schools of 
com m erce re q u ire  th e ir  d eg ree  s tu d e n ts  
to ta k e  m an y  su b jec ts  once considered  
as p a r t  on ly  of an  a r ts  course. P h il­
osophy, psychology, l i te ra tu re , and  h is ­
to ry  a re  p a r t  of th e  cu rr icu lu m .
In  a ll o th e r  p ro fessions, s tu d e n ts  r e ­
ceive in s tru c tio n  in  th e  h is to ry  of th e  
p ro fessio n  an d  th e  b io g rap h y  of its  
g re a te s t  p ra c tit io n e rs . No such  h is ­
to ry  of acco u n tan cy  ex is ted . M ost 
tex tbooks co n ta in ed  p ass in g  re fe ren ce  
to  Pacioli an d  th e  clay  tab le ts of Baby­
lon , an d  le t  i t  go a t  th a t . T h e re  w ere 
a couple  of B ritish  w orks on th e  su b ­
jec t, b u t th e y  w ere  o u t of d a te  if  n o t 
o u t of p r in t  an d  n o t fitted  fo r A m eri­
can use. So M r. G reen  com bined  h is  
tim e  an d  a b ility  an d  p roduced  a  h is ­
to ry  of a cco u n tin g , w hich, if we a re  
n o t a  v e ry  poor p ro p h e t, w ill qu ick ly  
ta k e  r a n k  as a  b e s t se lle r  in  p ro fe s­
s iona l books.
J u s t  a  g lance  a t  th e  ta b le  of con­
te n ts  in d ica te s  th e  scope of th e  w ork . 
D eta iled  h is to ry  o f th e  p ro fessio n  fro m  
th e  earlie s t tim es down to  th e  im m edia te  
p re se n t. B oo k k eep in g  an d  A ccoun t­
ancy  a re  tre a te d  sep a ra te ly . T he p io ­
n e e r  w o rk  of S p rag u e , H atfie ld  an d  
M ontgom ery  rece iv e  due  a tte n tio n . 
T he book is to  be u sed  as a  te x t in  
F re sh m a n  cou rses in  accoun ting , b u t 
i t  re a d s  so easily  an d  ho ld s th e  in te r ­
e s t o f th e  re a d e r  so w ell, th a t  i t  shou ld  
be v o lu n ta ry  re a d in g  fo r  g ra d u a te  s tu ­
d en ts  an d  C. P . A ’s.
T he tw o h ig h  spo ts of th e  book in  
th e  op in ion  of th is  rev iew er a re  th e  
illu s tra tio n s , som e of w h ich  w ere  ob­
ta in e d  by  Mr. G reen  on ly  by a  specia l 
tr ip  to  E n g la n d ; an d  th e  d ig es t of C. 
P . A. law s in  a ll th e  s ta te s  an d  te r ­
r i to r ie s . T h is  la s t is in  concise ta b u ­
la te d  fo rm , g iv ing  re a d ily  th e  sa lie n t 
fe a tu re s  of th e  law , sav in g  th e  in q u ir ­
ing  p e rso n  th e  lab o r of w ad ing  th ro u g h  
th e  leg a l v e rb iag e  fo u n d  in  th e  s ta tu te s  
them selves. A n i l lu s tra t io n  is g iv en  
fro m  G eorge W a sh in g to n ’s p r iv a te  
led g ers .
A C O M P R E H E N S I V E
A N D  C O N S T R U C T IV E  S E R V I C E  F O R
A C C O U N T A N T S
Literally a Laboratory o f Business Methods Research; here is 
a "workshop” organized and maintained entirely for mem­
bers o f the accounting profession. A  secluded center of re­
search, if  you will, where accountants may turn for the pur­
pose o f obtaining facts concerning business methods; where, 
with the assistance of a staff of technicians thoroughly conver­
sant with present-day machine and systems practice, account­
ants may solve the many puzzling problems that arise in their 
daily contacts.
In  no sense an exhibition or sales room ...  utterly free from  
sales influence or obligation; here your problems w ill be re­
spected with professional confidence. The Laboratory is 
equipped with a complete line o f Remington Rand products 
pertaining to every phase o f accounting procedure. Detailed 
demonstrations and specific applications w ill be rendered only 
when requested. The sole purpose of the Laboratory is that of 
a service and not a sales depot. The need for such research 
facilities is unquestioned. It  is our endeavor to render both a 
comprehensive and constructive service to accountants and 
the industries they serve. The Laboratory available to those 
holding registration cards*, procurable on application.
•
The D irector of Methods Research Laboratory 
Remington Rand Business Service, Inc.
Remington Bldg., 374 Broadway 
New Y ork City
T H E  H O U R S ; Ten a. m. to Five p. m. O n S a tu rdays:  N ine a. m. to Twelve a. m .
Telephone Worth 7500
*  T here w il l  be no ch a rg e  f o r  th e  use o f  th e  L a b o ra to ry  o r  its services in  a n y  w a y  w h a tso ever
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TYPEWRITER BOOKKEEPING MACHINE
FEATURES THAT CUT COSTS
This machine, which posts several related records in one opera­
tion, has so many automatic features that it greatly simplifies 
and cuts the cost of bookkeeping.
For example, it prints complete date—month, day and year— 
automatically, or by the depression of a single key. Selects 
colum ns autom atically. Autom atically aligns dollars under 
dollars, cents under cents. Automatically computes credit bal­
ances and prints them in red. Prints balances and totals by one 
key depression. Permits correcting of errors in key depressions 
before amounts are printed or added. Returns carriage electrically.
Call the local B urroughs office fo r m ore 
information or fo r a com plete demonstration.
BURROUGHS ADDING MACHINE COMPANY, 6401 SECOND BLVD., DETROIT, MICH.
B A C K E D B Y  W O R L D W I D E  B U R R O U G H S  SE R V I C E
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N TA N T
DESIGNED TO HANDLE ACCOUNTS 
RECEIVABLE, ACCOUNTS PAYABLE, 
GENERAL LEDGER, DISTRIBUTION, 
PA YRO LL, STOCK RECORDS AND 
SIM ILAR ACCOUNTING WORK IN 
ALL OF ITS D IFFER EN T PHASES.
B u r r o u g hs
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To those who 
plan to take 
the next C.P.A. examination
I N addition to its regular Course, the International 
A ccoun tan ts  Society, Inc ., 
o ffe rs  a sp ec ia l C oach ing  
Course for Accountants who 
are planning to take the C. P.
A. Examination.
This Course will be supplied 
only to those who are already 
com peten t accoun tan ts, as 
no attem pt is made to teach 
general accoun ting  in  th is  
cou rse . The in s tru c tio n  is 
pointed directly a t the C. P.
A. Examination.
S o m eth in g  m ore th a n  a 
knowledge of accounting is 
necessary to insure success in 
the examination room.
Solving examination prob­
lems is vastly different from 
th e  usual w ork of m aking
A SPEC IAL booklet, “How to Prepare for the C. P. A . E x a m in a tio n ," is now ready for those 
who are interested. For a free copy, just write your name and address below and mail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y ,  I nc.
A Division o f  the ALEXANDER HAMILTON INSTITUTE
To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois. 
Send me the special booklet, “How to Prepare for the C. P. A. Examination,” 
which describes your special Coaching Course for Accountants.
Name...................................................................................Company................... ..................................... .................
Address _ ____ _________ ___ ________ _ ......................... .................  
P a rticu la rly  n otew orth y  
fea tu res o f  th e tra in in g  are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “Notes to the Examiner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I. A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
conducting  investigations. 
Many men with little or no 
practical experience can solve 
C. P. A. problems readily— 
m any o thers w ith  years of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work at top speed. He must 
work with limited information. 
He has to  construct defini­
tions. Very often it is neces­
sary for him to use unusual 
working sheets.
T he C. P . A. C oach ing  
Course given by the Interna­
tional Accountants Society, 
In c ., p repares you to  m eet 
such conditions. The fee is $42, 
and the text consists of twenty 
lessons.
W H E N  A N S W E R IN G  A D V E R T I S E M E N T S  ME N T I O N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“Our unfulfilled ambitions are sometimes our most 
valuable assets."
— M a r io n  H a r l a n d .
PRESIDENT’S COLUMN
DEVELOPMENT
W E are living in the age of the business man. He is the dominating factor. As a profession, 
serving him, we should study his problems in order 
that we may have a better understanding of our rela­
tionships to him.
Business is constantly on the move. It changes 
rapidly from day to day. Consequently, we are forced 
to change our plans to meet business conditions. Such 
changes should be made with the least amount of 
confusion and loss but they should keep pace with the 
progress of today.
As business looks to us for help and assistance, the 
greater reward lies in being able to chart the path 
rather than to determine what has happened. The 
program which we, as a profession, should consider 
must deal with what lies ahead rather than with what 
has transpired. We must remember that a proper 
foundation of the principles of business lies not in 
mere cleverness but rather in the efforts of sturdy 
character, both as to individuals and groups.
Therefore I commend to you the problems of busi­
ness as they deal with the future, for your careful 
consideration and study. I believe that the profes­
sion must be in a position to answer problems affect­
ing manufacturing, sales, administration, markets, 
advertising, budgets, trends, and foreign markets, 
because a thorough understanding of these subjects 
will enable us to better serve those who rely upon 
our judgment and reports for guidance in their busi­
ness.
Chapters and State Societies should undertake 
studies of this kind, as part of their program, in 
order that we may have the benefit of professional 
group discussion, which I am sure will increase the 
value of the services of the individual group member. 
We can well afford to devote more time to business 
research, compiling, in conjunction with trade asso­
ciations, operating ratios for various classes of busi­
ness. Cooperation with bankers in the several com­
munities develops a better understanding as to what 
is required of both groups. Surveys of our own pro­
fession’s services, by industries and types, will assist 
in bringing about plans of cooperative service in the 
profession.
We have heartily endorsed the principle of Arbi­
tration. However, we have as yet done very little 
work with various trade organizations and groups in 
an effort to secure the inclusion of proper arbitration 
clauses in contracts.
As a profession, we have much of which to be 
proud. In a short period of time we have passed from 
the position of historian and detective to counselor 
and advisor to the business man. We have also been 
recognized on an equal basis with the members of the 
legal profession before the United States Board of 
Tax Appeals. I urge you to increase the influences 
of the profession. We must work and plan together, 
not as individuals alone but as groups, for we cannot 
hope to develop any faster or further than the aspira­
tions of the profession as a whole.
Let me command for your consideration not only 
the attitude which members of the profession should 
assume toward each other but, as well, our relations 
to other groups who are advising the business man 
in connection with his problems. Bankers, lawyers, 
and other types of advisors should not be considered 
competitors. Neither should they assume the obliga­
tions and duties which we should perform. We 
should establish a friendly spirit of group cooperation 
with them which will eliminate to a very large extent 
any misunderstandings which may exist at the 
present time.
We are individualists but we must not forget that 
we are members of a profession which, in order to 
grow and prosper, must have a friendly and coopera­
tive spirit underlying our entire program. We must 
speak well of others if we hope to have others speak 
well of us.
Success cannot be built by preying on others. We 
must live with our fellow practitioners in the truest 
sense of the word.
We cannot separate ourselves and still maintain 
that we are a part of the profession. Neither can we 
hope to continue if we do not encourage the younger 
men to enter our profession in order that they may 
take our places when we have finished our work. As
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a  profession we have no right to forget that the priv­
ileges and benefits we are now enjoying were made 
possible by those who preceded us. We are under 
obligations to them which we can only repay in part 
by passing on to the next generation a better profes­
sion than that which was received by us. We must, 
consequently, devote more time to the younger prac­
titioners, both without and within our respective ac­
counting organizations, in order that they may have 
every encouragement and every opportunity to inter­
est themselves and become a part of our professional 
group.
Our profession has a great future. I t entirely de­
pends upon what we will do to develop it. Business 
men are looking to us and we must be able to meet 
the problems that confront business or they will seek 
the services of another group. An efficient organ­
ization, like an efficient individual, must have a defi­
nite purpose with guiding principles and consistent 
policies.
As a group, therefore, we must play the game. We 
must be fair and honest. We must anticipate and 
adapt. Advancing waves of progress sweep over the 
inactive man or profession.
HERMAN C. J. PEISCH.
LEGISLATION
T HIS year 85% of the legislatures are in session. Many proposed amendments of accountancy laws 
will be introduced. Legislatures would do well to 
consult with State Boards of Accountancy when the 
proposed laws are being considered. State societies 
of certified public accountants are the professional 
bodies in the several states which will naturally be 
leaders in movements of this kind but the State 
Boards, having had experience with the situation un­
der the present law, are able to give what might be 
denominated expert advice.
In practically every State there will be differences 
of opinion existing as to exactly what should be done. 
The general tendency in the last six years has been 
toward a regulatory form of law. No profession has 
ever finally found itself on a sound foundation until 
some type of compulsory registration for all the prac­
titioners in that group has been developed. In few 
states will the decisions reached as to the details of 
the law be unanimous, even though the general prin­
ciple may be recognized by all as necessary.
The completion of the draft for presenting to the 
legislature develops a situation where individual de­
sires and even definite and fundamental ideas must 
be submitted to the general welfare of the whole. 
There may be forty proposed amendments, some of 
minor character, others of major interest. Upon thirty 
of these there may be a unanimous agreement. If 
against the other ten there should appear to be a 
single objector to each but that objector takes the 
position that he would rather see the measure de­
feated than to have the particular provision to which 
he objects enacted, it is quite probable that nothing 
will be accomplished and that no professional ad­
vancement will have been made in that State.
We are commending to the careful attention of 
every practicing accountant, whether certified or not, 
the speech which Benjamin Franklin made before the 
Constitutional Convention a t the conclusion of the 
drafting of the Constitution. Franklin was the old­
est member of that body. As is usual, under similar 
conditions, the result had been reached by a series of 
compromises. The one thing that remained to be 
done was to secure the signatures of the delegates to 
the document. Various sections of the Constitution 
were not approved by individual members of the 
Convention and Franklin appealed to the entire body 
for a unanimous approval of the document in the 
following words:
“I  confess th a t  th e re  a re  several p a rts  of th is  C onstitu tion  
w hich I  do no t a t  p re sen t approve, b u t I  am  no t su re  I  sha ll 
never approve them . F o r  hav ing  lived long  I have experienced 
m any  ins tances of being  obliged, by  e ith e r  in fo rm ation , or 
fu lle r consideration , to  change opinions even on im p o rtan t sub­
jects, w hich  I  once th o u g h t r ig h t b u t found to  be o therw ise. 
I t  is the re fo re  tr u e  th a t  th e  o lder I  grow, th e  m ore ap t I  am  
to  doubt m y own judgm ent, an d  to  pay m ore respect to  th e  
judgm en t of o thers. M ost m en, indeed, as w ell a s  a ll sects in  
relig ion, th in k  them selves in  possession of a ll tru th , an d  w her­
ever o thers differ from  them , i t  is  so f a r  e rro r. Steele, a 
P ro tes tan t, in  a  dedication, te lls  th e  Pope th a t  th e  only differ­
ence betw een our churches in  th e i r  opinion of th e  c e rta in ty  of 
th e i r  doctrine  is, th e  C hurch  of R om e is in fa llib le  and  th e  
C hurch of E ng land  is  never in  th e  w rong. B u t though  m any 
p riv a te  persons th in k  a lm ost a s  h ig h ly  of th e ir  own in fa llib ility  
a s  of th a t  of th e ir  sect, few  express i t  so n a tu ra lly  as a  ce rta in  
F ren ch  lady, w ho in  a  d ispu te  w ith  h e r  s is te r  sa id : ‘I  don’t 
know  how  i t  happens, s is te r , b u t I  m eet w ith  nobody b u t m yself 
th a t ’s a lw ays in  th e  r ig h t.’
“In  th ese  sen tim en ts, s ir , I  ag ree  to  th is  C onstitu tion , w ith  
a ll its  fau lts, if th ey  a re  such, because I  th in k  a  genera l gov­
ern m en t necessary  fo r us, an d  th e re  is  no form  of governm ent 
b u t w h a t m ay  be a  b lessing  to  th e  people i f  w ell adm in istered .
* * * I  doubt, too, w hether an y  o th e r  convention w e can  ob tain  
m ay  be able to  m ake a  m uch b e tte r  constitu tion . F o r  w hen 
you assem ble a  num ber of m en to  have advan tage  of th e ir  
jo in t wisdom, you inev itab ly  assem ble w ith  those  m en a ll th e ir  
prejudices, th e i r  passions, th e ir  e rro rs  of opinions, th e ir  local 
in te re s ts  and  th e ir  selfish views. F rom  such a n  assem bly  can  
a  perfec t p roduction  be expected? I t  th e re fo re  aston ishes me, 
s ir , to  find th is  system  approach ing  so  n e a r  to  perfection  a s  i t  
does; an d  I  th in k  i t  w ill a s to n ish  o u r enem ies, w ho a re  w aitin g  
w ith  confidence to  h ea r th a t  ou r councils a re  confounded like  
those  of th e  bu ilders of B abel; and th a t  o u r s ta te s  a re  on th e  
po in t of se p a ra tin g  only to  m eet h e rea f te r  fo r th e  purpose of 
cu ttin g  one a n o th e r’s th ro a ts . T h u s  I consent, s ir , to  th is  
C onstitu tion , because I  expect no be tte r, an d  because I  am  no t 
su re  th a t  i t  is  n o t th e  best. T he opinions I h av e  had  of its  
e rro rs  I  sacrifice to  th e  public good. I  have never w hispered 
a  sy llab le  of them  abroad. W ith in  th ese  w alls they  w ere born  
and  h e re  th ey  sha ll die. I f  every one of u s  in  re tu rn in g  to  ou r 
constituen ts w ere to  rep o rt th e  objections he  h a s  had  to  it , an d  
endeavor to  g a in  p a rtisan s  in  su p p o rt of them , w e m igh t p re­
v en t its  being  genera lly  received, and  thereby  lose a ll th e  sa lu ­
ta r y  effects and  g rea t advan tages re su ltin g  n a tu ra lly  in  our 
favor am ong foreign  na tio n s a s  w ell as am ong ourselves from  
ou r real, or ap paren t, unan im ity . M uch of th e  s tren g th  and  
efficiency of an y  governm ent in  p rocu ring  an d  securing  happ i­
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ness to  th e  people, depends on  opinion, on th e  genera l opinion 
of th e  goodness o f th e  governm ent a s  w ell a s  of th e  w isdom  
an d  in teg rity  of its  governors. I hope, therefo re , fo r our own 
sakes as a  p a r t  of the  people, and  fo r th e  sake posterity , w e 
sh a ll ac t h ea rtily  and  unan im ously  in  recom m ending th is  Con­
s t i tu tio n  (if approved by Congress and  confirm ed by th e  con­
ven tions), w herever our influence m ay extend, and  tu rn  our 
fu tu re  though ts and endeavors to  th e  m eans of h av in g  i t  w ell 
adm inistered .
“On th e  whole, s ir , I canno t he lp  expressing  a  w ish  th a t  
every m em ber of th e  convention  w ho m ay s till have  objections 
to  it, w ould w ith  me, on th is  occasion, doubt a  li t t le  of h is 
ow n in fa llib ility , and  to  m ake m an ifest ou r unan im ity , p u t h is 
n am e  to  th is  in s tru m en t.”
At the conclusion of these remarks Franklin moved 
th a t the Constitution, as it had been drawn, be signed 
by the individual members. While each member af­
fixed his signature, Franklin had been looking toward 
the chair which had been occupied by General Wash­
ington, President of the Convention, behind which 
the figure of a sun had been painted which had on 
some occasions during the discussion been variously 
designated as a rising, and in other cases as a  setting 
sun. With the last signature appended, Franklin 
said:
“I have often  and often  in  th e  course of th e  session, and  
th e  v ic issitudes of m y hopes an d  fea rs  as to  its  issue, looked 
a t  th a t  sun  beh ind  th e  P res iden t, w ith o u t being  ab le  to  te ll 
w h eth er is w as r is in g  o r  se tting , b u t now a t  len g th  I have th e  
happ iness  to  know  th a t  i t  is a  ris in g  and n o t a  se ttin g  su n .”
Every law that will be introduced in any legisla­
ture, and the writer has been privileged to examine 
a t least a dozen proposed laws, some of which prob­
ably will not be introduced by reason of local condi­
tions, represents an advanced step in the develop­
ment of the profession. Each State must determine 
for itself just how fa r it can probably go and it 
should be practical in its presentations to the legisla­
ture rather than theoretical. When, however, a pol­
icy has been adopted no individual member of the 
profession should assume the responsibility of en­
deavoring to block its passage because the law did 
not go as far as he thinks it should in the final estab­
lishment of a professional basis or because he does 
not approve of some of its provisions.
ULTRAMARES CASE
W E print elsewhere the full decision of the final New York court and recommend it to a careful 
study of every accountant. A summary of the three 
decisions is as follows :
In the trial court the judge dismissed the claim of 
fraud. At first he withheld his opinion on a motion 
to dismiss the case on the ground that the defendants 
were not liable for negligence. After the jury had 
returned its verdict the judge, holding that liability 
to plaintiff had not been proved, decided there was 
no cause of action on the ground of negligence. An 
appeal was taken and the Appellate Division held that 
the verdict awarded by the jury in the trial court 
should stand. The Court of Appeals finally set aside
the decision of the Appellate Division and remanded 
the case for another trial for the purpose of deter­
mining whether fraud may be established, holding 
that negligence alone was not sufficient. While every 
paragraph in the decision has value to the profession, 
we are calling special attention to those points which 
might be denominated as the high spots.
Speaking on the question of duty, the court said, 
“The defendants owed to their employer a duty im­
posed by law to make their certificate without fraud, 
and a duty growing out of contract to make it with 
the care and caution proper to their calling. Fraud 
includes the pretense of knowledge where knowledge 
there is none. To creditors and investors to whom 
the employer exhibited the certificate, the defendants 
owed a like duty to make it without fraud, since there 
was notice in the circumstances of its making that 
the employer did not intend to keep it to himself.” 
“Even an opinion, especially an opinion by an 
expert, may be found to be fraudulent if the grounds 
supporting it are so flimsy as to lead to the conclusion 
that there was no genuine belief back of it. * * * 
This has not meant, to be sure, that negligence may 
not be evidence from which a trier of the facts may 
draw an inference of fraud but merely that if that 
inference is rejected, or, in the light of all the circum­
stances, is found to be unreasonable, negligence alone 
is not a substitute for fraud.”
“Our holding does not emancipate accountants from 
the consequences of fraud. I t does not relieve them 
if their audit has been so negligent as to justify a 
finding that they had no genuine belief in its ade­
quacy for this again is fraud. It does no more than 
say that if less than this is proved, if there has been 
neither reckless misstatement nor insincere profes­
sion of an opinion, but only honest blunder, the ensu­
ing liability for negligence is one that is bounded by 
the contract, and is to be enforced between the parties 
by whom the contract has been made. We doubt 
whether the average business man receiving a certifi­
cate without paying for it and receiving it merely 
as one among a multitude of possible investors would 
look for anything more.”
“The defendants certified as a fact, true to their 
own knowledge, that the balance sheet was in accord­
ance with the books of account. If their statement 
was false, they are not to be exonerated because they 
believed it to be true.” “In this connection we are 
to bear in mind the principle already stated in the 
course of this opinion that negligence o r blindness, 
even when not equivalent to fraud, is none the less 
evidence to sustain the inference of fraud.”
Referring to the case of Derry vs. Peek, the court 
said, “The setting of the occasion justified the infer­
ence that the representations did not involve a pro­
fession of knowledge as distinguished from belief. 
No such charity of construction exonerates account­
ants, who by the very nature of their calling profess 
to speak with knowledge when certifying to an agree­
ment between the audit and the entries.” “How far
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books of account fair upon their face are to be probed 
by accountants in an effort to ascertain whether the 
transactions back of them are in accordance with the 
entries, involves to some extent the exercise of judg­
ment and discretion. Not so, however, the inquiry 
whether the entries certified as there, are there in 
very truth, there in the form and in the places where 
men of business training would expect them to be.” 
Further the court says, “We conclude, to sum the 
situation, that in certifying to the correspondence 
between balance sheet and accounts the defendants 
made a statement as true to their own knowledge, 
when they had, as a jury might find, no knowledge on 
the subject. If that is so, they may also be found to 
have acted without information leading to a  sincere 
or genuine belief when they certified to an opinion
that the balance sheet faithfully reflected the condi­
tion ot the business.” “Whatever wrong was com­
mitted by the defendants was not their personal acts 
or omission but that of their subordinates. This does 
not relieve them, however, of liability to answer in 
damages for the consequences of the wrong, if wrong 
there shall be found to be. * * * The question is 
merely this, whether the defendants, having dele­
gated the performance of this work to agents of their 
own selection, are responsible for the manner in 
which the business of the agency was done.”
This decision would seem to narrow materially the 
ground which accountants have heretofore believed 
Was covered by the general term “negligence” and 
correspondingly enlarged the sphere of what might 
be legally denominated “fraud.”
Simplified Methods
I N a  pam phlet issued by th e  U nited  S ta tes  C ham ber of Comm erce th e re  appeared  th e  follow ing sta tem en t: 
“T here  is  and  has been considerable con­
fusion  as to  th e  rea l significance of 
sim plification  as d ifferen tia ted  f r o m  
standard iza tion . To m any th e  tw o a re  
synonym ous, b u t in  ac tua l p rac tice  th e re  
is a  very  definite d is tinction .
S im plification is fundam enta lly  an  eco­
nom ic m ovem ent—a very  rea l m eans of 
e lim in a tin g  som e of th e  avoidable w aste  
in  in d u s try  and  trad e . I t  is based on 
com m ercial expediency ra th e r  th a n  on 
scientific fac t; techn ica l research  and  
eng ineering  experim en ta tion  a re  not 
necessary. T his sta tem en t is no t m eant 
to  im ply th a t  sim plification is h it  and 
m iss or a rriv ed  a t  th rough  “g rab  bag” 
procedure. Q uite th e  co n tra ry  is true . 
Sim plification is developed from  th e  best 
p ractice  and  judgm ent of an  in d u s try  or 
ind iv idual estab lishm ent. F ac ts  a re  
v ita lly  necessary, b u t p roduction  and 
sales records coupled w ith  a tru e  p ic tu re  
of th e  consum ers’ needs is usually  su f­
ficient fo r constructive  sim plification ac­
tio n  and  procedure.”
W ith  th e  recessions w hich have re ­
cen tly  tak en  place in  so m any lines of 
business, th e  possib ilities of sim plified 
p rac tice  a re  being considered by m any 
firm s w hich have previously  given i t  
l i t t le  m ore th a n  pass ing  though t. W hile 
th ese  p rincip les have perhaps been ap­
p lied  m ore frequen tly  to m an u fac tu rin g  
operations and th e  com pilation  of cost 
data , th e  financial ends of m any busi­
nesses would profit d irec tly  by th e  adop­
tio n  of less cum bersom e m ethods of 
record ing  the* tran sac tio n s  p e rta in in g  
there to .
The m anner in  w hich financial tra n s ­
actions a re  recorded is so d ifferent in  
d ifferent businesses, and  often in  firm s
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engaged in  th e  sam e lin e  of business, 
th a t  an  inspection  of any considerable 
num ber of them  leads to th e  conclusion 
th a t  in  m any instances opportun ities 
exist fo r th e ir  sim plification.
W here pronounced w eakness exists in  
th e  m ethods of reco rd ing  tran sac tio n s  o f  
any  n a tu re  i t  m ay be due to  modifica­
tions w hich have been m ade in  th e  sys­
tem  as o rig inally  p lanned  w ithou t th e re  
being a  fu ll u n d ers tan d in g  of th e  effect 
of such m odifications upon th e  system  
as a  whole. T here  is h a rd ly  an y th in g  
w hich  has so d isastrous an  effect upon 
a  perfectly  good system  as piecem eal 
revision.
The re su lts  of investiga tions in to  th e  
possib ilities of sim plification in  specific 
in d u s trie s  have been li tt le  sh o rt of sen­
sa tional. One of th e  m ost conspicuous 
exam ples of accom plishm ent in  th is  di­
rection  is fu rn ished  by the  Common 
B rick  M anufactu rers A ssociation. In  
1920 th e re  w ere m anu factu red  66 va­
rie tie s  of brick . In  N ovem ber of th a t  
y ear th e  m anu fac tu re rs  agreed to  elim i­
n a te  55 of th e  66 varie tie s  and in  1922 
four m ore types w ere elim inated , leav­
ing  seven approved types. L a te r th e  de­
cision w as reached to  elim inate  th e  m an­
u fac tu re  of a ll b u t one s tan d a rd  size of 
a ll comm on brick  and  a sm ooth faced 
brick  in  w hich a slig h t v a ria tio n  in  one 
dim ension only is  perm issible.
I t  w ill be conceded th a t  business is  
m ore complex th a n  i t  w as in  form er 
years and th a t  th e  requ irem en ts of mod­
ern  accounting  a re  m ore exacting  th an  
they  were. A dm itting  th is  th e re  would 
appear to  be no reason  w hy any  un­
necessary  com plexities should be per­
petuated .
T he subject of sim plification is one
w hich should be approached w ith  an  
open m ind  in  o rder to  determ ine to 
w hat ex ten t its  p rincip les can be suc­
cessfully  applied  to  th e  needs of a  p a r­
ticu la r case.
Proposed reduction  in  th e  cost of do­
ing  business w as never m ore welcome 
th a n  a t th e  p resen t tim e and  a  study  of 
th e  possib ilities of sim plification in  its  
various form s can w ell be m ade a m ajor 
m ovem ent looking to  th e  extension of 
a  sa tisfac to ry  profit ea rn in g  capacity  
d u ring  the  ensu ing  years.
An ou ts tan d in g  expression of opin­
ion re la tin g  to  sim plification  of effort is 
fu rn ished  by A dam  Sm ith, who s a id : 
“T he m achines th a t  a re  first inven ted  to  
perform  any  p a rtic u la r  m ovem ent a re  
alw ays th e  m ost complex, and  succeed­
ing  a r t is ts  generally  discover th a t  w ith  
few er w heels, w ith  few er p rincip les of 
m otion  th a n  had  o rig inally  been em­
ployed, th e  sam e effects m ay be m ore 
easily  produced.” E very  one who has 
done even a com paratively  sm all am ount 
of w ork along th e  lines of sim plified 
p rac tice  w ill read ily  assen t to  th e  con­
clusion w hich h e  expressed. W hile h is 
s ta tem en t re fe rred  specifically to  the  
sim plification  of m echanical operations, 
th e  th o u g h t expressed th e re in  is equally 
applicable to  cost and  accounting  sys­
tem s.
An efficiently operated  m achine shop, 
w here every m achine is in  th e  place 
m ost convenient fo r th e  operations and  
fo r th e  purpose of opera ting  to  m axi­
m um  capacity, is m ore sim ple in  its  a r ­
rangem ent and  operation  th a n  w here th e  
m achines a re  a rran g ed  w ithou t reg a rd  
to  convenience or production. So in  
m achine shop p rac tice  sim plic ity  and  
efficiency a re  p rac tica lly  synonom ous.
A genera l or cost accounting system , 
w hich  m ay have been sim ple w hen in ­
sta lled , becomes complex and difficult
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th ro u g h  years of changes and  additions, 
even w hen m ade by experienced account­
ants. To rega in  sim plic ity  frequently  
necessita tes a rev ision  of th e  system  in  
its  en tire ty . Sim plified accounts m ake 
possible th e  com pilation  of easily  under­
stood and  accu ra te  s ta tem en ts  and  th e  
books and records a re  m ore easily  kept.
To determ ine w ith  ce rta in ty  w hether 
or no t a  p a rtic u la r  system  is cum ber­
some and costly beyond th e  needs of a  
business is a  m a tte r  req u irin g  pa in s­
tak in g  investiga tion . I t  should, th e re ­
fore, be subm itted  to  experts w ho a re  
concededly unbiased and  com petent to  
express an  opinion on th e  subject. The 
ru le  of gu idance in  a ll cases w here  pro­
fessional services a re  to  be re ta in ed  is 
to  secure th e  best th a t  can be obtained, 
due regard  being given to  th e  needs of 
th e  p a rticu la r business.
T he sim pler th e  system  th e  g rea te r 
a re  th e  p robab ilities th a t  i t  can  be 
sa tis fac to r ily  in s ta lled  and  successfully  
operated . I t  w ill u sually  be found less 
difficult to  convince a  firm  of th e  desira­
b ility  of in s ta llin g  a  sim ple system  th a n  
of a  m ore in tric a te  one, an d  th e re  can 
be no doubt reg a rd in g  th e  g re a te r ease 
of ca rin g  for such a  system  and  read ily  
ob ta in ing  from  i t  re liab le  s ta tis tic a l 
data .
A nsw ers to  a  questionna ire  sen t to  a 
selected lis t  of m em bers of th e  A m eri­
can  Society of M echanical E ng ineers  
disclosed th a t  th e re  w ere m ore th a n  one 
thousand  ou ts tan d in g  opportun ities fo r 
th e  elim ination  of economic w aste 
th ro u g h  th e  sim plification  of varie ties  
and sizes of p roducts in  those  types of 
sim plification  opportun ities covered by 
th e  questionnaire , viz.: (1) finished 
products in  w hich th e  num ber of lines 
could be reduced; (2) finished products 
in  w hich th e  varie ties  of each line  could 
be reduced in  num ber; and  (3) raw  
m ate ria ls  of construction  or of m anu­
fa c tu re  w hich m ay be reduced in  th e  
n um ber of v a rie ties  or k inds.
The re su lts  w hich  have th u s  fa r  been 
accom plished in  th is  field prom ise w ell 
fo r th e  fu tu re  and m uch of th e  cred it 
fo r accom plishm ent belongs to  those 
p ioneers in  th e  field of in d u s tria l en ­
g ineering  who forsaw  th e  possib ilities 
and  who w orked unceasing ly  to  secure 
the  adoption of sim pler and  m ore effi­
c ien t m ethods in  both  shops and  offices.
“Sim plification, A Philosophy of B usi­
ness M anagem ent,” is th e  t i tle  of an  
a rtic le  w ritten  by A. W. Shaw, w hich 
appeared some tim e ago in  th e  H arvard  
B usiness R eview . T he  acceptance of 
th is  philosophy by business executives 
generally  w ould redound  to  th e  d irect 
financial benefit of every firm  w ith  
w hich th ey  a re  connected. M any of 
them  have a lready  been converted  and 
m any m ore a re  now w illing  to  be, all 
of w hich  au g u rs  well fo r th e  res to ra tio n  
o f our com m ercial h ea lth  and  prosperity .
AMERICAN ASSOCIATION OF 
UNIVERSITY INSTRUCTORS 
IN ACCOUNTING
T he A m erican A ssociation  of U niver­
s i ty  In s tru c to rs  in  A ccounting held its  
an n u a l m eeting  a t  C leveland in  connec­
tion  w ith  th e  A m erican Econom ic Associ­
ation , M onday and  Tuesday, D ecem ber 29 
and  30.
M onday afternoon  P res id en t Peisch  of 
T he A m erican  Society presen ted  a  paper 
"Should  E th ics  Be Included  in  a  P rogram  
of S tudy  fo r th e  P rofessional P rac tice  of 
A ccountancy.” T h is  pap er appears else­
w here in  th is  issue. M onday evening 
follow ing th e  an n u a l d in n e r various com­
m ittee  rep o rts  w ere presented . Am ong 
them  w as th e  rep o rt of The A m erican 
Society on C lassification of A ccountancy 
Services. A s h as  been prev iously  a n ­
nounced, th e  U n iv ers ity  In s tru c to rs  in  
A ccounting m ade a  request a t its  1927 
m eeting  th a t  th e  Society prepare  a  rep o rt 
on th is  subject. T he C om m ittee on Re­
search, Jo h n  R . W ildm an, C hairm an, sug­
gested th a t  th e  A ssociation  designate  a  
com m ittee w hose purpose i t  shou ld  be to  
ind icate  w h at changes in  cu rricu la  of 
courses in  business ad m in is tra tio n  should 
be  m ade, if  any , in  o rder to  p roperly  
p rep are  g radua tes  to  ren d er th e  various 
types of accounting  serv ice called  fo r  by 
business conditions of today.
We have received th e  follow ing le tte r  
from  th e  S ecre tary  of th e  U niversity  In ­
stru c to rs :
Your le tte r  addressed  to  The A m erican 
A ssociation of U n iversity  In s tru c to rs  in 
A ccounting an d  to  w hich w as attached  a 
copy of th e  rep o rt of th e  com m ittee on 
The C lassification of A ccountancy Serv­
ices of y ou r Society, and also a  s ta tem en t 
of th e  reso lu tion  adopted by th e  board of 
d irec to rs of T he A m erican Society, w as 
duly received and p resen ted  a t our an n u a l 
m eeting  in  C leveland on D ecember 29. 
The A ssociation voted unanim ously  to 
receive th e  report, to  re fe r it  to  a  special 
com m ittee to be appoin ted  by th e  incom­
ing  p residen t, and  th a t  th e  secre ta ry  be 
in s tru c ted  to  send y ou r Society a  vo te  of 
th an k s  for th e ir  report.
I w as fu r th e r  in s tru c ted  to  express our 
m ost sincere apprecia tion  fo r th e  m any 
w ays in w hich T he A m erican Society has 
cooperated w ith  our A ssociation. O ur 
A ssociation does apprecia te  th e  in te rest 
and help and  cooperation w hich your So­
ciety has a lw ays accorded us.
The C om m ittee annua lly  appointed for 
de te rm in ing  th e  m ost ou ts tan d in g  con tri­
bution  to  accounting  li te ra tu re  for the  
year reported  th a t it  had selected the 
book by P rofessor Jo h n  B. C anning of 
S tanford  U niversity  on “T he Econom ics 
of A ccountancy.”
Officers elected fo r th e  ensu ing  year 
w ere: P residen t, R ussell A. Stevenson 
of the U niversity  of M innesota; Vice 
P residen ts, Jam es P. A dam s, B row n Uni­
vers ity ; H ow ard C. G reer, U n iversity  of 
Chicago; George H. Newlove, U niversity  
of T exas; Secre tary -T reasu rer, C harles
F. S ch la tter, U n ivers ity  of Illino is, and
E d ito r of T he A ccounting Review, E ric  
L. K ohler.
STEEL MERGER DECISION
In  our Jan u a ry  issue we p rin ted  those 
portions of Judge  Je n k in s’s decision re ­
s tra in in g  th e  proposed m erger of th e  
B ethlehem  Steel C orporation  and  th e  
Y oungstow n S heet and Tube Company, 
w hich re la ted  to  th e  accounting  fea tu res  
of th e  case. I f  any  of ou r m em bers or 
subscribers failed  to  read  th e  sam e, do so 
now.
T he decision is im portan t, not because 
it  se ttles  any  accounting  p rincip les bu t 
r a th e r  because i t  b rings o u t po in ts con­
cern in g  w hich th e  p rofession  should be 
in terested .
R eference w as m ade to  th e  re s tric tio n s  
placed on th e  accoun tan ts to  such  an  ex­
te n t “th a t  th e ir  recom m endations could 
hard ly  be called th e ir  best judgm ent. I t  
w as ce rta in ly  n o t th e ir  un tram m eled  
judgm ent.”
In  an o th e r place, re fe rrin g  to  d i­
vergence of accoun ting  practices, th e  
court said  th a t  “ac tion  should be tak en  
by cognate industries, v o lu n ta rily  and  no t 
by leg isla tive  com pulsion, w ith  th e  co­
operation  of th e  accounting  profession to  
m ake uniform , a s  fa r  a s  possible, th e ir  
accoun ting  practices, fo r purposes of se t­
tin g  up un ifo rm  stan d a rd s  of com parison 
of accounts, earn in g s and  values fo r  th e  
guidance and  th e  necessary  know ledge of 
d irec to rs and shareholders, as w ell as in ­
vesto rs genera lly .”
A gain, re fe rrin g  to  th e  need of sim ple 
accounting  m ethods th e  cou rt said , 
“C orporate s ta tem en ts  and rep o rts  a re  fo r 
th e  in fo rm ation  of laym en, no t of sk illed  
accoun tan ts.”
T ouching  on th e  r ig h t of shareho lders 
as ow ners, th e  cou rt said  th a t they  “had  
an  absolute r ig h t to  have th a t  fu ll and  
com plete accura te  in fo rm ation  w hich w as 
necessary  to  ren d er th e ir  au th o riza tio n  
fo r ra tif ic a tio n ;” and y e t th e  cou rt a lso  
said, “T hough m onths of close a tten tio n  
to  and  w eighing  of w itnesses, exh ib its  
and  a rg u m en ts  have been given th e  prob­
lem, a  study  of th e  accounting  phases of 
th e  consideration  m akes, to  my m ind, no 
definite conclusion possible th a t th e  final 
ra tio  w as adequate .”
Again, re fe rrin g  to  th e  need for adequate  
in form ation , th e  court said, “I t  m eant, in  
th is  case, am ong o ther th ings, a  p resen ta ­
tion  in  o rd inarily  understandab le  fo rm  of 
th e  accounting  fac to rs and bases w hich 
form ed so fixed and la rge  a  p a rt of th e  
com pensation, th e  agreed on basis of ex­
change.”
The above references em phasize to  th e  
en tire  p rofession th e  necessity , in  p rep a r­
ing  and p resen tin g  reports, fo r hav ing  
in  m ind th e  obvious fac t th a t  th ey  w ill 
be seen, and perhaps stud ied  by those 
w ho have no t acquired  th e  sam e techn ica l 
sk ill as possessed by those  w ho prepared  
them .
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Massachusetts Supreme Court Decision
SU PREM E JU D IC IA L COURT, 
STA TE OF M ASSACHUSETTS
U n i t e d  O i l  C o m p a n y  v s . E a g e r  T r a n s ­
p o r t a t i o n  Co. & others..
Suffolk. A rgued N ovem ber 3, 1930.—  
O pinion filed N ovem ber 29, 1930. 
P resen t: R u g g ,  C.J., P i e r c e ,  W a i t ,  S a n -  
d e r s o n ,  &  F i e l d ,  J J . 
Corporation, C ertificate of condition ; Of­
ficers and  agen ts : liab ility  fo r fa lse  
re tu rn .
A ppeal by th e  personal defendants in  
a  su it  in  equity  in  th e  Superio r C ourt 
from  a  final decree, en tered  by order of 
Gray, J .
F ield , J. G. L. c. 156, § 47, requ ires 
a  dom estic business corpora tion  to  sub­
m it each y ea r to  th e  com m issioner of 
corpora tions (fo r filing in  the office of 
th e  S ta te  S ecre tary  u nder § 48) a  “re­
p o rt of condition ,” “signed and  sw orn to 
by its  p residen t, tre a su re r  and  a m ajo r­
ity  of its  d irec to rs,” inc lud ing  am ong 
o th e r th in g s  a  “sta tem en t of th e  assets 
and  liab ilitie s  of th e  corpora tion  as of 
th e  d a te  of th e  end of its  la s t fiscal y ear,” 
su b s tan tia lly  in  th e  fo rm  th e re in  se t 
fo rth . T h is form  is  a  ba lance sheet 
show ing, on one side, “asse ts,” subdi­
v ided accord ing  to  th e ir  n a tu re , and, on 
th e  o ther, “liab ilitie s,” inc lud ing  indeb t­
edness of d ifferent k inds, “cap ita l stock ,” 
“ reserve” and  “su rp lu s,” th e  s ta tem en t 
be ing  balanced by a  “profit and  loss” 
item  on th e  p roper side. Section 36 pro­
vides th a t  th e  “p residen t, tre a su re r  and 
d irec to rs  . . . shall be jo in tly  and  sev­
era lly  liab le  fo r a ll th e  debts and con­
tra c ts  of th e  co rporation  con trac ted  or 
en tered  in to  w hile they  a re  officers 
th e reo f . . .  if  an y  sta tem en t or rep o rt 
req u ired  by th is  chap te r is  m ade by 
th em  w hich  is  fa lse  in  an y  m a te ria l rep­
re sen ta tio n  and  w hich th ey  know, o r on 
reasonab le  exam ina tion  could have 
know n, to  be false,” b u t “only th e  officers 
s ig n in g  such s ta tem en t or rep o rt shall 
be so liable.” Section 38 authorizes 
c red ito rs  to  enforce th e  liab ility  so im ­
posed by a b ill in  equity .
T h is su i t  w as b ro u g h t in  th e  Superio r 
C ourt under G. L. c. 156, § 38, by a  
c red ito r of th e  defendan t E ager T ran s­
p o rta tio n  Company, a  dom estic corpora­
tion , ag a in s t th a t  com pany, its  p residen t, 
i ts  tre a su re r  and  i ts  c lerk , who w ere 
also its  d irectors, to  recover from  th e  
ind iv idual defendan ts th e  am oun t w hich 
th e  co rpora te  defendant owed th e  p lain ­
tiff on th e  ground th a t  its  rep o rts  of 
condition—“certificates of cond ition”— 
signed  and sw orn to  by th e  ind iv idual 
defendan ts and filed in  1927, 1928 and
1929, respectively , w ere “false” in  a  
“m ateria l rep resen ta tio n ” and th a t  the  
in d iv idua l defendants knew , or ought to  
have know n, them  to  be false. T he 
judge m ade findings and  ru lin g s and  en­
te red  a final decree “th a t  th e re  is  due 
to  th e  p la in tiff from  th e  defendan t cor­
p o ra tio n  th e  sum  of $1246.24 w ith  costs 
. . . fo r w hich th e  ind iv idual defendants 
a re  jo in tly  and  severa lly  liab le” and  th a t  
execution  th e re fo r issue. T he defendants 
appealed. 
In  suppo rt of th e ir  appeal th e  defend­
a n ts  contend th a t  th e  rep o rts  of condi­
tio n  w ere n o t “false in  any  m a te ria l rep ­
resen ta tio n ,” and  if “false ,” w ere no t 
know n to  th e  ind iv idual defendants and 
could n o t be know n to  them  “on reason­
able exam ination” to  be so.
T he evidence is  not reported . Copies 
of th e  rep o rts  of condition , found by th e  
judge  to  be t ru e  copies thereof, a re  se t 
o u t in  th e  record. T he rep o rt filed, in  
1927, w hich  w as typical, show ed on th e  
“asse ts” side, “A utos, tru c k s  and  team s 
[$] 14,735 . . . A ccounts receivable [$] 
1,900.30 C ash [$] 24.28 . . . Good w ill [$] 
16,312.78 P rofit an d  loss [$] 18,998.14 
T otal $52,060.50,” a n d  on th e  “liab ilitie s” 
side, “C apital stock  . . . $25,000 . . . Ac­
counts payable [$] 12,327.33 N otes pay­
able [$] 900 R eserves [$] 13,833.17 . . . 
T otal $52,060.50.” T he judge also  m ade 
th e  follow ing “findings and  ru lin g s” m a­
te r ia l to  th e  defendan ts’ con ten tion : “In  
each certificate  of condition  w as the  item  
of assets, ‘autos, tru c k s  an d  team s,’ ca r­
ried  a t  a  v a lua tion  of $14,735 in  th e  first 
tw o years, and  a t  a  valuation; of $8,735 
in  th e  th ird  year. T hese am oun ts w ere, 
in  fact, th e  to ta l o rig inal purchase  p rice  
of th e  vehicles on hand  in  each of th e  
th re e  years. T hey  had  a ll been in  use 
fo r approx im ate ly  te n  y ea rs  and  were, 
in  fact, w o rth  approx im ate ly  $1,000 in  
each  of sa id  years. T h e  com pany on 
i ts  books charged  off from  tim e  to  tim e  
deprecia tion  on th e  various autos, tru ck s  
and  team s, and  th e  to ta l am oun t of th e  
depreciation  w as included each y ear as 
p a r t of th e  item  ‘reserves’ on th e  liab ility  
side of th e  certificate of condition. The 
only o th e r item  included in  ‘reserves’ w as 
a  sm all am ount fo r bad debts, w hich  in  
each y ear am ounted to  approxim ately  
$300. T he difference betw een th e  value 
of th e  autos, tru ck s  and  team s in  each 
year, a s  s ta ted  in  th e  certifica te  of con­
d ition , and th e  am oun t of th e  reserves 
less th e  sm all am oun t of bad debts, rep ­
resen ted  in  each y ear th e  tru e  value of 
th e  autos, tru ck s  and  team s. The re su lt 
is  th a t  th e  n e t condition  of th e  com pany, 
a s  rep resen ted  in  th e  am oun t of profit and
loss a s  show n each y ea r on th e  certifica te  
of condition, w as accura te ly  sta ted , a t 
lea s t so fa r  a s  th a t  n e t condition  w as 
affected by th e  va lu a tio n  of th e  au tos, 
tru ck s  and  team s in  th e  certificate of 
condition. T he certificates w ere m ade out 
each y ear by a n  accoun tan t employed by 
th e  defendan t co rporation  and  w ere m ade 
out in  accordance w ith  th e  m anner in  
w hich th e  books of th e  co rporation  w ere 
k ep t un d er th e  superv ision  of th e  sam e 
accountan t. The ind iv idual defendan ts 
ac ted  th ro u g h o u t in  good fa ith . On these 
findings of fact, I  find and  ru le  th a t  th e  
certificate  of condition  w as fa lse  in  a  
m a te ria l rep resen ta tion , to  w it, w ith  ref­
erence  to  th e  va lue  of th e  autos, tru c k s  
and  team s owned by th e  defendant cor­
poration . I  fu r th e r  find th a t  th e  ind iv i­
dual defendants knew , or on reasonable  
exam ination  could have  know n, th is  rep­
resen ta tio n  to  be false .”
T he t r ia l  judge w as r ig h t in  h is  con­
clusion, based upon h is  subsid iary  find­
ings, w h ich  m ust s tan d  since  th e  evidence 
is n o t reported , th a t  these  rep o rts  of con­
d ition  w ere  “fa lse” in  a  “m ate ria l rep re­
sen ta tion .” W e see  no  basis in  th e  s ta t­
u te  fo r th e  suggestion  m ade by th e  de­
fen d an ts  th a t  th e  persons sign ing  a  re ­
p o rt of condition , though  liab le  fo r o ther 
fa lse  s ta tem en ts  th e re in , a re  n o t liable 
fo r fa lse  s ta tem en ts  of asse ts and  liab ili­
ties. T he s ta tem en t of asse ts and  liab ili­
tie s  requ ired  by th e  s ta tu te  is  a n  in teg ra l 
p a r t  of th e  repo rt. I t  is  p lain , also, th a t  
th e  requ irem en ts  of th e  s ta tu te  a re  no t 
satisfied  by a  s ta tem en t w hich show s ac­
cu ra te ly  th e  “n e t condition  of th e  com­
pany, a s  rep resen ted  in  th e  am oun t of 
p rofit and  loss,” b u t is  fa lse  in  m ateria l 
details . T he rep resen ta tio n s of th e  value 
of “au tos, tru ck s  and  team s” in  th e  s ta te ­
m en ts of asse ts  an d  liab ilities  h e re  in  
question  w ere  “m a te ria l” and, stan d in g  
alone, “false.” H eard  v. P ictoria l Press, 
182 M ass. 530, 532. T he question  is  
w h e th e r th ey  w ere  m ade tru e  by any  
o th e r item s in  th e  sta tem en ts, and th is  
question  m u s t be answ ered  in  th e  lig h t 
of th e  purpose of th e  s ta tu to ry  requ ire ­
m en t of a  report, w hich  is  “to  give th e  
public in fo rm ation  of th e  ch a rac te r and 
condition  of th e  corporation , so  th a t  those 
dealing  w ith  i t  m ay know  th e  facts and 
its  financial condition .” E m pire  Labora­
tories Inc. v. Golden D istribu ting  Corp. 
266 Mass. 418, 422. T he rep resen ta tions 
w ere m ade tru e , if  a t all, by th e  item s 
of “reserves” on th e  “liab ilitie s” side of 
th e  s ta tem en ts. T h is  item , in  each case, 
rep resen ted  p rinc ipa lly  th e  excess of the  
value of “autos, tru c k s  and team s,” as 
s ta ted  in  th e  rep o rt of condition, over
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th e ir  ac tu a l value. W e are  n o t called 
upon to  determ ine  w hether th is  excess 
is  p roperly  described as  a “reserve” or 
to  pass on th e  p ro p rie ty  in  genera l of an  
accounting  p rac tice  w hich  p u rp o rts  to  
show  a  necessary  deduction  from  asse ts 
by  an  ad d itio n  to  liab ilitie s. A tru e  
s ta tem en t would show, a t  least, th a t  th e  
liab ility  item  w as a  deduction  from  as­
se ts  and  iden tify  th e  asse t item  from  
w hich th e  deduction  w as to be made. 
T h ere  w as no  such show ing in  these  
sta tem en ts. T he item s of “reserves,” so 
f a r  a s  appear in  th e  repo rts , m ight, for 
exam ple, rep resen t prov isions fo r possible 
losses, o r necessary  deductions from  th e  
asse t item s of “good w ill,” if “reserves” 
can  be sa id  to  rep resen t necessary  deduc­
tio n s from  an y  assets. I n  an y  event these 
item s of “reserves” fall sh o r t of correct­
in g  th e  rep resen ta tio n s  of th e  value  of 
th e  “autos, tru ck s, and  team s” owned by 
th e  corporation . E ach  s ta tem en t of as­
se ts  an d  liab ilities, tak en  as a  whole, 
“w ould lead  a  c red ito r to  believe th a t  th e  
co rpo ra tion  had  ac tu a l tan g ib le  asse ts”— 
“autos, tru c k s  and  team s”— of th e  value 
s ta te d  on th e  “asse t” side. “T he n a tu ra l 
in ference  w ould be th a t  th i s  am ount could 
be reached  if  necessary  to  sa tisfy  th e  
deb ts by th e  co rporation .” E m pire  Lab­
oratories Inc. v. Golden D istr ib u tin g  Corp. 
226 Mass. 418, 423.
I t  is a rgued  th a t  th e  rep o rts  of con­
d itio n  w ere n o t “fa lse  in  an y  m ate ria l 
rep resen ta tio n ,” since  th ey  rep resen ted  
th e  condition  of th e  co rpora tion  a s  d is­
closed by th e  books. B ut th ey  did not. 
T he finding of th e  judge th a t  th e  repo rts 
of condition  “w ere m ade out each y ear . .  . 
in  accordance w ith  th e  m anner in  w hich 
th e  books of th e  corpora tion  w ere kep t,” 
m u s t be read  w ith  th e  finding th a t  th e  
“com pany on i ts  books charged  off from  
tim e  to  tim e  deprecia tion  on th e  various 
autos, tru c k s  and team s, and  th e  to ta l 
am oun t of th e  deprecia tion  w as included 
each y ea r a s  p a r t  of th e  item  ‘reserves’ 
on th e  liab ility  side of th e  certificate  of 
condition .” Obviously th e  books show  
th a t  th e  “reserves” rep re sen t p rinc ipally  
necessary  deductions from  th e  value  of 
th e  “autos, tru ck s  and  team s,” though  
sum m aries tak en  th e re fro m  fo r th e  re­
p o rts of condition  do not. M oreover, 
th o u g h  th e  ou ts ide  au d ito r w hose verifi­
ca tion  is  requ ired  by § 49 in  th e  case of 
som e co rporations by express p rovision is 
to  s ta te  under oa th  th a t  th e  “rep o rt rep­
re sen ts  th e  tru e  condition  of th e  affairs 
of said  co rporation  as disclosed by its  
books,” th e re  is no  express p rovision and 
no im plication  th a t  th e  responsible offi­
cers and  d irec to rs  of a  co rporation  a re  
n o t requ ired  to  rep o rt i ts  ac tua l condi­
tion  w hether or no t disclosed by th e  
books.
T he finding th a t  " th e  ind iv idual de­
fendan ts knew , or on reasonable  exam ina­
tio n  could have know n,” th a t  th e  rep re­
sen ta tio n s  of th e  va lue  of th e  “autos, 
tru ck s  an d  team s” w ere false, w as based, 
no t on  su b sid ia ry  findings, bu t on un­
reported  evidence. W e cannot say  th a t  
i t  w as n o t w arran ted . I t  is  no t incon­
s is ten t w ith  th e  o th e r findings. On th e  
co n tra ry  th ey  fu rn ish  some ind ica tion  
th a t  if  th e se  defendants had  m ade a  rea­
sonable exam ination  of th e  books they  
could have  know n th a t  th e  values re­
ported  fo r “autos, tru ck s  and  team s” 
should  have been reduced on account of 
depreciation . T he good fa ith  of th e  in ­
d iv idual defendan ts does no t relieve them  
from  responsib ility . B erksh ire  Coal & 
G rain Co. Inc. v. W ing, 261 Mass. 38.
Decree affirmed w ith  costs against 
th e  ind iv id u a l defendants.
F. W . F isher, fo r th e  defendants, sub­
m itted  a  brief.
N . Golden, fo r th e  p lain tiff.
STATE AUDITS
PENNSYLVANIA
In  h is  m essage to  th e  G eneral Assem bly 
G overnor Jo h n  S. F ish e r of Pennsy lvan ia  
com m ents on th e  s tan d ard iza tio n  of rec­
ords and  accounting  system s for th e  
S tate.
D uring  th e  years 1927 and  1928 a  su r­
vey and au d it w as m ade fo r th e  purpose 
of d isclosing obsolete o rganizations, p rac­
tices and  difficulties in  th e  operation  of 
th e  v arious agencies and  fu rn ish in g  a 
basis for an  ad m in is tra tiv e  program  of 
correction  an d  elim ination . In  o rder to  
m ake th is  su rvey  quickly  and to  fu rn ish  
th e  d a ta  upon w hich  to  act th e  various 
departm en ts, boards and  com m issions 
w ere aud ited  by certified  public account­
an ts . T h e  ta sk  w as a  trem endous one 
an d  th e  cost of $550,000.00 w as tr iv ia l 
com pared to  th e  an n u a l sav ings effected.
T he G overnor s ta ted  th a t  th e  available 
cash fo r th e  S ta te  T reasu ry  w as aug­
m ented by $2,100,000.00 w hich  w as re ­
covered by th e  a u d it and  w hich rep re­
sented  su rp lu s  cash  im properly  held by 
departm en ts, com m issions and ad m in is­
tr a tiv e  boards h av in g  contro l of S ta te  
in s titu tio n s .
In  add ition  to  th is  th e  G overnor repo rts 
th a t  obsolete and  erroneous m ethods w ere 
discovered and  corrected  w hich resu lted  
in  savings and  increased  s ta te  revenues 
estim ated  a t  $2,500,000.00 fo r each bi­
en n iu m  of th e  ad m in is tra tio n . A side 
from  th e  recovery  of cash  and  th e  large  
sav ings effected h e  s ta ted  th a t  th e  in d i­
rec t benefits accru ing  to  th e  S ta te  of 
P ennsy lvan ia  from  th ese  aud its  have 
proven to  be of incalcu lab le  value.
T he certified public accoun tan ts of 
P ennsy lvan ia  a re  to  be h igh ly  comm ended 
fo r th e  w onderful re su lts  achieved in  th is  
constructive u n d e rtak in g  and i t  is to  be 
hoped th a t  th e  G overnor’s m essage to  the  
L eg isla tu re  w ill receive sufficient pub­
lic ity  so th a t  th e  taxpayers in  o ther
s ta tes  m ay be inform ed of th e  possib le  
savings re su ltin g  from  a  survey and  a u d it  
of th is  k ind .
SOUTH CAROLINA 
T he Sunday R ecord  of Colum bia, S ou th  
C arolina, fo r J a n u a ry  18, 1931, con ta ined  
th e  follow ing ed ito ria l:
“ S h o u l d  B e A n n u a l  C. P . A .  A u d i t s  
T here  is no  s tro n g er p a r t of G overnor 
R ich a rd s’ an n u a l m essage th a n  th a t  
recom m ending annua l au d its  of every de­
p a rtm en t of th e  S ta te  governm ent.
T here  a re  doubtless m any au d ito rs  a s  
good as  those  able to  sign  C. P . A., to  
th e ir  nam es. B ut th e  general ru le  is th a t  
th is  ind ica tes not only th e  h ighes t a b il ity  
as to  au d itin g  b u t th e  h ighes t ch a ra c te r 
a ttach ed  to  it.
Fearless, honest, capable a u d itin g  is th e  
only k in d  th a t  is w orth  any th ing . S uch  
sk illfu l w ork  req u irin g  ex trem e in te g r ity  
and  fearlessness should never be le t to  
th e  low est b idder.
P ub lic  accoun ting  is  as h igh  a  profes­
sion  as law  o r m edicine, an d  no one w ould  
th in k  of le ttin g  legal w ork  ou t to  th e  
low est b idder any  m ore th a n  he  w ould 
th in k  of g e ttin g  th e  low est p rice  for th e  
tre a tm en t of sickness o r th e  p erfo rm ance  
of a  su rg ica l operation.
T he best only is  w orth  w hile. N one 
o th e r is  an y  account.”
T E N N E SSE E
T he T ennessee L eg isla tu re  has a r ­
ranged  fo r a  S tate-w ide investiga tion . 
F ro m  th e  new spapers o f J a n u a ry  13, w e  
quote, w ith  reference  to  th e  re tu rn  of 
Jo in t R eso lu tion  No. 1, by th e  G overnor 
w ith  h is  s ig n a tu re : “T his w as th e  long  
aw aited  docum ent, ju s t  signed  a t  th e  Gov­
e rn o r’s  m ansion, w hich officially s ta r ts  in­
m otion  th e  m ach inery  of a  leg isla tive  in ­
vestiga tion  w hich is  expected to  end th e  
po litical ca reer of G overnor H enry  H or­
ton, de te rm in e  th e  new  political m ap o f  
th e  S ta te  and  b rin g  troub le  in  m a n y  
q u a rte rs .”
The firs t problem  confron ting  th e  in ­
v es tig a tin g  com m ittee, appoin ted  under 
th e  te rm s of th e  reso lu tion , w as th e  se­
lection  of a tto rn ey s  and  accountan ts. T h e  
new spaper rep o rts  ind ica te  th a t  th e  fac­
tio n  back of th e  investiga tion  w a s  
in s is ten t on secu ring  na tio n a lly  know n 
au d itin g  firms, a lthough  w ith  reference  t o  
th e  necessary  legal ta le n t i t  seem ed th a t  
Tennessee w as ab le  to  fu rn ish  a ll th a t  
w as needed. T he Tennessee Society o f 
Certified Public  A ccountan ts has, w ith  
com m endable energy, m ain ta ined  th a t  t h e  
local accoun ting  p rofession  w as a s  w e ll 
m anned as w as th e  local legal p rofession. 
T here  is  considerable v a ria tio n  in  t h e  
ideas a s  to w hat po in ts should be covered 
in  th e  investiga tion , m any m a in ta in in g  
th a t  w h a t is needed m ost is not an  a u d it  
of S ta te  accounts bu t ra th e r  th a t  a  su rvey  
should be u n d ertak en  in  w hich a  com plete  
ana ly s is  should be m ade of th e  w ho le  
S ta te  financial s tru c tu re .
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The Electric Panel System
T h e  c e r t i f i e d  p u b l i c  a c ­c o u n t a n t  of May, 1929 con­ta in ed  an  a rtic le  u n d er th e  cap­
tion , "R em ote C ontrol.” T he p resen t 
a rtic le  is, in  a  m easure, a  con tinuation  of 
th e  sub ject w ith  especial reference  to 
chain  sto re  w arehouse uses.
T he accom panying illu s tra tio n  is a 
reproduction  of a  sketch  m ade to  accom­
pany  a fu lly  electrified system  designed 
fo r a  w arehouse of a  well-known national 
chain—stress  is la id  on th e  fac t th a t, as 
th is  is here  p resen ted  fo r th e  public ac­
cou n tan t’s no tice  i t  is no t an  u rge fo r the  
consideration  of all of its  ram ifications 
to  be m en ta lly  applied  to  any  of th e  
re ad e rs’ own problem s a ris in g  out of the 
needs of one or m ore of h is clients, and to 
be flippantly  re fu ted  o r countered  by 
cap tious critic ism  born  of in n a te  “sales 
resistance .” I t  w as in tended  only fo r 
w hat i t  rea lly  is, i. e., p ic tu red  deta ils  fo r 
a  specific w arehouse, and  is h e re  o ther­
wise presen ted  as a  p a rtia l suggestion  of 
w hat is  e lec trica lly  possible w ith  tele­
phone ap p a ra tu s  used in  coupling up  ac­
coun ting  devices.
T he h e a rt of th is  system  is the  “Elec­
tr ic  Panel.” In  a  chain  s to re  w arehouse 
or a  m ail o rder house an  ind iv idual 
“P ane l” is  needed fo r each m erchandise 
item  handled, p lu s ce rta in  general “P an ­
els” fo r  o th e r uses. These, fo r conven­
ience, m ust be coded, ju s t as telephone 
subscriber in s ta lla tio n s  a re  coded. Be­
yond th e  m erchand ise  in fo rm ation , such 
o th e r d a ta  as nam es and  localities of 
u n it stores, or sales agencies, expressions 
such as, “Out of stock—order la t e r ;” 
“Dropped from  th e  l in e ;” etc., m ay be 
e lec trically  connected and  coded so as to 
be “tuned  in ” a t w ill, by th e  operator.
In  the  sketch  th e  “P anel R acks” are  
supposed to  rep resen t, no t only item s of 
m erchandise, bu t m oney values of single 
“sh ipp ing  u n its ,” together w ith  a p lu ra l­
ity  of th e  sam e u n it values. T hese m oney 
values m ay apply  both  to  “cost p rices” 
and “selling  prices.” Thus, fo r exam ple, 
take  th e  am ount, $8.40; if  th e re  are, say, 
tw o hundred  fifty-eight d ifferent item s, 
th e  cost of w hich, per sh ipp ing  u n it, is  
$8.40 , th e re  would no t be a m u ltip lic ity  
of, say 258 se t ups of th a t  am ount, bu t 
only one “P an e l” fo r th a t  am oun t; w ith  
its  progressive increases by “shipp ing  
u n i t s ;” as 1, $8.40; 2, $16.80; 3, 25.20; 
etc. A sing le  w ire  connection w ill serve 
to  “pull u p ” a m u lticon tac t re lay  w hich 
“tu n es  in ” th e  p roper “Cost P rice  P anel.” 
L ater, in  dialing , when “1” is dialled  it  
com pletes th e  c ircu its  involved in, say 
$8.40; if “2” is dialled i t  com pletes on 
$16.80; “3” on $25.20; etc.
On certa in  o ther m erchandise item s 
th e  selling  price  of one “sh ipp ing  u n it”
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m igh t be $8.40. T herefo re  th e  selfsam e 
“P an e l” m ay conveniently  be employed 
for both “cost” values and “se lling” val­
ues. This, of course, does no t m ean on 
th e  sam e item  of m erchandise.
T he “Panel S ystem ” m u st no t be con­
fused w ith  th e  so-called “U nit C ontro l” 
system  fo r departm en t stores. T he “U nit 
C ontrol” system  em ploys perfo ra ted  cel­
luloid tokens for custom ers’ identification  
purposes; th e  c lerk  has a  som ew hat sim ­
ila r token, and th e  garm en t has on i t  a  
tag  w ith  ce rta in  code num bers and  m oney 
values perfo ra ted  in  it. In  case of cred it 
sales these  th re e  a re  placed in  a  “tra n s ­
m itte r ,” and  a re  au tom atica lly  listed  on 
a  ty p ew rite r in  th e  c red it office. If  c red it 
is approved th e  “tr a n sm itte r” is th en  un­
locked by an  im pulse from  the  cred it of­
fice, and th e  goods a re  given to  the  cus­
tom er. I f  i t  is  a  cash  tran sac tio n  no w ait 
is  involved, and  th e  cash  is au tom atically  
reg istered .
In  th e  “P anel System ” th e re  m ay be 
added a  “m ete r” o r “coun ter” fo r au to­
m atica lly  sum m ating  u n it tran sac tio n s  
w here such in fo rm ation  is  desired. "Where 
such  a  m e te r is used i t  h as  th e  add itional 
fe a tu re  of a  “tell-tale,’ w hich, upon a r ­
riv a l a t  zero, p reven ts “o v erd ra fts” by 
show ing no  p rices on th e  invoice b u t 
m erely  th e  code num ber of th e  m erchan­
dise item , and th e  expression, “Out of 
stock— order la te r” ; o r w hatever m ay be 
desired.
I f  no m eters  a re  used on th e  various 
“P an e ls” fo r th e  purpose of sum m ating  
stock issuances of a  given code num ber, 
th e  perfo ra ted  card  system  can be em­
ployed. H owever, as a  b road proposi­
tion , and  w here no  long, s tra ig h t ru n s  
a re  involved, i t  m ay  confidently be said  
th a t  a ll of th e  in fo rm ation  gleaned from  
punched cards m ay be less expensively 
obtained by th is  “P anel System ,” p lus 
ce rta in  o th e r sim ple, m anual-sorting  de­
ta ils .
In  th e  sketch  th e  selection of “P an e ls” 
is b rough t about in  th is  m anner: A stan d ­
a rd  form  of p rin ted  order, w ith  w ritte n  
d ig its rep resen tin g  q uan tities  desired  of 
ind iv idual item s, hav ing  been received 
from  a  u n it store, finds its  way, th ro u g h  
reg u la r rou tines, to  th e  desk of an  opera­
tor. T he operator firs t positions a  bill- 
head ing  in  th e  “B illing  T ypew rite r” 
show n a t  upper left-hand side, p referab ly  
som e form  of continuous, fl at-fold paper 
should  be used ra th e r  th a n  a roll of paper, 
fo r pu re ly  m echanical reasons; i. e., i t  is 
less of a  d rag  on th e  p laten . T his fea tu re
is a lso  applicable to  th e  “D epartm en ta l 
T ypew rite rs” w hich  a re  to  be severally  
located in  th e  v arious departm en ts of the  
p lan t, depot, o r w arehouse.
N ext th e  opera to r scru tin izes th e  v a ri­
ous sheets of th e  order, and, on th e  fro n t 
row  of “keys,” depresses th e  key-num ber 
of each  dep artm en t involved in  th e  order. 
In  th e  low er row  of lam ps on th e  up­
r ig h t po rtio n  of th e  desk, a  correspond­
ing  lig h t w ill glow fo r each d epartm en t 
“tuned  in ” by a  “key.” T hus a  single, 
o r a  p lu ra lity  of “D epartm en ta l Type­
w rite rs” m ay be sim ultaneously  “tuned  
in .”
T he operator, next, on th e  upper righ t- 
hand  of th e  4-dial group, d ials th e  s to re  
num ber, and, on th e  upper-left, th e  desig­
n a tin g  “Zone” num ber, or genera l sales 
a re a  w hich th e  s to re  is in. T hese ro ta ­
tio n s  serve  to  select th e  “P an e l” of th e  
s to re  from  w hich th e  o rder m ay have 
been received. Upon th e  re tu rn , or a n ti­
clockw ise ro ta tio n  of th e  “Zone” d ial to  
norm al, i t  s ta r ts  th e  au tom atic  p r in tin g  
of th e  nam e, address, and tow n of th e  
s to re  send ing  th e  order.
A t th is  po in t th e re  is  a  v a ria tio n  in  
use u n d er d iffering  conditions. T hus, if  
b u t one “D ial Desk” is  employed i t  is a  
foregone conclusion th a t  no  in te rfe rence  
w ill occur; and  th e re fo re  th e  nam e and  
add ress  m ay safely  be sim ultaneously  im ­
p rin ted  on  th e  ty p ew rite rs  of a ll d ep a rt­
m en ts involved in  th e  p a rticu la r o rder— 
w hereas, if  a  p lu ra lity  of “D ial D esks” be 
em ployed on th e  sam e “P ane ls” and  th e  
sam e rem otely  contro lled  “D epartm en ta l 
T ypew rite rs,” confusion w ould follow.
In  th e  la t te r  case a  flash w ill show th e  
opera to r w hich  “D epartm en ta l Type­
w rite rs” a re  “busy,” and  she sim ply  
chooses a  dep artm en t w here th e  lig h t—or 
absence of lig h t—ind icates “c lear.” And 
she causes th e  nam e and  add ress (le ft 
“tuned  in ” by th e  ti l t in g  of low er-right- 
hand  m anual key) to  be im prin ted  a t  th e  
tim e  she “gets th e  line.” F o r exam ple 
th e re  a re  ten  departm en ts and four opera­
to rs  w ork ing  on store-orders. T here  need 
be very  l i t t le  confusion or delay. In  th e  
m ore ac tive  d epartm en ts  tw o or m ore 
“D epartm en ta l T ypew rite rs” can be in ­
stalled .
In  th e  case of a  m ail-order house w here 
th e re  a re  from  tw en ty  to  fifty d epart­
m ents and  the  o rder involves only a few 
item s in  any  one d epartm en t th e  delay is 
s lig h t a t  an y  tim e. T h is  is p a rticu la rly  
so because h ere  th e  nam e does no t have 
to  be repea ted ; th e  identification  com ing 
from  th e  “tra n s fe r  num ber” or “order 
num ber” (as  i t  m ay be locally  kn o w n ). 
In  th is  use the  operator uses th e  key­
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board  of her “M aster B ille r” for typ ing  
nam e and add ress; if, perchance th e  cus­
to m er’s o rig inal o rder is no t used in  th is  
capacity . In  an y  event th e  designating  
“consecutive num ber” is “tu n ed  in ” by 
t i l t in g  th e  upper-right-hand “M anual 
K ey” righ tw ard . (L eftw ard  on th e  sam e 
“M anual K ey” is fo r “tim e” reg is tra tio n .) 
In  operation  th e  exact o rder of precedence 
of d ifferent departm en ts is no t essential. 
I f  the  “line  is busy” the  opera to r sim ply  
selects any availab le  line  she  m ay need, 
secure in  th e  th o u g h t th a t  she canno t ex­
ceed th e  exact num ber of departm en ts she 
m ay have counted in  th e  first place.
In  those uses w here a ll th e  departm en ts 
a re  no t sim ultaneously  “tu n ed  in ,” th e  
coun t of dep artm en ts  w ill be reg istered  
on a  d ial no t ind icated  in  th e  sketch . F o r 
exam ple th e  opera to r counts four d epart­
m ents, a n d  d ia ls “4” ; she canno t exceed 
fo u r several reg is tra tio n s  w ithou t being 
“signalled” about it. T herefore, if, in  
h e r  va rio u s selections of id le  w ires, she 
m ig h t happen  to  unconsciously repeat 
som ething, she exceeds her o rig inal count 
an d  is  apprised  of th e  fac t before any 
confusion resu lts .
T he physics of th is  num bering  p lan  in ­
volves no  expensive appara tu s . I t  is an  
ad ap ta tio n  of c e rta in  standard-m ade tele­
phone-connecting production  un its . T he 
device is equipped w ith  con tac t p lates 
w h ich  a re  severally  w ired  so a s  to  be elec­
tr ic a lly  ind ica tive  of specific d ig its  w hich 
m ay be rem otely  tran scrib ed  to  a  type­
w rite r  or a n  add ing  m achine, o r both.
A fter th e  series of num bers shall have 
been s ta rted , the  nex t num ber step s up 
only w hen th e  opera to r ro ta te s  a  d ia l or 
depresses a  key. A fter one tran sm issio n  
from  a  given num ber, any  add itional 
tran sm issio n s from  th e  sam e num ber w ill 
be  accom panied by bo th  a  s teady  red  
“v isua l” and  a  re c u rrin g  “audib le” w arn ­
in g  tone. W hen add itiona l tran sm issions 
a re  m ade from  a  num ber, th e  successive 
tran sm issio n s w ill be accom panied by a 






To th is  is added th e  fea tu re  of preced­
in g  th e  m ain  num ber by th e  to ta l num ber 





T his fea tu re  is to  give th e  sh ipp ing  de­
p a rtm en t due and  tim ely  notice of ju s t 
how  m any d epartm en ta l lis ts  a re  involved 
in  th e  sh ipm ent. If  th e  opera to r w ere to  
a ttem p t any sub-num ber beyond h e r orig­
in a l count, a  sep ara te  a la rm  would sound, 
and  th e  ty p ew rite r w ould “refuse  to  ac t.”
On the  sam e line  th e  num ber is typed 
is  also tra n sm itte d  the  exact tim e  of such 
tran sm itta l. T h is equipm ent is inexpen­
sive and consists of te lephone appara tu s 
p lus any type of clock from  w hich “m in­
u te  im pulses” can be taken .
May we now  rev e rt to  th e  sto re  order 
sheet w hich in  th e  sketch  lies on the  
p laten , under th e  “D ial B ridge.” T he pre­
lim in a ry  h and ling  of an  o rder hav ing  
been discussed m ay w e here  assum e th a t 
th e  headings shall have been typed on 
th e  various and several “D epartm en tal 
T ypew rite rs” involved (located  r ig h t in 
th e  departm en ts, ad jacen t to  th e  m er­
chand ise).
T he form  of o rder sheet show n in  the  
sketch  rep resen ts  a  large shee t w ith  th ree  
colum ns of one hund red  item -num bers 
each, o r th re e  hund red  item s to  th e  sheet. 
I t  m ay be said , in  passing, th a t th e  sheet 
m ay be of an y  capacity  desired  by th e  
accoun tan t; b u t sensib le  decim al a rran g e ­
m en t should  be followed. T hus, do not 
m ix up hundreds, thousands, etc. A 100- 
item  colum n should be a ll of th e  sam e 
“hun d red ” d ig it, as, 100 to  199, inclusive. 
F u rtherm ore , th e  p r in tin g  on th e  sheet 
shou ld  “re g is te r”— th a t  is, all sheets be 
th e  sam e exactly. T his because elec trical 
connections a re  au tom atica lly  m ade ac­
cord ing  to  th e  spacing on th e  p rin ted  
sheet.
Now, as p reviously  explained, th e  “De­
p a rtm en ta l K eys” a re  depressed for all de­
p a rtm en ts  involved. T he operator is 
ready  to  s ta r t  lis tin g  item s. She de­
presses key “O” w hich re leases a ll “De­
p a rtm en ta l T ypew rite rs,” b u t th e  first de­
p a rtm en t; th is  la t te r  now being in  read i­
ness to  receive th e  item s of th e  order.
T he opera to r now au tom atica lly  m akes 
“P an e l” selections by the  fo rw ard  m otion 
of th e  “D ial B ridge” w hich m echanically  
operates e lec trica l “w ipers” to  select th e  
“U n it” an d  th e  “T en” of the  item . The 
“T housand” an d  “H u ndred” being ind i­
cated by  th e  tw o row s of keys th u s 
labelled in  th e  sketch . T hese keys a re  of 
th e  so-called “flexible” v a rie ty  and  re ­
m ain  se t u n ti l m anually  changed. A 
lam p co rresp o n d in g  to  each key w ill 
“g low” to  in d ica te  w hich  key d ig it of each 
value is in  operative condition.
W hen th e  opera to r sh a ll have pulled  th e  
“B ridge” fo rw ard—e ith e r  step-by-step, as 
in  th e  case of sm all m oves forw ard, a  la  
E llio tt F ish e r  typew rite r , or by lay ing  a  
hand  on th e  “B ridge” an d  rap id ly  pu lling  
i t  over th e  in te rv en in g  space to  th e  nex t 
w ritten  d ig it w hich ind ica tes an  o rder— 
she w ill d ial th e  num ber of “sh ipp ing  
u n its” expressed in  th e  order. T he num ­
ber th u s  dialled  p r in ts  itse lf on th e  tw o 
typew rite rs , i. e., th e  “M aster B ille r” and 
th e  “S a te llite  M achine” ; and  th e  typ ing  
of th is  d ig it is followed, au tom atically , 
by th e  nam e of th e  m erchand ise  item  as
it  shall have been pre-set on th e  “P anel.”
T he q u an tity  dialled  also  serves an ­
o th e r purpose, to  w it: I t  “pu lls u p ” a 
m ultip le-contact relay , connecting  w ith  
m oney ex tension  “P an e ls” for th e  values 
involved in  the  “Cost” of th is  m erchan­
dise, w hich au tom atica lly  types itse lf on 
th e  add ing  m achine app rop ria ted  to  “Cost 
A ccum ulations.” If b u t “1” u n it is  dialled 
i t  m ay pull up o u r  p reviously  m entioned 
$8.40 as th e  cost p rice  of one un it, if “2” 
u n its  a re  d ialled  i t  w ould be th e  16.80; 
“3” would be 25.20, etc.
W hen we come to  th e  extension by “sell­
ing  p rices” an o th e r fea tu re  en te rs  in. 
W here chain  sto res observe a  fixed selling  
price  in  a ll sales areas these  p rices can 
be pre-set on “panels .” B ut, in  cases 
w here p rices vary  in  d ifferent p a r ts  of 
s ales te rrito rie s , th e  “selling  p rice” can­
no t be pre-w ired under exactly  th e  sam e 
system  of selection—although  s till “Pan- 
nelled.” T he price  m ust be specifically 
dialled.
In  th e  sketch  th e  tw o fro n t dials of th e  
4-dial group a re  fo r th is  purpose; th e  
righ t-hand  d ia l being  fo r “price” and  th e  
left-hand d ia l fo r q u an tity  to  be sold a t 
th a t  p rice—norm ally  th e  “q u an tity ” dial 
w ill be se t a t  “1” an d  if an  item  sells fo r 
te n  cents th e  righ t-hand  d ial w ill be ro­
ta ted  for “1” an d  “0,” respectively. If  it  
se lls  th re e  fo r a  quarte r, th e  left-hand 
dial w ill be ro ta ted  “3” and  th e  righ t- 
hand  d ial “2” an d  “5,” respectively. These 
ro ta tio n s w ill au tom atica lly  connect a 
p rice “P an e l” w h ich  w ill respond to w hat­
ever num ber of “sh ipp ing  u n its” m ay be 
involved and  w ill au tom atica lly  type the  
p roper ex tension on th e  “se lling  price” 
adder.
A t th e  end of th e  lis tin g  of item s of 
a  g iven d epartm en t a  “tra n s fe r  to ta l” w ill 
be m ade w hich w ill “c lea r” th e  upper 
coun te r fo r th e  nex t sum m ation  and  w ill 
add  in  th e  low er coun ter to  effect a  g rand  
to ta l fo r th e  b illing  of th e  day. A ddi­
tio n a l adders  can be cu t in, so as to  m ake 
independent sum m ations fo r ind iv idual 
departm ents. In  chain  s to re  w arehouses 
one adder to  a  dep artm en t; th e  upper 
coun ter fo r “cost” and  th e  low er counter 
fo r “selling  p rice .” In  m ail o rder houses 
w here  “cost p rice” is  no t considered, and 
th e re fo re  n o t sum m ated, one adder w ill 
an sw er fo r tw o sep ara te  departm ents.
In  o ther in s ta lla tio n s  about any  in fo r­
m ation  im aginab le  can be evolved elec­
trica lly , depending squarely  upon w h a t 
th e  accoun tan t th in k s  he  would like to 
get. H owever, a  p rim e pre-requisite  to  
these  physical a id s is  “th in k in g ” on th e  
accoun tan t’s part.
I t  is po in ted  ou t th a t  beyond th e  w are­
house m erchand ise  accounting  plan, m any 
o th e r helpfu l aids can  be en listed  if  ac­
coun tan ts w ill m ake use of them . T hus, 
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I N the P rogress of Public  A ccounting, both as to  ideals and  m ethods, lies m uch of our fu tu re  success and 
sa tisfac tion  in life. O ur p rofession  has 
been p raised  to  the  sk ies and  we a re  
pointed  to  as th e  profession  whose hon­
esty  and in teg rity  a re  i ts  p rinc ipal assets. 
As m em bers we m ay adm it some question  
a s  to our ab ility , bu t never as to  charac­
ter, believ ing  th a t  ch a rac te r is th e  basis 
of all our actions an d  th e  m ost im por­
ta n t ind iv idual fac to r in  o u r professional 
re la tionsh ip . P erhaps by com parison 
w ith  o ther professions we a re  charged 
w ith  a  g rea te r responsib ility  th an  th a t  
o f m ost professions and ou r success is 
m erely  th e  foundation  fo r th e  nex t step 
fo rw ard  w hich w ill s till keep us well out 
in  fron t.
As a  profession we a re  judged, not so 
m uch by looks and appearances, b u t by 
th e  c h a rac te r of o u r w ork  an d  th e  value 
w hich m ay be a ttach ed  to  o u r w ork or 
th e  app ra isem en t of our opinions and 
services rendered.
Q uite often th e  public confuses charac­
te r  w ith  repu ta tion . W e m ay be b e tte r 
th a n  our repu ta tion , b u t never can we 
excel our character. T he one lives w ith in  
m an ; th e  o ther is w hat people th in k  or 
say.
W e are  very  m uch concerned w ith  our 
responsib ilities, no t only to ou r clients, 
b u t to our profession, its  m em bers, and 
th e  public. W e a ttem p t to  codify these 
responsib ilities by s tan d a rd s  of practices, 
codes of e th ics, etc., and  a ttem p t to  
legislate ce rta in  elem ents in to  th e  h e a rts  
of m en w ith  unproductive resu lts .
The tendency in  th e  p ast has been to 
have a  law  about th is  or th a t o r to  cover 
a  p a rticu la r m a tte r  w ith  the  re su lta n t 
condition th a t we a re  suffering from  too 
m any law s ins tead  of th e  lack  of laws. 
T his has been, to  a very  la rge  degree, 
tru e  as i t  applies to our p rofessional 
ru les or code of ethics. As a  condition 
a rises a  ru le  is passed or adopted and 
actions a re  governed, no t so m uch by a 
general ru le, bu t by a  specific ru le ; and 
if a  specific ru le  is found w hich m igh t 
apply bu t does not correspond w ith  ex is t­
ing  conditions, it  is likely  to  be e ith e r 
ignored or obeyed. We need m ore u n i­
fo rm ity  and a  general u n d ers tan d in g  of 
our common or fundam enta l re la tionsh ip  
w ith  each o ther and  few er regu la tions 
covering specific instances.
In  theory , a ll ru les  or codes of eth ics 
should be equally  enforced, bu t in  p rac­
tice  such  h as  n o t a lw ays been the  case. 
I t  is difficult to  leg isla te  ru le s  of hum an  
re la tionsh ips an d  have them  effectively 
lived up to  w ithou t th e  rea l sanction  of
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public opinion. T his applies to  our p ro­
fession w ith  equal force and effect.
P recep ts of p rofessional conduct m ust 
n o t be negative in  form  nor a ttem p t to  
cover specific m a tte rs  w ithou t any com­
m on und ers tan d in g  as to  fundam entals. 
Such precepts m ust be idealistic , a n i­
m ated  by a  s p ir i t  th a t  seeks th e  general 
good, hold firm ly to  ideals, s tren g th en  
th e  loyalty  of th e  m em bers and  com m and 
the confidence of th e  public.
As a  m a tte r  of fact, if we stop  to  con­
sider, we know  th a t  to  a su rp ris in g  de­
gree, our profession  is g iv ing very  little  
tim e or considera tion  to  th is  funda­
m ental. We grope around  for so lu tions 
to  p roblem s using  precedents and  com­
m on p rac tices  and  often overlook th e  com­
m on ground  on w hich w e all s tand .
M uch of o u r m isunders tand ing  and  
grievances betw een m em bers of our pro­
fession is due to  m isconception and m is­
in te rp re ta tio n  of th ese  codes and  stand ­
a rd s  of p ractices. F undam enta lly , I be­
lieve w e a re  p re tty  w ell agreed, b u t we 
a ttem p t to  govern our re la tionsh ip  by 
negative codes ra th e r  th a n  by positive 
decla ra tions and  by th e  exem plification 
of th e  sp ir it  of th e  Golden R ule in  a ll 
ou r re la tions. W hen a  m em ber of our 
p rofession th in k s  of a ll people and  all 
m em bers of h is  profession only in  te rm s 
of h is  own selfish self he has lo s t h is  
a im  an d  w ill soon be lo s t as our profes­
sional advancem ent and  p rogress w ill 
cast h im  off as i t  goes on.
E th ics  is th e  science of hum an  conduct 
and  a  code m ust se t definite ideals of con­
duct. W e should req u ire  cand ida tes for 
adm ission to  subscribe to a  reasonable 
s tan d a rd  of e th ics as a  condition to  ad­
m ission. W e a re  en tru s ted  w ith  a  public 
service and  a re  charged w ith  th e  du ty  
of fa ith fu l service, of fidelity  to  th e  com­
m unity , to  ou r profession  and  our clients.
C ooperation is  n o t enough  although  it  
is a  s tep forw ard , b u t we m ust have a 
sp ir it  of professional coordination . We 
s til l  fea r th a t  our fellow  p rac titio n e rs  
w ill lea rn  w h a t we a re  doing. W e should 
be able to  know  w hat o thers  a re  doing 
so  th a t  anyone w ho chooses m ay profit 
by th e ir  experiences. R a th e r th an  com ­
pete w ith  each o ther le t u s  increase  th e  
value of ou r services a s  a  group and  I 
am  su re  our n e t re su lts  w ill increase 
m uch fa s te r  th a n  w hen we th in k  about 
gross fees alone.
As a  profession we m ust have th e  
h ighes t s tan d a rd  of ch arac te r w hich h a s  
fo r its  foundation  th e  tru e  conception of 
th e  fundam enta ls of hum an  re la tionsh ip , 
and m ust give th is  very  serious consid­
e ra tio n  in  the  tra in in g  of our staffs. 
S u re ly  prospective m em bers should  have 
a  very  clear an d  definite un d ers tan d in g  
of th e  fundam enta ls  in  hum an  re la tio n ­
sh ip .
Schools of lea rn in g  m u s t no t only t r a in  
m en in  theory , b u t m ust t r a in  them  in  
th e  fundam en ta ls  in  hum an  re la tionsh ip  
i f  they  a re  to  have a  tru e  conception of 
w h at professional life  rea lly  m eans. I t  
is  th e  lack  of th is  u n d e rs tan d in g  on the  
p a r t of prospective rec ru its  th a t  is of 
g rave  concern. In  passing, I  th in k  th a t  
th e  m em bers of th e  profession m igh t w ell 
afford to  spend  som e tim e  each day in  
consideration  of th e  fundam enta ls in  
h um an  re la tionsh ip . I  am  su re  if  every­
one did, a  m arked  im provem ent w ould 
soon be noted. I t  should  be our forem ost 
consideration .
To a ttem p t th is  tra in in g  a f te r  s tu d en ts  
finish school and  have en tered  th e  p ro ­
fession is n o t a t  a ll p rac tica l or feasible, 
and  if p rac tica l would ten d  to be ind iv i­
dual and  lack  coordination. I t  is a  m a t­
te r  th a t  m u s t have foundations th a t  have 
been la id  early  in  school life  and p roper 
conception of th e  fundam en ta ls in  hum an  
re la tionsh ip . I t  is no t a  m a tte r  of sec­
ondary  or inc iden ta l im portance, b u t of 
p rim ary  im portance to  a  successful p ro­
fessional life, ran k in g  in  equal or 
g rea te r im portance to  th eo re tica l o r tech ­
n ical tra in in g . We m ay excuse lack  of 
ability , b u t i t  is difficult to  excuse sh a rp  
practices an d  ac ts  w here in  th e re  is  ju s ti­
fication fo r question ing  our ch a rac te r and  
in teg rity . One h a s  an  excuse, w hile the  
la t te r  s tan d s  by itself.
C haracter is our p rinc ipa l a sse t and 
we m u st have a g rea te r apprecia tion  of 
its  value if w e a re  to  be a stab iliz in g  fac­
to r  in  th e  life  of business.
Such stu d y  and  tra in in g  should n o t be 
confined to  an y  p a rtic u la r  period of 
school life, bu t should s ta r t  in  our k in d e r­
g a rten s  an d  end  a t  g radua tion  from  our 
h ighes t schools o f learn ing . Such teach­
ing  w ill do a ll s tu d en ts  m uch good, be­
cause a  tho ro u g h  un d ers tan d in g  of th e  
fundam en ta ls in  hum an  re la tionsh ip  and  
its  re su lta n t app lica tion  du ring  life is th e  
u rg en t need of the  p resen t age.
I t  is no t th e  purpose o f th is  p ap e r to 
discuss w h a t sh a ll be th e  procedure. I 
am  concerned only w ith  th e  fac t th a t  it  
is n o t being  done to  the  ex ten t th a t  our 
p rofessional life  requ ires. Serious con­
sid era tio n  m ust be given th is  sub ject by 
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Calendar Simplification —  Its Benefits
T H E  in te re s t  in  C a len d ar s im p li­fica tion  is  ra p id ly  g ro w in g  w ith  favo r. T he pub lic  is aw ak en in g  
to  th e  d isad v an tag es  of th e  p re s e n t ca l­
e n d a r  a n d  is e a rn e s tly  seek in g  an  im ­
proved  one to  ta k e  its  p lace . Such 
im p o rtan t o rgan izations a s  th e  Cham­
b e r of C om m erce of th e  U n ited  S ta tes , 
th e  N a tio n a l A cadem y o f Science, In ­
te rn a tio n a l L abo r C onference  an d  th e  
In te rn a t io n a l C h am b er o f C om m erce, 
a lso  o th e rs , have  voiced th e i r  ap p ro v a l 
of a  rev ision . M any o f o u r  local ch am ­
b ers  of com m erce, R o ta ry  C lubs an d  
o th e r  c lubs h av e  ad o p ted  I re so lu tio n s  
fav o r in g  th e  p lan . In  E u ro p e , too, 
c a le n d a r  s im plifica tion  is advoca ted . 
T h e  L eague  o f N a tio n s  h a s  a p p o in ted  a 
co m m ittee  to  s tu d y  th e  p lan s  su b ­
m itted  and  to  m ake recom m endations, 
an d  a  B ill now  b e fo re  o u r  ow n 
H o u se  an d  S enate .
In  th e  rep o rt of th e  N ational Com­
m itte e  on  C a len d a r S im plifica tion  fo r  
th e  U n ited  S ta te s , su b m itte d  to  o u r 
S e c re ta ry  of S ta te  by  Mr. G eorge E a s t­
m an , o f th e  E a s tm a n  K o d ak  C om pany, 
tw o  p la n s  a re  su b m itted . P la n  1, is 
know n  as th e  In te rn a t io n a l F ix ed  C al­
e n d a r  an d  i t  co n ta in s  th i r te e n  m o n th s  
o f  tw en ty -e ig h t days each , w h ile  P la n
2 is  te rm e d  th e  F re n c h  C a len d a r an d  
i t  co n ta in s  tw elve  m o n th s , of w h ich  
M arch, June, Septem ber and  Decem ber 
hav e  31 days each  an d  th e  rem a in in g  
e igh t m onths have 30 days each.
D u rin g  N ovem ber of la s t y e a r  a n ­
o th e r  su g g es ted  c a le n d a r  m ade its  a p ­
pearance, an d  is called th e  W orld 
C a len d ar . I t  is p a tte rn e d  a f te r  th e  
F re n c h  C a len d ar in  th a t  i t  a lso  con­
ta in s  tw elve  m o n th s of 31 an d  30 days, 
how ever, th e  W o rld  C a len d ar is a n  
im provem ent over th e  F ren ch  C alendar 
an d  i t  is a lso  a n  im p ro v em en t over o u r 
p re s e n t ca le n d a r. I t  p laces th e  31-day 
m o n th s  a t  th e  b eg in n in g  o f th e  q u a r ­
te rs  so th a t  Jan u ary , Ju ly  and  O ctober 
re ta in  th e  31 days th a t  o u r  p re se n t 
c a le n d a r  g ives th e m  w h ile  A pril s ta r ts  
th e  second q u a r te r  w ith  31 days. T he 
e ig h t re m a in in g  m o n th s  h av e  30 days 
each. T h u s w e have  a  y e a r  of 364 
days. T he n am e of th e  3 6 5 th  d ay  is 
Y ear D ay and  w ill be in te rca la ted  be­
tw een  D ecem ber an d  J a n u a r y  w hile  th e  
3 6 6 th  d ay  w ill be know n  as L eap  Day 
an d  w ill be in te rc a la te d  ev e ry  fo u r  
years a t  th e  end of June . T he 31- 
day  m onths—th e  firs t in  each q u a rte r  
—con ta in  five Sundays and  fo u r  S a t­
u rd ay s , w h ile  th e  la s t m o n th  in  each  
q u a r te r— th e  30-day  m o n th s— co n ta in  
fo u r  Sundays and five S a tu rdays. T he 
re m a in in g  fo u r  m o n th s— th e  m idd le  
ones in  each  q u a r te r— co n ta in  3 0 days,
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each, w ith  fo u r  Sundays a n d  fo u r  S a t­
u rd ay s . E ach  m o n th  w ill hav e  26 
w eek  days. W hile  th e  W o rld  C alen d ar 
h as  ad v an ta g es  o v e r o u r  p re s e n t one, 
a lso  over th e  su g g es ted  F re n c h  p lan , 
i t  does no t sa tisfy  th e  present-day needs 
fo r w hich th e  m ovem ent w as rea lly  
s ta rted .
T he th re e  m a jo r defec ts o f th e  p re s ­
e n t c a le n d a r a re : first, th e  la c k  of 
eq u a lity  in  th e  le n g th s  of th e  m o n th s; 
second, th e  fa c t th a t  th e  m o n th s  do n o t 
co n ta in  a  w hole n u m b er of w eeks; 
th i rd , th e  fa c t th a t  th e  days of th e  
w eek  s h if t  each  y e a r  to  d iffe ren t d a tes .
N ow  le t  us see how  th e  F re n c h  and  
th e  W o rld  C a len d ars  ap p ro ach  th e se  de­
fects. T he first defect is p a rtia lly  cor­
re c te d  by  a  re s h if t in g  of days f ro m  
c e r ta in  m o n th s on to  o th e rs  b u t i t  does 
n o t to ta lly  c o rre c t th e  u n b a lan c ed  con­
d itio n  b ecau se  som e m o n th s  have  30 
days an d  o th e rs  h av e  31 days. T he 
second  d e fec t of o u r  p re s e n t c a le n d a r 
is  ig n o red  by th e  F re n c h  a n d  W orld  
C alendars . T h e  th i rd  m a jo r  d efec t 
is p a r t ia l ly  sa tisfied  in  th a t  th e  days 
of th e  w eek do n o t s h if t  to  d iffe ren t 
d a tes . B u t th e  r e a l  m e a t of th e  w hole 
sim p lifica tion  is n o t rem ed ied  in  th e se  
effo rts  because  th e  m o n th s  in  th o se  
ca lendars s til l con ta in  split-weeks.
T he split-w eek difficulty is th e  bone of 
con ten tion  in  ca lendar sim plification  and  
i t  is p roperly  hand led  in  only one p ro­
posed calendar, nam ely, th e  In te rn a tio n a l 
F ixed C alendar w hich con ta in s 13 m onths, 
of 28 days each. T rue, th e  13-month 
ca lendar does no t p rovide fo r qu arte rly  
o r sem i-annual periods a t  th e  end of 
a  m onth  (n e ith e r does our p resen t 
one, s tr ic t ly  sp eak in g ), b u t i t  has been 
our experience th a t  p rogressive com­
pan ies d esiring  rep o rts  on q u a rte rly  or 
sem i-annual periods a re  w illing  to  per­
form  th e  s lig h t am oun t of add itional 
w ork necessary  to  ad ju s t th e ir  figures 
a t th e  end of th e  13, 26 or 39-week q u ar­
te r ly  periods. I t  req u ire s  only a  hand  
fu ll of jo u rn a l en trie s  to  se t up th e  neces­
sa ry  accruals based on experience figures 
in  o rder to  solve th is  ad justm en t.
W hy all th is  ta lk  about C alendar sim ­
plification? To th e  casual re ad e r i t  
m igh t appear th a t  th is  m ovem ent is a  
fad, th a t  i t  is n o t w orth  th e  effort. 
W ill i t  help m e? W hy change th e  date 
of m y b irth d ay ?  W ill i t  help business? 
These a re  a ll logical questions and  th ey  
in te re s t m ost people. I  sha ll begin 
answ ering  th e  questions by a  sh o rt h is ­
to ry  of th e  m ovem ent. T he proposed
13-month In te rn a tio n a l F ixed  C alendar 
is th e  p roduct of Mr. Moses B. Cots- 
w orth , of York, E ngland . A ccording to  
th e  N ational C om m ittee on Sim plifica­
tio n  of th e  C alendar, Mr. C otsw orth be­
gan h is  u n tir in g  efforts tow ards Calen­
d a r sim plification  a f te r  d iscovering  th e  
m any deficiencies in  th e  p resen t calen­
d a r w hile  a c tin g  a s  A dvisor to  th e  Gen­
era l M anagem ent of th e  N o rth eas te rn  
R ailroad  in  E ngland . I t  w as Mr. Cots­
w orth ’s du ty  to  explain  th e  increases 
and  decreases in  th e  n e t ea rn in g s of th e  
com pany each m onth . T his led h im  
to  th e  analysis  of m onths, th e  v a ria tio n s  
of th e  num ber of w eek days in  th e  
m onths, th e  values of th e  days, etc.
No, C alendar sim plification is  n o t a  
fad. I t  is a  very  productive  business con­
venience, as has a lready  been dem on­
s tra te d  by th e  successful use of th e  13- 
m onth  C alendar d u rin g  th e  p a s t th ir ty  
years or m ore in  m any  lines of business. 
I t  has helped those  businesses by en­
ab ling  them  to  ob tain  in te llig en t and  
com parable s ta tis tic s  fo r th e  fu r th e rin g  
of profits an d  expansion. W hat helps 
business helps its  employes, and  th ey  in  
tu r n  th ro u g h  th e ir  benefits help o ther 
lines of business. One of th e  beneficial 
fac to rs is th e  increased  tu rn o v er of 
money. M onthly sa la rie s  w ill be paid  13 
tim es a  y ear in s tead  of 12; sem i-m onthly 
sa la rie s  26 tim es  in s tead  of 24. In  Chi­
cago, w here  m ost sa la rie s  a re  paid  
w eekly, i t  is a  fac t th a t  th e  re ta il busi­
ness is m ore evenly  sp read  th ro u g h o u t 
th e  m on th  and  th e re  a re  few er losses 
from  bad debts. A s to  b irthdays, w hy 
w orry? T he change in  th e  ca lendar w ill 
no t m ake you older or younger! George 
W ashington  w as born  on F eb ru a ry  11 b u t 
because of th e  ad ju s tm en t in  th e  p resen t 
ca lendar in  1752 h is  b ir th d ay  is  cele­
b ra ted  on F eb ru a ry  22. J u s t  th in k  of th e  
g rea t p rom inence th a t  w ill be a ttached  
to  a ll of th e  persons born in  Sol, our new  
th ir te e n th  m onth , w hich  w ill be placed 
betw een Ju n e  an d  Ju ly . S h iftin g  of 
b irthdays, in te re s t dates of m ortgages, 
bonds, etc., h a s  a lready  been carefu lly  
w orked out in  th e  form  of a  table. In  
one colum n a re  th e  p resen t ca lendar 
da tes and  im m ediately  a t  th e  r ig h t a re  
co rresponding  da tes  in  th e  13-month ca l­
endar. T h is point, perhaps, b rin g s  to  
your a tte n tio n  th e  m a tte r  of m onthly, 
quarterly , an d  sem i-annual paym ents of 
in te res t. I t  h as been suggested  th a t  
these be m ade on S atu rday , th e  14th o r 
28th. B ecause of th e  p resen t tren d  to­
w ards th e  five-day w eek in  business, i t  is 
m y suggestion  th a t  M onday, th e  2nd and 
16th, be designated  as in te re s t paym ent 
dates. T h is  of course is a  de ta il th a t  
should be governed by th e  n a tu re  of th e  
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 COLEMAN A N D R E W S, form er  
treasurer o f T he A m erican So­
ciety, exp la in ed  th e  m ajor cost  
accou nting  sy stem s em ployed by A m eri­
can  b u siness and declared th a t th e  m ethod  
of accou nting  em ployed by th e  m ajority  
of personal loan  operators is  inadequate  
for th e  purpose of accurate cost determ i­
nation .
“There are tw o  genera l bases of ac­
cou n tin g ,” sa id  Mr. A ndrew s, “one know n  
a s th e  ‘cash  b a s is’ and th e  other as th e  
‘accrual basis .’ Under th e  ‘cash  b a sis ,’ ” 
he continued, “incom e is  taken  in to  ac­
count a s collected , and expenses are taken  
in to  account w h en  paid. Under th e  ‘ac­
crual b a sis’ incom e is  taken  in to  account 
a s  earned, and expenses are tak en  in to  
accou nt w h en  incurred. B oth  bases are  
recognized by th e  In tern a l R evenue  
B ureau for incom e ta x  purposes. T h e re­
su lts  of our stu dy  of reports of th e  N ew  
J ersey  operators ind icated  th a t m ost of 
th e  operators in  N ew  J ersey  kep t the ir  
books on th e  ‘cash  basis.' D ou btless th is  
i s  true of th e  operators through out th e  
cou n try  in  general, and  i t  is  th e  b asis  
of m y g u ess above th a t the m ethod of 
acco u n tin g  em ployed by  th e  m ajority  of 
th e  personal loan operators is  inadequate  
for  th e  purpose o f accurate  co st determ i­
nations.
“N ow  le t  m e illu s tra te  th e  difference  
betw een  th e  ‘cash  b a s is’ and th e  ‘ac­
crual basis .’ L et u s assum e an  operator  
w ith  a  loan  balance of $100,000 a t  the  
b eg in n in g  of th e  y ear  and o n e  of $200,000 
a t  th e  end. O rdinarily  in  su ch  a case  
the am ount of in terest accrued but not 
co llected  at th e  end o f th e  year w ill ex­
ceed  th e  am ount o f su ch  in terest a t the  
b eg in n in g  of th e  year. U nder th e  ‘cash  
b a sis’ th e  am ount o f in terest accrued but 
n ot co llected  a t  th e  b eg in n in g  of th e  
year  w ould  be collected  d u rin g  th e  year  
a n d  th e  am ount of su ch  in terest a t the  
end of th e  year w ill be collected  during  
th e  subsequent year. B u t s in ce  the  
am oun t of in terest accrued b u t not col­
lected  a t th e  end of th e  year exceed s th e  
am ount of su ch  in terest a t th e  begin­
n in g  of th e  year, th e  am ount of in terest 
co llected  du rin g  th e  year is  le ss  th an  the  
am oun t of in terest earned by  th e  am ount 
of su ch  excess. H ence, w here the loan  
b alan ce increases du rin g  a  year, th e  
am ount o f  in terest earned— i. e ., the  
am ou n t of in terest com puted on th e  
‘accrual b a sis’— exceeds th e  am ount of 
in terest collected . C onversely, w h ere  th e  
lo a n  balance decreases du rin g  a  year, 
t h e  resu lt i s  opposite.
“T h is has a d istin c t bearing upon th e  
in terp retation  o f th e  rela tio n sh ip  o f in ­
crea se  to  its  source. I presum e th at m ost
(N ote— A t th e  ann ual m eetin g  of P er­
son a l F in an ce  C om panies, tw o  o f our 
m em bers presented  papers w h ich  are here­
w ith  sum m arized .)
a ll of you, a s a  m atter  of control, at 
least, com pute th e  ratio  of th e  am ount of 
in crease  from  in terest  to  th e  average  
balance of loans ou tstand in g . If th is  is  
so  it  is  obvious th a t th is  ratio  w ill be 
accurate on ly  if  in terest is  recorded as 
earned. You ha v e  th e  opposite of th is  
situ a tio n  in  connection  w ith  borrowed  
m oney and in terest thereon .
“T he genera l u se  of th e  ‘accrual basis' 
i s  m ost im portant from  anoth er v iew ­
poin t. Should  you  reach th e  point, as 
m any trade a sso cia tio n s have, w h ere you  
w ill  desire  to  exch ange w ith  each other  
by ra tio s in form ation  w ith  respect to  in ­
com e and co st o f financing  and expenses, 
your com parisons w ou ld  be inaccurate if  
you did not m ake your ca lcu la tions upon  
th e  sam e basis. In  other w ords, th e  in ­
com e, financing costs, and expense ra tios  
o f tw o  operators m ig h t be ex a ctly  th e  
sam e w h en  prepared o n  th e  ‘accrual 
b a sis’ and vary  considerably  i f  th ese  
ratios w ere based upon th e  ‘accrual b a s is’ 
in  one case  and th e  ‘cash  b a sis’ in  the  
other, so  th a t you r  com parison w ould be 
inadequate.
“T he n ext fun dam enta l p rincip le  ar ises  
from  th e  b asic  character of your bu si­
ness. F or accou nting  purposes your bu si­
n ess i s  an  in vestm en t bu siness. You as­
sem ble cap ita l for  in vestm en t a t in terest. 
T hus your incom e is  derived from  funds  
loaned and out o f your incom e you m ust 
pay for th e  u se  of borrowed capita l and  
serv ices and su pp lies required in  m ak in g  
and co llectin g  loans. T hus th e  success  
of your b u sin ess is  la rg e ly  dependent 
upon th e  ex ten t to  w h ich  you keep your  
capita l— both borrowed and invested—  
sa fe ly  and produ ctive ly  em ployed . T h is  
is  th e  fun dam enta l pr in c ip le  upon w h ich  
in vestm en t en terp rises generally  are con­
ducted, and th e  co u n try  is  fu ll o f  su ch  
enterprises, in c lu d in g  banks, w h ich  are  
su ffering  from  its  v io la tion . A  m ere  
scan n in g  of our report on th e  determ i­
nation  of th e  ea rn in gs of th e  N ew  Jer­
sey  operators w ill revea l som e in terest­
in g  resu lts o f  th e  app lication , or sh a ll 
I say, m isap p lica tion  o f th is  princip le.
“W hat I have in  m ind  here is  th e  re­
la tion sh ip  betw een earn in g  and non­
ea rn in g  assets . A  b u sin ess en terp rise  
w h ich  derives its  incom e from  th e  loan­
in g  or other in v estm en t o f  it s  cap ita l 
at in terest m ay not t ie  up a  large  pro­
portion o f its  cap ita l in  non-earning as­
se ts  w ith o u t un favorab le  effect upon it s  
earn in g  capacity . T he published reports 
of th e  banks of our country bear m ute  
testim o n y  to  th e  resu lts  of th e  v io la tio n  
of th is  princip le.
“In  v iew  of th e  fun dam enta l character  
of your bu siness, your cost of cap ita l and  
your expenses re la te  pr im arily  to  th e  
am ount of cap ita l em ployed. B y  cap ita l 
em ployed I m ean a ll of th e  cap ita l used  
in  th e  bu siness, n o t th e  in v ested  cap ita l, 
not th e  borrowed capital, but th e  sum  
of th e  tw o. Capital com es from  tw o  
sources prim arily : In vestm en t on th e  
first hand, and borrow ing on th e  sec­
ond.
“I have  observed th a t som e operators 
consider th e ir  expenses in  rela tion  to  
th e ir  incom e. T h e  fa lla cy  o f th is  i s  ea s ily  
dem onstrated. F or in stan ce, assum e th e  
fo llo w in g  cond itions: T w o operators, 
each em ployin g  th e  sam e am ount o f cap­
ita l and  each h a v in g  th e  sam e am ount of 
expenses, bu t one operating under a  
m axim um  rate  o f 3 per cen t and  th e  
other op eratin g  under a m axim um  rate  
of 2 per cen t. In  each case th e  ra tio  
of expenses to  cap ita l em ployed w ould  
be th e  sam e, bu t th e  ra tio  of expense  
to  incom e w ou ld  be m uch low er in  th e  
case of th e  operator doing bu sin ess under  
th e  3 per cen t rate th a n  i t  w ou ld  in  th e  
case of th e  operator doin g  bu sin ess  
under th e  2 per cen t rate. T h e  am ount 
of cap ita l em ployed is  a com m on factor  
for  a ll operators and th e  d eterm ination  
of th e  re la tion sh ip  o f exp enses thereto  
is, I believe, th e  first step  in  sound jud g­
m en t o f th e  am ount of operatin g  ex­
penses.
“In  other words, incom e is  a  variab le  
factor. I t  i s  n ecessa r ily  so, under th e  
m ost a u sp iciou s c ircum stances, and sin ce  
you have  d ifferent rates in  d ifferent 
sta te s, i f  you  are to  ob ta in  reliab le  com ­
parisons a s a  gu id e  to  judgm ent in  th e  
operation  o f your bu siness, you  m ay not 
com pute cost of financing, and th e  cost 
of operatin g  expenses in  rela tion  to  the  
am ount o f n e t incom e. Y ou m u st com ­
pute them  in  relation  to  the factor th a t  
i s  com m on to  a ll, and th a t factor is  th e  
am ount of cap ita l em ployed.
“N ow , th is  v iew p oin t o f expenses, th is  
m anner o f m easu rin g  w h a t you  m ig h t  
term  th e  efficiency o f expenses, g iv es you  
on ly  a  general v iew  of expenses. H ence, 
for com plete in form ation  you  m ust go  
further. So w e com e now  to  th e  con­
sid eration  o f exp enses from  th e  v iew ­
poin t o f departm ental and even  in d iv i­
dual loan  costs. I  rea lize  th at th e  sm all 
operator i s  not organized departm entally  
lik e  th e  large  operator.
C ontinued on page 55
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An Age-Old Idea Applied to Modern ConditionsI HAVE been ou t of business long 
enough to  be able to  reflect on i t  
clearly, bu t no t long enough to  be­
come rusty . The tex tile  business has  been 
poor since  1921. W e have tr ie d  to  find th e  
cause in  every conceivable nook and  cor­
ner, excepting  w ith in  ourselves, and  i t  is  
ju s t possible th a t  th e  rea l cause lies no­
w here else b u t r ig h t w ith in  ourselves. In  
467 B. C. Confucius had  som eth ing  to  say  
about th is, and  h is  tr u th s  a re  s till tru th s . 
W hen som eth ing  goes w rong, exam ine 
yourself, he  counselled, add ing  th a t  th e  
a rch e r w ho m isses th e  bullseye does no t 
b lam e th e  ta rg e t.
H ere to fo re  w hen w e have looked for 
causes and th e i r  rem edies, our chief 
item s of d iscussion have been:
Q uan tity  vs. quality  production .
P roduction  costs and sty ling .
D istribu tion  costs and expansion.
S ta tis tics.
C ooperation w ith in  a b ranch  of th e  in­
dustry .
Self-governm ent w ith in  a  b ran ch  of th e  
industry .
F e a r of th e  Sherm an A nti-T rust Act.
W hile I  do no t in  any  w ay m inim ize 
th e  im portance  of these  topics, in  m y be­
lief th e re  is one th in g  of g rea te r im port­
ance, one th in g  w hich is  contro lling , fun ­
dam en ta l and pervasive, w hich h as  no t 
been sufficiently stud ied  and  developed, 
w hereas th e  m a tte rs  w hich have  been 
stud ied  a re  in  th e  m ain  of a  tem porary , 
seasonal and  acciden tal n a tu re . I  re fe r 
to  honesty  in  business. C ivilization, as 
we know  it, depends fo r its  developm ent 
upon social o rgan iza tion  aga in s t ce rta in  
fundam en ta l w eaknesses in  hu m an  na­
tu re , w hich, if  u n res tra in ed , w ould cause 
social d is in teg ra tion .
T he Ten C om m andm ents u se  d is tin c t 
and  bold w ords. T hey m ean w h at they  
say  and  say w h at they  m ean. I  have 
m ade free in  d iscussing  our p roblem  to  
use  w ords of a  s im ila r na tu re . T here  is 
too  m uch lying, s tea lin g  and  cheating . 
M ore polite  te rm s have b een used to  give 
expression to  these  thoughts.
W e have said  m isrep resen ting , m isin ­
fo rm ing  and  m isleading, w hen, in  re a lity  
we m ean lying.
W e have said  copying, reproducing, 
cheapening o ther people’s h a rd  earned  
p ro p e rty  in  sty les an d  ideas, w hen, in  
rea lity , w e m ean t stealing .
W e have called a  m an  a  good fellow 
w hen he  bribed w ith  favors.
T his sh rin k ag e  and  avoidance of facts 
by fa lse  nam es m ust stop. T he rem edy 
w hich I  have in  m ind is an  organ ization  
hav ing  as its  keystone a  decla ra tion  of 
conduct w hich th e  leaders in  in d u s try  
w ill support vo lun tarily , and  w hich as in-
B y  C H A R L E S L. B E R N H E IM E R
[N o te :—U nder th e  auspices of th e  Tex­
ti le  Section of th e  New Y ork B oard of 
T rade, a  tes tim onia l luncheon w as given 
a t th e  H otel Commodore, New York, No­
vem ber 18, in  honor of C harles L. B ern­
heim er, C hairm an  of the  Council of Tex­
tile  E xecutives and V ice-President of th e  
B oard of T rade. T he response of Mr. 
B ernheim er contained so m uch w hich 
should be of in te re s t to  th e  accounting  
profession th a t  we secured perm ission  to  
re p r in t i t  in  pa rt.]
dividuals, by force of exam ple and action, 
they  can and  w ill fo rce  upon th e  back­
w ard in  th e ir  industry .
E fforts of such an  organ ization  m ust 
be d irected  tow ards th ree  m ajo r po in ts:
1. Supplem enting in  a  p rac tica l and 
helpful w ay th e  ex isting  agencies fo r the  
enforcem ent of law.
2. R a ising  th e  s tan d ard s  of conduct in  
business by m eans of ind iv idual leader­
ship and exam ple.
3. M ustering  and  ac tiv a tin g  th e  forces 
of public opinion w ith in  as w ell a s  w ith ­
out th e  in d u s try  on behalf of p roper con­
duct in  business.
In  fo rm u la tin g  th e  m ethod of o rgan i­
zation  I had to  answ er th e  follow ing ques­
tions :
1. C an th e  leaders in  in d u s try  condem n 
ly ing  and stealing , and  refuse  to have 
business re la tions w ith  those  w ho indulge 
in  these p rac tices?  My answ er is  "Y ES.”
2. Can one p lan  a  covenant using  these  
bold w ords? My answ er is “YES.”
3. Can th e  law  construe  such a  cove­
n an t, nam ely, a  re fu sa l to  deal w ith  lia rs  
and  th ieves, as a conspiracy  in  re s tra in t 
of trad e?  My answ er is—Purpose and  ef­
fect a re  th e  te s t w h eth er th e re  is  re ­
s tra in t. W e do n o t re s tra in  trad e  b u t 
encourage honest trade . Do I go too  fa r  
w hen I  say  a court decid ing o therw ise 
would lin e  up w ith  lia rs  and  th ieves? 
This, of course, is un th inkab le .
4. Is th e re  enough energy, courage and  
dete rm ina tion  am ongst th e  leaders to  te s t 
out such a  m ethod of self-regulation, 
se lf-restra in t and  self-purification? My 
answ er is “YES,” for both com m ercial 
honor and  th e  pocketbook a re  u n ited  in  
a comm on ven tu re .
By conviction I  am  an  organization  
m an and I  should have liked to  see our 
p lan  developed jo in tly  by a ll g roups 
w hich deal in  cottons, woolens, silks, 
rayons and linens.
I t  becam e evident soon th a t  th is  w as 
no t p rac tica l and  th a t  som eth ing  of a
d ifferent scope had  to  be p lanned, yet 
som eth ing  w hich  w ould be in  fu ll sym ­
p a th y  and  co llaboration  w ith  th e  ex is tin g  
o rgan izations in  th e  tex tile  field, some­
th in g  w hich would d isregard  boundary  
lines based solely on fibres, som eth ing  
w hich  w ould no t im pinge on any ex is ting  
o rg an iza tion ’s sovereignty.
T hus i t  cam e about th a t  th e  Council of 
T ex tile  E xecutives cam e in to  existence 
and undertook  to  create , foster and guide 
th e  T ex tile  In te g rity  G uild of individuals.
T h is m ovem ent, w hile concerning itse lf 
p rim arily  w ith  th e  T extile  In d u s try  is 
applicable to  o ther in d u stries  as well, 
w here  lik e  conditions exist. I t  is of 
equal in te re s t to  th e  consum ing public 
w hich foots th e  bill. T his m ovem ent 
h ere  launched  should of necessity  affect, 
from  the  beneficent angle, o ther indus­
tr ie s ; and i t  should call fo r th  th e  col­
labora tion  of m en whom  th e  public looks 
upon as civic leaders.
We have se t fo r th  briefly our p lan s in  
a  pam phlet w e a re  d is trib u tin g  to  each 
one a t  th is  luncheon. I t  w ill ind ica te  to 
you how  fa r  w e have gone in  developing 
our plan. I t  is n e ith e r s ta tic  no r final. 
Y our c ritic ism  or approval, as ind iv idu ­
als, is sought. T ake i t  w ith  you and 
study  it, p referab ly  w ith  your a tto rneys. 
I t  is based on a  first-hand survey of th e  
difficulties b ese tting  th e  in d u s try  and on 
contac ts w ith  over one hundred  tex tile  
associations.
Ours is no R eform  Movement. W e seek 
to  c rea te  a  m assed public opinion in  op­
position  to  th e  p rev a ilin g  m oral and 
eth ical breakdow n on th e  basis of a  p lan  
w hich  is  so sim ple th a t  i t  c rea tes skep­
ticism . Though our heads m ay be in  th e  
clouds our fee t a re  firm ly on the  ground. 
N eith e r as v is io n ary  d ream ers n o r as 
U topian  schem ers h as  th e  Council of Tex­
ti le  E xecutives developed th e  idea of a  
T ex tile  In te g rity  G uild. A ble law yers 
and  p rac tica l business m en have advised 
w ith  us. B y a ll reasonable  te s ts  w e be­
lieve our p lan  to  be sound in  concept and  
a tta in a b le  in  fact.
T here  is no a ttem p t m ade to  change 
fundam enta l hum an  na tu re ,— indeed we 
u tilize  it. W hen high-m inded business 
m en g a th e r in  reaffirm ation of th e  r ig h t 
conduct in  business they  encourage those 
w ho w ish to  ru n  th e ir  business in  honest 
and  decent fash ion  and  stren g th en  th e ir  
resolve no t to  w eaken w hen under p res­
sure.
T he objects o f th e  Council a re :
“To u n ite  fo r th e  general w elfare of 
th e  tex tile  in d u s try  such specific efforts 
as a re  re la ted  in  scope and  purpose of 
tra d e  associations, com panies and  in d i­
v iduals w ithou t dup lica ting  th e ir  ac tiv ity
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o r in te rfe rin g  w ith  th e ir  ind iv idual 
sovereignty .
“To prom ote and  m a in ta in  ju s t and 
equ itab le  p rinc ip les of tra d e  and  busi­
ness; and  to  th a t  end to  se t s tan d a rd s  of 
com m ercial honor and in teg rity  am ong 
m em bers w ith in  th e  tex tile  in d u stry , and 
by such m eans as a re  a t its  disposal, to 
incu lcate  such s tan d a rd s  am ong non­
m em bers.
“To fu rn ish  a  m eans by w hich  all 
branches of th e  tex tile  in d u s try  in te r ­
ested in  common problem s m ay discuss 
them  as a w hole an d  th ro w  th e  full 
w eight of th e ir  com bined influence, in te l­
ligence and force in to  th e ir  so lu tion .”
The objectives of th e  T extile  In teg rity  
G uild a re  expressed in  th e  follow ing a f­
firm ation :
“T he undersigned, in  becom ing a  m em ­
ber of the  T extile In teg rity  Guild, s ta tes  
th a t  he is in  accord w ith  th e  follow ing 
p rincip les and such in ferences as to  con­
duct as reasonably  flow there from :
“ 1. E n ligh tened  com m erce and  in d u stry  
have progressed to  th e ir  p resen t p innacle 
of developm ent w ith  un iversa l condem ­
na tio n  by all civilized groups of such 
p ractices in  tra d e  as lying, stea ling  and 
cheating.
“2. T he b est in te re s ts  of the  ind iv idual 
as well as of th e  business com m unity de­
m and  th a t  th e re  be continued  an  un­
equivocal condem nation of such p ractices 
today.
“3. E very  reasonable effort w ill be 
m ade w ith in  th e  organ iza tion  of any 
m em ber to  incu lcate  th e  sp ir it  of honesty  
and fa ir  dealing  in  business and to  spread 
such p rincip les in  business contact.
“4. Such ac ts on th e  p a r t  of o thers as 
a re  deemed by an y  m em ber to  be 
breaches in  le t te r  or sp ir it of th e  p rin ­
cip les embodied here in  shall be reported  
to  th e  G uild fo r ap p ro p ria te  action .
“5. W hile i t  is  d is tin c tly  understood 
th a t  th e re  is no legal ob ligation  so to  do, 
each m em ber accepts th e  m oral obligation 
to  ca rry  ou t so fa r  a s  he reasonably  can 
any  decision of th e  G uild w h ich  de­
te rm ines th a t  th e  princ ip les of honesty  
and fa ir  dealing  have been violated.
“6. E ach  m em ber recognizing th a t  hon­
esty  and fa ir  dealing  a re  no t so m uch th e  
re su lt of force as of m oral suasion, b u t 
rea liz ing  th a t  p rincip les of honesty  and 
fa ir  dealing  have been relegated  by m any 
to  a  position  of secondary  im portance 
w ith in  th e  tex tile  industry , agrees to  lend 
h is cooperation to  any  reasonable  p lan  
prov id ing  for legal m eans of enforcem ent 
of such action  in  specific business s itu a ­
a tions as reasonably  harm onizes w ith  th e  
ru les  of e th ica l and m oral conduct.”
Our p lans have been p riv a te ly  sub­
m itted  to  a  la rge  num ber of m en in  tex ­
ti le  an d  o th e r circles. M any tex tile  lead­
ers  have endorsed th is  m ovem ent. They 
a re  m en of vision, as well a s  p rac tica l 
m en. W here they  lead, i t  is safe  for 
o thers to  follow.




In your audit of the Rex Importing Company you find three bank 
accounts as follows:
Cash in  A ustin  S ta te  B ank ________________________________ $5,318.27
Cash in  W est Town S ta te  B ank ___________________________  816.38
O verdraft—B ank of A m erica ______________________________  1,837.26
How would you set up the cash in bank on your balance sheet, 
assuming the figures to be correct?
Would your procedure be different provided the cash in Austin 
State Bank was $5,000.00 less?
Question 2.
During the audit of the A Company you discover an invoice, cov­
ering merchandise purchased from the B Company, extended as 
$132.15, whereas the correct amount should have been $1,321.50. You 
adjust purchases and credit B Company $1,189.35 and subsequently 
give the entry to the bookkeeper.
It happens that B Company is also your client and is unaware 
that an error has been made. What action would you take in connec­
tion with this invoice when, a t a later date, you are auditing B Com­
pany’s books and discover that the A Company, in the meantime, has 
paid $132.15 in full settlement of the invoice? Your audit engage­
ment with the B Company does not include an inspection of sales 
invoices.
Question 3.
The Mason Tire Corporation purchased 500 shares of common 
stock in the Para Manufacturing Company on January 10, 1927. This 
stock was listed on the New York Stock Exchange. In order to show 
as a realized profit the appreciation of the stock in each of the fiscal 
years ending September 30, 1927, 1928, and 1929, the stock was sold 
on account a t the current market price to the three principal stock­
holders in proportion to their stockholdings. Two weeks after the 
close of the fiscal year 1927, but before the completion of the audit, 
the stockholders sold the stock back to the corporation a t the price 
charged them and their accounts were canceled. But a t the close of 
the audit for the fiscal year ending September 30, 1928, the stock had 
not been resold to the corporation. The audit for the year ending 
September 30, 1929, revealed that the stock had been repurchased 
shortly after the completion of the audit for 1928. Furthermore, the 
stock was again sold (in September, 1929) to the same stockholders, 
and has not since been repurchased. Each sale was supported by a 
bona-fide contract of sale which did not provide for its repurchase.
What procedure would you follow in the preparation of your 
statements, report, and certificate for each of the three years?
Question 4.
Appearing on the books of the CD Company at December 31,
1929, are advances to salesmen in excess of commissions due, amount­
ing to $25,652.10. Of this amount, $20,562.19 represents advances 
made to  salesmen who have left the company. The management o f 
the company, while admitting that the accounts are uncollectible, 
insists that they not be charged off at December 31, 1929, but w ritten 
off monthly during 1930, due to the fact that these salesmen secured
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orders for future delivery. What attitude would you take in this 
matter?
Question 5.
The XY Company is engaged in the importation of merchandise 
for sale in this country. The individual items of the various pur­
chases are entered upon perpetual inventory cards at the time of the 
purchase. One large shipment, containing a great number of indi­
vidual items, was received in December, 1929, and upon payment a 
month later, but before the date of the audit, due to the fluctuation of 
the exchange rate, the cash paid in settlement of the account was 
$10,500.00 less than the amount of the liability set up at date of 
purchase.
How should this item be handled upon the company’s balance 
sheet and statement of profit and loss at December 31, 1929?
Question 6.
In March, 1930, you are making a first audit of the Y Company’s 
books as a t December 31, 1929. You find that the company’s officers 
have been in the habit of making withdrawals from company funds 
without notice to the bookkeeper. The bookkeeper states that until 
the canceled checks are returned he has no way of determining the 
amount of these withdrawals, inasmuch as any officer may sign checks 
and the checks used by them are not the regular checks imprinted 
with the company’s name. You find also that the bookkeeper has 
never attempted to reconcile the bank account during the five-year 
period of his employment by the company, and that he has separated 
the canceled checks from the statements upon their return from the 
bank and filed them numerically.
Outline a  plan of procedure for verifying cash in bank.
Question 7.
What procedure would you adopt in the audit of the income of 
a moving picture theater to determine that all admissions have been 
accounted for?
Question 8.
What method of establishing inventory values would you follow 
in the first audit of a wholesale dry goods house which maintains per­
petual inventory records that are said to have been verified with a 
physical inventory only at the beginning of the year under audit? No 
inventory was taken a t the end of the year.
Question 9.
An argument has arisen between an accountant and a banker 
regarding the position of disclosures and qualifications pertaining to 
a certified balance sheet. The accountant has prepared a balance 
sheet which is very long and on which numerous items have been 
qualified. At the bottom of the balance sheet a brief certificate 
appears. The banker believes that the balance sheet is too bulky; he 
admits the necessity for the qualifications but prefers to see them in 
the certificate even though the latter attains a length of several pages. 
The result, he says, is a more easily read balance sheet.
What is your opinion?
Question 10.
A manufacturer of ice cream purchased, on the deferred payment 
plan, refrigerator units a t a cost of $15,100.00. All these units were 
resold to customers a t cost. Collections from the customers in pay­
ment of the units had been $3,126.18, while payments by the manu­
facturer id the distributor of the units totaled $6,180.31. 
You are auditing the books of the manufacturer who contends 
that he has no liability to the distributor because he purchased the
refrigerator units for his customers and that an asset should appear 
on his balance sheet as follows:
Advances to  custom ers—
P aym en ts m ade fo r custom ers’ a c c o u n t_____________________$6,180.31
Less—Cash received from  c u s to m e rs______________________ 3,126.18
B alance ___________________... ________________________  $3,054.13
Do you believe that your client is correct in his contentions ?
Question 11.
The Rosy Apple Company, engaged in the fru it commission busi­
ness, has an arrangement with the bank whereby drafts drawn on 
customers for carloads of fru it shipped to them are immediately 
credited to the company’s bank account. Any drafts upon which pay­
ment is refused are charged back to the company when notice is 
received from the correspondent bank. In making an audit of the 
company a t December 31, 1929 what disposition would you make of 
any drafts unpaid a t that date?
Question 12.
In preparing the balance sheet of the A. B. Electric Company, as 
of June 30, 1930, you are confronted with the question of billings on 
jobs in progress. On regular electrical installations, billings are made 
on a basis of 85% of costs incurred including overhead. One large 
contract with the Y Company received early in 1930, stipulates that 
billings are to be made at certain points of completion. Due to this 
contract, the billings on jobs in progress exceed the costs incurred, 
as shown in the following schedule:
Total
billings Uncollected Total costs to
on contracts billings at date, including
Contracts in process 6—30— ’30 overhead
Regular contracts ___ __ ____________ $389,250.00 $252,000.00 $458,000.00
Y Company contract ____ ___ _________  536,000.00 265,000.00 462,500.00
Totals ........... ....... ...... ______________ $925,250.00 $517,000.00 $920,500.00
Explain how you would present these items on the balance sheet.
Question 13.
A real-estate broker underwrites mortgages and mortgage bonds, 
and sells them to his customers a t par.
(a) Commission charged the borrower (ranging from 2% to 
10%) is deducted from the face of the loan and credited to income. 
In the case of bonds the issue may not be completely disposed of to 
the public for a year or more. Should the commission be regarded 
as earned when the deal is closed or when the loan is paid out to the 
borrower, or should the commission be spread over the sales of bonds 
or taken up as income over the life of the issue?
(b) An oral understanding with customers exists whereby bonds 
sold to them will be repurchased a t any time at 1% less than par. 
Does a contingent liability exist, requiring a qualification of the bal­
ance sheet of the broker, for all or any part of outstanding issues?
(c) When bonds are repurchased, the bond account is charged 
with par and income is credited for the discount of 1%. Frequently 
repurchased bonds are held to maturity; others are sold again a t par. 
Is this procedure correct?
Question 14.
The fiscal year of an investment trust ends September 30, 1930. 
Because of depressed financial conditions on that date, the market 
values of all its investments are below cost. The management, while 
willing that you should state on the balance sheet that securities are 
valued a t cost, asks you to withheld all comment regarding market 
prices. What attitude would you take as auditor?
Question 15.
The demand note evidencing a bank loan of the company you are 
auditing has been endorsed by the president of the company. It is 
explained that a collateral loan is thus avoided.
Should the balance sheet of the company reflect the endorsement?
Question 16.
Among the income account of a bond and mortgage house there 
appears an account labeled “Interest.” An analysis of this account 
shows that the following type of entries are made every month during 
the y ear:
D e b its :
Accrued interest on bonds and mortgages bought from 
investors.
Interest allowed to borrowers on construction loans until 
withdrawn.
Interest paid to investors.
Credits:
Accrued interest on bonds and mortgages sold to investors.
Interest received from borrowers.
Interest On past-due interest from borrowers.
Upon further inquiry the following particulars are ascertained:
(1) The Company deals only in the securities it has underwritten.
(2) The inventory of securities on hand is fairly constant
throughout the year.
(3) The company collects interest from its borrowers which it
remits to its investors.
(4) Interest paid to investors includes interest received from bor­
rowers in prior years.
(5) Interest received from borrowers includes interest on securi­
ties that the company has advanced to investors in prior 
years.
From the above information outline a form of analysis sheet that 
will correctly state the situation for each year’s balance sheet and 
operating statement.
Question 17.
The following situation was disclosed in the audit of The National 
Manufacturing Company for the year ending June 30, 1930:
The sum of $50,000.00 was borrowed from the president of the 
company on January 8, 1930, and was repaid on January 28, 1930. 
At the end of June, however, this check was still outstanding and upon 
inquiry the auditor learned that the president was holding the check 
until the company was in a better financial position. The books reveal 
that there is an overdraft of $36,182.12 in the bank account.
How should this transaction be handled on the financial state­
ments prepared by the auditor?
Would your procedure be different if the bank account per books 
showed a balance of $8,629.31 instead of an overdraft?
Question 18.
The George M. Gregory Company, wholesale dealers in wallpaper, 
on August 26, 1930, suffered a fire which completely destroyed the 
entire plant, merchandise and all the books and records. You have 
made semi-annual audits of this concern for a number of years and 
have in your files financial statements dated June 30, 1930.
Outline the procedure you would follow to open a new set of books 
as of August 26, 1930, so that a balance sheet a t that date and a profit 
and loss statement for the month and 26 days ending August 26,
1930, may be prepared. C ontinued on page 55
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State of New York Court of Appeals Decision
U l t r a m a k e s  C o r p o r a t i o n , Respondent-Ap­
pellan t, v. G e o r g e  A. T o u c h e  and  
O thers, C opartners Doing B usiness 
u n d er th e  F irm  N am e of T o u c h e , 
N i v e n  & C o m p a n y , A ppellants-R espond­
ents.
(Decided Ja n u a ry  6, 1931.) 
C r o s s -a p p e a l s  from  a  judgm ent of the 
A ppellate D ivision of th e  Suprem e C ourt 
in  th e  jud ic ia l departm ent.
T he defendants appeal from  th a t  p a rt 
of th e  judgm ent of th e  A ppellate D ivision 
w hich  reversed  a  judgm ent of th e  T ria l 
T erm  dism issing  th e  com plain t as to  th e  
first cause of action, re in s ta ted  a  verd ic t 
in  favor of th e  p laintiff, and  gave judg­
m en t thereon  in th e  sum  of $203,058.97.
T he p la in tiff appeals from  th a t  p a r t  of 
th e  judgm ent of th e  A ppellate D ivision 
w hich affirmed a  judgm ent of the  T ria l 
T erm  d ism issing  th e  com plain t as to  the 
second cause of action.
H erbert R . L im burg  and  M artin  Con­
boy  fo r respondents.
Sam uel U nterm yer  and  John  W . D avis 
fo r appellants.
C a r d o z o , Ch. J . T he ac tion  is in  to r t 
fo r dam ages suffered th rough  th e  m isrep ­
resen ta tio n  of accountan ts, th e  first cause 
of action  being fo r m isrep resen ta tions 
th a t  w ere m erely  neg ligen t and  th e  sec­
ond fo r m isrep resen ta tio n s charged  to 
have been fraudu len t.
In  Jan u a ry , 1924, th e  defendants, a 
firm  of public accountants, w ere em ployed 
by F red  S tern  & Co., Inc., to  p repare  and 
certify  a  balance sh ee t exh ib iting  the  
condition  of its  business as of D ecember 
31, 1923. T hey  had  been employed a t  th e  
end of each of th e  th re e  years p receding 
to  ren d e r a  like  service. F red  S te rn  & 
Co., Inc., w hich w as in  substance  S tern  
him self, w as engaged in  the  im porta tion  
and  sale of rubber. T o  finance its  oper­
ations, i t  requ ired  ex tensive c red it and 
borrow ed large  sum s of m oney from  
banks and o th e r lenders. A ll th is  w as 
know n to  th e  defendants. T he defendants 
knew  also  th a t in  th e  usual course of 
business the  balance sheet w hen certified 
w ould be exhibited  by th e  S te rn  com pany 
to  banks, cred ito rs, stockholders, p u r­
chasers or sellers, according to the  needs 
of th e  occasion, as th e  basis of financial 
dealings. A ccordingly, w hen th e  balance 
sh ee t w as m ade up, th e  defendan ts sup­
plied th e  S tern  com pany w ith  th irty -tw o  
copies certified w ith  se ria l num bers as 
co u n te rp a rt orig inals. N oth ing  w as said  
as to  th e  persons to  whom  th ese  coun ter­
p a rts  would be show n o r th e  ex ten t or 
num ber of th e  tran sac tio n s  in  w hich  they  
would be used. In  p a rticu la r th e re  w as 
no m ention  of th e  p lain tiff, a  corporation  
doing business chiefly as a  factor, w hich 
ti l l  th en  had  never m ade advances to  the
S te rn  company, though, i t  had  sold m er­
chandise in  sm all am ounts. The range  
of th e  tran sac tio n s  in  w hich a  certificate 
of au d it m igh t be expected to p lay  a  p a r t 
was as indefin ite and  w ide a s  th e  possi­
b ilities of th e  business th a t w as m irro red  
in  th e  sum m ary.
By F eb ru a ry  26, 1924, th e  au d it w as 
finished and  th e  balance sheet m ade up. 
I t  s ta ted  asse ts in  th e  sum  of $2,550,- 
671.88 and  liab ilities  o ther th a n  cap ita l 
and su rp lu s  in  th e  sum  of $1,479,956.62, 
thus show ing a  n e t w orth  of $1,070,715.26. 
A ttached to  th e  balance sheet w as a  cer­
tificate a s  follows:
“ T o u c h e , N i v e n  & Co.
“Public  A ccountants 
“E igh ty  M aiden L ane 
“New Y ork
F ebruary 26, 1924. 
“C ertificate of A ud ito rs 
“We have exam ined the accounts of 
F red  S tern  & Co., Inc., fo r th e  year end­
ing December, 31, 1923, and hereby certify  
th a t  th e  annexed balance sheet is in  ac­
cordance th e rew ith  and  w ith  th e  in fo rm a­
tio n  and exp lana tions given us. W e fu r ­
th e r  certify  th a t, sub jec t to  provision fo r 
federa l taxes on incom e, th e  said  s ta te ­
m ent, in  our opinion, p resen ts  a  tru e  and 
correct view  of th e  financial condition  of 
F red  S tern  & Co., Inc., as a t  Decem ber
31, 1923.
“TOUCHE, N IV EN  & CO. 
“P ublic A ccoun tan ts.” 
C apital and su rp lu s w ere in tac t if  the  
balance sheet w as accurate . In  re a lity  
both had been w iped out, and the  corpo­
ra tio n  w as insolvent. The books had 
been falsified by those in  charge of the  
business so a s  to  set fo rth  accounts re ­
ceivable and  o ther asse ts  w hich tu rn ed  
out to  be fictitious. T he p la in tiff m ain ­
ta in s  th a t  th e  certificate of au d it was 
erroneous in  both its  branches. T he first 
b ranch , th e  asserted  correspondence be­
tw een the  accounts and the  balance sheet, 
is one p u rp o rtin g  to  be m ade as of th e  
know ledge of the  aud ito rs. T he second 
branch , w hich certifies to a  belief th a t 
th e  condition reflected in  th e  balance 
sheet p resen ts a  tru e  and  co rrec t p ic tu re  
of the  resources of th e  business, is  s ta ted  
as a  m a tte r  of opinion. In  the  view  of 
th e  p lain tiff, both  branches of th e  cer­
tifica te  a re  e ith e r  frad u len t or negligent. 
As to one class of assets, th e  item  of ac­
counts receivable, if  n o t also as to  others, 
th e re  w as no  rea l correspondence, w e are  
told, betw een balance sheet and books, 
o r so th e  tr ie rs  of th e  fac ts  m ig h t find. 
I f  correspondence, how ever, be assum ed, 
a  closer exam ination  of suppo rting  in ­
voices and records, or a  fu lle r inqu iry  
d irected  to th e  persons appearing  on th e
books as c red ito rs  or debtors, would have 
exh ib ited  th e  tru th .
T he p lain tiff, a  co rporation  engaged in  
business as a  factor, w as approached by 
S tern  in  M arch, 1924, w ith  a  request fo r 
loans of m oney to  finance th e  sales of 
rubber. Up to  th a t  tim e th e  dealings be­
tw een th e  tw o houses w ere on a  cash 
basis and tr iflin g  in  am ount. As a  con­
dition  o f any  loans the  p la in tiff in sisted  
th a t  i t  receive a  balance shee t certified 
by public accountan ts, and in  response 
to th a t  dem and i t  w as given one of the 
certificates signed by th e  defendants and 
th en  in  S te rn ’s possession. On the  fa ith  
of th a t  certificate  th e  p lain tiff m ade a  
loan w hich w as followed by m any  others. 
The course of business w as fo r  S tern  to  
deliver to th e  p la in tiff docum ents de­
scribed as tr u s t  receip ts w hich  in  effect 
were executory  assignm ents of the  
m oneys payable by pu rch ase rs  fo r goods 
th e re a fte r  to  be sold. W hen th e  purchase  
price w as due, th e  p la in tiff received th e  
paym ent, re im bursing  itse lf therefrom  for 
its  advances and com m issions. Some of 
these tran sac tio n s w ere effected w ithou t 
loss. N early  a  year la ter, in  December, 
1924, th e  house of cards collapsed. In  
th a t  m onth, p lain tiff m ade th ree  loans to 
th e  S te rn  company, one o f $100,000, a  sec­
ond of $25,000, and a  th ird  of $40,000. F or 
som e of these loans no  secu rity  w as re­
ceived. F o r  some of the  ea rlie r  loans 
th e  secu rity  w as inadequate. On Ja n u a ry
2, 1915, the  S tern  com pany w as declared 
a bank rup t.
T his action, b rought ag a in s t th e  ac­
coun tan ts in  November, 1926, to  recover 
th e  loss suffered by the  p la in tiff in  re­
liance upon the  aud it, w as in its  inception 
one for negligence. On th e  t r ia l  th e re  
w as added a  second cause of ac tion  as­
se r tin g  fraud  also. The tr ia l  judge d is­
m issed the  second cause of action  w ithou t 
su b m ittin g  it  to th e  ju ry . A s to  th e  first 
cause of action, he reserved h is decision 
on the  defendants’ m otion to  dism iss, and 
took th e  ju ry ’s verdict. T hey w ere told 
th a t  th e  defendants m igh t be held liable 
if w ith  know ledge th a t th e  re su lts  of th e  
au d it would be com m unicated to cred ito rs 
they  did the  w ork negligently , and  th a t  
negligence w as th e  om ission to  use reas­
onable and o rd inary  care. The verd ic t 
w as in  favor of the  p lain tiff for $187,- 
576.32. On the com ing in  of th e  verdict, 
th e  judge g ran ted  th e  reserved  m otion. 
The A ppellate D ivision affirmed th e  dis­
m issal of th e  cause of action  fo r fraud, 
b u t reversed th e  d ism issal of th e  cause 
of ac tion  for negligence, and  re in sta ted  
the  verdict. The case is  here  on cross- 
appeals.
The tw o causes of action  w ill be con­
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sidered  in  succession, first th e  one for 
negligence and second th a t  fo r fraud .
(1) W e th in k  th e  evidence supports a 
finding th a t  the  au d it w as neg ligen tly  
made, though  in  so say ing  we p u t aside 
fo r th e  m om ent th e  question  w hether 
negligence, even if i t  existed, w as a  w rong 
to th e  p laintiff. To explain  fu lly  or 
adequately  how the  defendants w ere a t 
fau lt w ould ca rry  th is  opinion beyond 
reasonable  bounds. A sketch , however, 
th e re  m ust be, a t leas t in  respect of some 
fea tu res  of th e  audit, fo r th e  n a tu re  of 
the  fau lt, w hen understood, is helpful in  
defining th e  am b it of th e  duty.
We begin  w ith  the  item  of accounts re­
ceivable. A t th e  s ta r t  of th e  defendan t’s 
audit, th e re  h ad  been no posting  of th e  
general ledger since A pril, 1923. Siess, 
a  ju n io r accountan t, w as assigned by th e  
defendants to th e  perform ance of th a t  
work- On Sunday, F eb ru a ry  3, 1924, he 
had finished th e  ta sk  of posting, and  w as 
ready  th e  nex t day to  begin w ith  h is as­
sociates th e  p rep ara tio n  of th e  balance 
sheet and th e  au d it of its  item s. The 
to ta l of the  accounts  receivable for De­
cember, 1923, as th u s  posted by Siess 
from  th e  en tr ie s  in  th e  jou rnal, w as $644,- 
758.17. A som e tim e  on F eb ru a ry  3, 
Rom berg, an  employee of th e  S te rn  com­
pany, who had genera l charge of its  
accounts, placed below  th a t  to ta l an o th e r 
item  to  rep resen t add itiona l accounts re­
ceivable grow ing out of th e  tran sac tio n s 
of th e  m onth. T h is new  item , $706,843.07, 
R om berg en tered  in h is  own handw riting . 
The sa les th a t  i t  rep resen ted  were, each 
and  all, fictitious. O pposite th e  e n try  
w ere placed o ther figures (12-29), ind ica t­
ing  or supposed to ind ica te  a  reference 
to  th e  jou rnal. Siess w hen he resum ed 
h is w ork saw  th e  en trie s  th u s  added, and 
included th e  new  item  in  m ak ing  up h is 
footings, w ith  the  re su lt of an  apparen t 
increase of over $700,000 in  the  assets of 
th e  business. H e says th a t in  doing th is  
he  supposed th e  en trie s  to  be correct, and 
th a t  h is task  a t  the  m om ent being m erely 
to  post th e  books, he th o u g h t the  w ork  
of au d it or verification  m ig h t come la ter, 
and p u t i t  off accordingly. T he tim e 
sheets, w hich a re  in  evidence, show  very  
clearly  th a t th is  w as th e  o rd er of tim e in  
w hich th e  p a rts  of th e  w ork w ere done. 
V erification, how ever, th e re  never w as 
e ith e r  by Siess or by h is superio rs, or so 
th e  tr ie rs  of the fac ts  m ig h t say. I f  any  
had  been a ttem pted , or any  th a t  w as 
adequate, an  exam iner would have found 
th a t  th e  en try  in  th e  ledger w as not sup­
ported  by any  e n try  in  th e  jou rnal. If 
from  th e  jo u rn a l he  had  gone to the  book 
from  w hich the  jo u rn a l w as m ade up, 
described as “th e  debit mem o book,” sup ­
p o rt w ould s till have failed. Going 
fa r th e r, he  w ould have found invoices, 
seventeen in num ber, w hich am ounted in 
th e  aggregate to  th e  in te rpo la ted  item , 
bu t sc ru tin y  of these  invoices would have 
disclosed suspicious fea tu re s  in  th a t  they
had no sh ipp ing  num ber nor a custom er’s  
o rder num ber and  v aried  in  te rm s of 
cred it and  in  o ther respects from  those 
usual in  th e  business. A m ere glance 
reveals th e  difference.
T he D ecember e n try  of accounts receiv­
able w as no t th e  only  item  th a t  a  carefu l 
and  sk illfu l au d ito r w ould have desired 
to investiga te . T here  w as ground  for 
suspicion  as to  an  item  of $113,199.60, 
included in  the  accounts payable as due 
from  th e  B altic  C orporation . A s to th is  
th e  defendants received an  explanation , 
no t very  convincing, from  S tern  and 
Rom berg. A cautious au d ito r m igh t have 
been d issatisfied  and have uncovered 
w hat w as w rong. T here  w as ground  for 
susp icion  also because of th e  inflation  of 
the  inven to ry . T he  inven to ry  as i t  w as 
given to  th e  aud ito rs, w as to ta led  a t 
$347,219.08. T he defendants discovered 
e r ro rs  in  the  sum  of $303,863.20, and ad ­
ju s ted  th e  balance  sh ee t accordingly. 
B oth the  ex ten t of th e  discrepancy and its  
causes m igh t have been found to  cast d is­
c red it upon th e  business and th e  books. 
T here  w as ground fo r suspicion again  in  
th e  record  of assigned accounts. Inqu iry  
of th e  cred ito rs gave notice to  the  defend­
an ts  th a t  th e  sam e accounts had been 
pledged to  two, th ree  and  fo u r banks a t  
th e  sam e tim e. T he pledges did no t 
d im in ish  th e  value of th e  assets, bu t m ade 
in  such  circum stances they  m igh t well 
evoke a  doubt as to  th e  solvency of a 
business w here such conduct w as p e r­
m itted . T here  w as a n  exp lana tion  by 
R om berg w hich th e  defendants accepted 
as sufficient. C aution  and  diligence m igh t 
have pressed investiga tion  fa rth er.
If  the  defendants owed a  duty  to the  
p la in tiff to ac t w ith  th e  sam e care th a t  
would have been due under a  con trac t of 
em ploym ent, a  ju ry  w as a t libe rty  to find 
a verd ic t of negligence upon a  show ing 
of a sc ru tin y  so im perfect and  perfunc­
tory . No doubt th e  ex ten t to w hich in ­
qu iry  m ust be p ressed  beyond appear­
ances is a  question  of judgm ent, as to 
w hich opinions w ill o ften  differ. No 
doubt th e  w isdom  th a t is born  a fte r  th e  
event w ill engender suspicion and dis­
tru s t  w hen old acquain tance and  good 
repu te  m ay have silenced doubt a t  th e  
beginning. All th is  is to  be w eighed by a  
ju ry  in  apply ing  its  s tan d a rd  of be­
havior, th e  s ta te  of m ind and conduct of 
th e  reasonable m an. E ven so, th e  adverse 
verd ict, w hen rendered, im ports an  a lign ­
m en t of th e  w eights in  th e ir  p roper 
places in  th e  balance and a reckoning 
th e rea fte r. T he reckoning  w as not w rong 
upon th e  evidence before us, if du ty  be 
assum ed.
We are  b rough t to  the  question  of duty, 
its  o rig in  and  m easure.
T he defendants owed to th e ir  em ployer 
a  du ty  im posed by law  to  m ake th e ir  
certificate w ithou t fraud , and  a  du ty  
grow ing out of co n trac t to m ake it  w ith  
the  care and cau tion  proper to th e ir  call­
ing. F ra u d  includes the  p re tense  of 
know ledge w hen know ledge th ere  is none. 
To c red ito rs  and  investo rs to whom  th e  
em ployer exh ib ited  th e  certificate, th e  
defendan ts owed a  like du ty  to  m ake  i t  
w ithou t fraud , since th ere  w as no tice  in  
th e  circum stances of its  m ak ing  th a t  th e  
em ployer did no t in tend  to  keep i t  to  
h im self (E a ton  Cole & B urnham  Co. v. 
A very , 83 N. Y. 31; Tindle  v. B irk e tt,  
171 N. Y. 520). A different question  de­
velops w hen w e ask  w hether they  owed 
a du ty  to these to  m ake i t  w ithou t neg li­
gence. If  liab ility  for negligence exists, 
a  though tless slip  or b lunder, th e  fa ilu re  
to  detect a  th e f t or fo rgery  beneath  th e  
cover of deceptive en tries, m ay expose ac­
coun tan ts  to a  liab ility  in  an  inde te rm i­
n a te  am oun t fo r an  in d e te rm in a te  tim e  to 
a n  in d e te rm in a te  class. T he haza rd s of 
a  business conducted on these  te rm s a re  
so ex trem e as to  enk ind le  doubt w hether 
a  flaw m ay no t ex is t in  th e  im plication  of 
a  du ty  th a t  exposes to  these  consequences. 
We p u t aside fo r  th e  m om ent any  s ta te ­
m ent in th e  certificate w hich involves th e  
rep resen ta tion  of a fac t as tru e  to th e  
know ledge of th e  aud ito rs. I f  such a  
s ta tem en t w as made, w hether believed to  
be tru e  or not, th e  defendants a re  liable 
fo r deceit in  th e  event th a t  i t  w as false. 
The p la in tiff does not need th e  inven tion  
of novel doctrine to  help it  out in  such 
conditions. T he case w as subm itted  to  
the  ju ry  and  th e  verd ic t w as re tu rn ed  
upon th e  theo ry  th a t even in  the  absence 
of a  m issta tem en t of a  fac t th e re  is a  lia ­
b ility  also fo r erroneous opinion. T he 
expression  of an  opinion is to  be sub ject 
to a w a rra n ty  im plied  by law. W hat, 
then , is  th e  w arran ty , as yet un fo rm u­
lated , to  be? Is i t  m erely  th a t  the  opinion 
is honestly  conceived and  th a t  the  p re lim ­
in a ry  in qu iry  has been honestly  pursued, 
th a t  a  h a lt has no t been m ade w ith o u t a  
genuine belief th a t th e  search  h a s  been 
reasonably  adequate  to  b rin g  d isclosure 
of the  tru th ?  Or does i t  go fa r th e r  and 
involve th e  assum ption  of a  liab ility  fo r 
any  b lunder or in a tten tio n  th a t  could 
fa ir ly  be spoken of as negligence if  th e  
con troversy  w ere one betw een account­
a n t and  em ployer for breach of a  con trac t 
to  ren d e r serv ices for pay?
T he assau lt upon th e  citadel of p riv ity  
is proceeding in  these  days apace. H ow  
f a r  th e  in roads shall extend is now a  
favo rite  sub jec t of ju r id ica l discussion  
(W illiston, L iab ility  for H onest M isrep­
resen ta tion , 24 H arv. L. Rev. 415, 433; 
Bohlen, (Studies in  th e  Law  of T o rts , pp. 
150, 151; Bohlen, M isrepresen ta tion  as 
Deceit, N egligence or W arran ty , 42 H arv . 
L. Rev. 733; Sm ith, L iab ility  fo r N egli­
gen t Language, 14 H arv . L. Rev. 184; 
Green, Judge and Ju ry , chap te r Deceit, p. 
280; 16 Va. Law  Rev. 749). In  th e  field 
of the  law  of con trac t th ere  has been a  
g radual w iden ing  of th e  doctrine of 
Law rence  v. F ox  (20 N. Y. 268), u n til to ­
day th e  beneficiary of a  prom ise, c learly
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designated  as such, is  seldom  le ft w ithou t 
a  rem edy (Seaver  v. R ansom , 224 N. Y. 
233, 238). E ven in  th a t  field, how ever, 
th e  rem edy is n a rro w er w here th e  bene­
ficiaries of th e  prom ise a re  inde te rm ina te  
or general. Som ething m ore m u s t th en  
appear th an  an  in ten tion  th a t th e  prom ise 
shall redound  to  th e  benefit of th e  public 
o r to  th a t of a  class of indefin ite ex ten ­
sion. The prom ise m ust be such as to  
“bespeak the  assum ption  of a  du ty  to  
m ake  rep a ra tio n  d irectly  to  th e  ind iv idual 
m em bers of th e  public if  th e  benefit is 
lo s t” (Moch Co. v. R ensselaer Wat er Co., 
247 N. Y. 160, 164; A m erican  L aw  In s ti­
tu te , R esta tem en t of th e  Law  of C ontract, 
§ 145). In  th e  field of th e  law  of to r ts  a  
m an u fac tu re r w ho is  neg ligen t in  th e  
m an u fac tu re  of a  cha tte l in  c ircum stances 
p o in tin g  to an  unreasonable r isk  of se r i­
ous bodily ha rm  to  those  using  i t  th e re ­
a f te r  m ay be liab le  fo r negligence though  
p riv ity  is  lack ing  betw een m an u fac tu re r 
and  u se r (M acPherson  v. B u ick  M otor 
Co., 217 N. Y. 382; A m erican  L aw  In s t i ­
tu te , R esta tem en t of th e  L aw  of T orts , 
§ 262). A force o r in s tru m en t of h arm  
hav in g  been launched w ith  p o ten tia lities  
of danger m an ifes t to  th e  eye of prudence, 
th e  one w ho launches i t  is u n d e r a  du ty  
to  keep i t  w ith in  bounds (Moch Co. v. 
R ensselaer W a ter  Co., supra, a t p. 168). 
E ven so, th e  question  is  s t il l open 
w hether th e  po ten tia litie s  of danger th a t  
w ill ch arg e  w ith  liab ility  a re  confined to  
h a rm  to  th e  person, o r  include in ju ry  to  
p ro p e rty  (P ine Grove P ou ltry  F arm  v. 
N ewt o n  B — P. M fg. Co., 248 N. Y. 293, 
196; R obins D ry  D ock & R epa ir Co. v. 
F lin t, 275 U. S. 303; A m erican  Law  In s ti­
tu te , R esta tem en t of th e  Law  of T orts, 
supra). In  e ith e r view, how ever, w hat 
is released o r s e t  in  m otion  is a  physical 
force. W e a re  now asked to  say  th a t  a  
like liab ility  a tta ch es  to  th e  c ircu la tion  
of a  th o u g h t o r a  re lease of th e  explosive 
pow er re s id en t in  words.
T h ree  cases in  th is  court a re  sa id  by 
th e  p la in tiff to have com m itted  u s  to  th e  
doctrine  th a t  w ords, w ritte n  or oral, if 
n eg ligen tly  published w ith  th e  expecta­
tio n  th a t  th e  read e r or lis ten e r w ill tr a n s ­
m it them  to ano ther, w ill lay  a  basis for 
liab ility  though  p riv ity  be lacking. These 
a re  G lanzer v. Shepard  (233 N. Y. 236); 
In terna tiona l P roducts Co. v. E rie  R . R . 
Co. (244 N. Y. 331), and D oyle  v. C hatham  
& P h en ix  N at. B a n k  (253 N. Y. 369).
In  G lanzer v. Shepard  th e  se lle r of 
beans requested  th e  defendants, public 
w eighers, to  m ake re tu rn  of th e  w eigh t 
and fu rn ish  th e  buyer w ith  a  copy. T h is 
th e  defendants did. T h e ir  re tu rn , w hich 
w as m ade ou t in  duplicate, one copy to  
th e  se lle r and  th e  o th e r to  th e  buyer, re ­
c ites  th a t  i t  w as m ade by o rder of th e  
fo rm er fo r  th e  use  of th e  la tte r . T he 
buyer pa id  th e  se ller on th e  fa ith  of th e  
certificate w h ich  tu rn ed  out to  be e rrone­
ous. W e held th a t  th e  w eighers w ere 
liab le  a t  th e  s u i t  of th e  buyer fo r th e  
m oneys overpaid. H ere  w as som eth ing
m ore th a n  th e  ren d itio n  of a serv ice in  
th e  expectation  th a t  th e  one who ordered 
th e  certificate w ould use i t  th e re a fte r  in 
th e  operations of h is  business as occasion 
m igh t requ ire . H ere  w as a  case w here 
th e  tran sm iss io n  of th e  certificate to  
an o ther w as no t m erely  one possib ility  
am ong m any, b u t th e  “end and  a im  of 
th e  tran sac tio n ,” as ce rta in  and  im m edi­
a te  and  deliberately  w illed a s  if  a  hus­
band w ere  to o rder a  gown to  be delivered 
to  h is  wife, or a  te leg raph  com pany, con­
tra c tin g  w ith  th e  sender of a  m essage, 
w ere to te leg raph  i t  w rongly  to  th e  dam ­
age of th e  person expected to  receive i t  
(W o lfskeh l v. W estern  Union Tel. Co., 
46 H un, 542; D eR u th  v. N ew  York, etc., 
Tel. Co., 1 Daly, 547; M illiken  v. W estern  
Union Tel Co., 110 N. Y. 403, 410). The 
in tim acy  of th e  re su ltin g  nexus is a t­
tested  by th e  fac t th a t  a fte r  s ta tin g  th e  
case in  te rm s of legal duty, we w ent on to  
po in t out th a t  v iew ing  i t  a s  a phase or 
ex tension  of Law rence  v. F ox (supra), or 
Seaver  v. R ansom  (supra), we could reach 
th e  sam e re su lt by s ta tin g  i t  in  te rm s  of 
con trac t (cf. E conom y B . & L . A ssn . v. 
W . J . T. Co., 64 N. J . L. 27; Young  v. 
Lohr, 118 Iow a, 624; M urphy  v. F. A . & 
T. Co., 114 W ash. 77). T he bond w as so 
close as to  approach  th a t  of p riv ity , if  
no t com pletely one w ith  it. N ot so in  the  
case a t  hand . No one w ould be like ly  to  
u rge  th a t  th ere  w as a  con trac tu a l re la tion , 
or even one approach ing  it , a t  th e  roo t 
of any  du ty  th a t w as ow ing from  th e  de­
fendan ts now  before us to  th e  in d e te rm i­
n a te  class of persons who, p resen tly  o r in 
th e  fu tu re , m ig h t deal w ith  th e  S te rn  
com pany in  re liance  on th e  aud it. In  a 
word, th e  serv ice rendered  by th e  defend­
a n t in  G lanzer v. Shepard  w as p rim arily  
fo r th e  in fo rm ation  of a th ird  person, in 
effect, if  n o t in  nam e, a  p a rty  to th e  con­
tra c t, and  only inc iden ta lly  fo r th a t  of 
th e  fo rm al prom isee. In  th e  case a t  hand , 
th e  service w as p rim a rily  fo r th e  benefit 
of th e  S te rn  com pany, a  convenient in ­
s tru m e n ta li ty  fo r use in  th e  developm ent 
of th e  business, and only  inc iden ta lly  or 
co lla tera lly  fo r the  use of those to  whom 
S tern  and h is  associates m ig h t exh ib it i t  
th e rea fte r . F o res ig h t of these  possib ili­
tie s  m ay  cha rg e  w ith  liab ility  fo r fraud . 
The conclusion does n o t follow  th a t  i t  
w ill charge  w ith  liab ility  fo r negligence.
In  th e  nex t of th e  th re e  cases (In te r ­
na tional P roducts Co. v. E rie  R . R . Co., 
supra) th e  p laintiff, an  im porter, had  an  
ag reem ent w ith  th e  defendant, a  ra ilro ad  
com pany, th a t  th e  la t te r  would ac t as 
bailee of goods a rr iv in g  from  abroad. The 
im porter, to  p ro tec t th e  goods by su itab le  
insurance, m ade in qu iry  of th e  bailee as 
to  th e  location  of th e  storage. T he w are­
house w as incorrec tly  nam ed, and  th e  
policy did no t a ttach . H ere w as a  deter­
m in a te  re la tion , th a t  of ba ilo r and  bailee, 
e ith e r  p resen t or prospective, w ith  pe­
cu lia r opportun ity  fo r know ledge on  th e  
p a r t  of th e  bailee as to  th e  sub ject-m atter 
o f th e  s ta tem en t and w ith  a  continu ing
du ty  to  co rrec t i t  if  erroneous. E ven th e  
narro w est ho ld ings a s  to  liab ility  fo r un ­
in ten tio n a l m issta tem en t concede th a t  a  
rep resen ta tio n  in  such circum stances m ay 
be equ ivalen t to  a  w arran ty . T here is  a  
class of cases “w here a  person  w ith in  
w hose special p rovince i t  lay  to  know  a 
p a rtic u la r  fa c t h as  given a n  erroneous 
answ er to  an  in q u iry  m ade w ith  regard  
to  i t  by a  person desirous of ascerta in in g  
th e  fac t fo r th e  purpose of determ in ing  
h is  course accordingly  and  h a s  been held  
bound to  m ake good th e  assu ran ce  he has 
g iven” ( H e k s c h e l l ,  L. C., in  D erry  v. 
P eek, [L. R .] 14 A. C. 337, 360). So in  
B urrow s  v. Loch  (10 Ves. 470), a  tru s tee  
w as asked  by  one w ho expected to  m ake 
a  loan upon th e  secu rity  of a  t r u s t  fund 
w hether notice of any  p rio r incum brance 
upon th e  fund  had  been given to him . 
A n action  fo r dam ages w as upheld  though  
th e  fa lse  answ er w as m ade honestly  in  
th e  belief th a t  i t  w as tru e  (cf. B row nlie  
v. Campbell, [L. R .] 5 A. C. 935; D oyle  v. 
C. & P. N . B ank, supra, a t  p. 379).
In  one respect th e  decision in  In te r ­
na tional P roducts Go. v. E rie  R . R . Co. 
is in  advance of a n y th in g  decided in  
G lanzer  v. Shepard. T h e  la t te r  case sug­
gests th a t  th e  liab ility  th e re  enforced w as 
no t one for th e  m ere  u tte ran ce  of w ords 
w ith o u t due considera tion , b u t fo r  a  neg­
ligen t service, th e  a c t of w eighing, w hich  
happened  to  find in  th e  w ords of th e  cer­
tificate its  cu lm ination  and  its  sum m ary. 
T h is w as sa id  in  th e  endeavor to  em ­
phasize th e  ch a rac te r of th e  certificate as 
a  business tran sac tio n , an  ac t in  th e  law, 
an d  n o t a  m ere  casual response to  a  re ­
quest for in fo rm ation . The ru lin g  in  th e  
case of th e  E rie  R ailroad  show s th a t  th e  
ren d itio n  o f a  serv ice is a t m ost a  m ere 
circum stance and n o t an  indispensable 
condition. T he E r ie  w as n o t held fo r 
negligence in  th e  ren d itio n  of a  service. 
I t  w as held fo r w ords an d  no th in g  m ore. 
So in  th e  case a t hand . I f  liab ility  fo r 
th e  consequences of a  neg ligen t certificate 
m ay be enforced by an y  m em ber of an  
in d e te rm in a te  class of cred ito rs, p resen t 
and  prospective, know n and  unknow n, th e  
existence or non-existence of a  p re lim i­
n a ry  ac t of serv ice w ill n o t affect th e  
cause of action . T he service m ay  have 
been rendered  a s  carefu lly  as you please, 
and  i ts  qu a lity  w ill count fo r n o th ing  if  
th e re  w as negligence th e rea fte r  in  dis­
tr ib u tin g  th e  sum m ary .
D oyle  v. C hatham  & P hen ix  N at. B ank  
(supra), th e  th ird  of th e  cases cited, is 
even m ore  p la in ly  indecisive. A tru s t  
com pany w as a  tru s te e  u n d e r  a  deed of 
t r u s t  to  secure an  issue  of bonds. I t  w as 
held liable to  a  su b scrib er fo r th e  bonds 
w hen it  certified  them  falsely. A  rep re­
sen ta tio n  by a  tru s te e  in tended  to  sw ay 
action  had  been addressed  to  a  person 
w ho by th e  ac t of subscrip tion  w as to  
become a  p a r ty  to  th e  deed and a  cestu i 
que tru st.
T he a n tid o te  to  th e se  decisions and  to  
th e  over-use of th e  doctrine of liab ility
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for neg ligen t m issta tem en t m ay be found 
in  Ja ille t v. C ashm an  (235 N. Y. 511) and  
Courteen Seed Co. v. H ong K ong & 
Shanghai B ank ing  P. Corp. (245 N. Y. 
377). In  th e  firs t of these  cases th e  defend­
a n t supp ly ing  tick e r service to  b rokers 
w as held n o t liab le  in  dam ages to  one of 
th e  b roker’s custom ers fo r th e  conse­
quences of re liance  upon a  rep o rt neg­
ligen tly  published on th e  ticker. If  liab il­
ity  had  been upheld, th e  step  would have 
been a  sh o r t one to  th e  decla ration  of a  
lik e  liab ility  on th e  p a r t  of p ro p rie to rs  of 
new spapers. In  th e  second th e  p rincip le  
w as c lea rly  s ta ted  by P o u n d , J., th a t  
“neg ligen t w ords a re  no t actionable un ­
less they  a re  u tte red  d irectly , w ith  know l­
edge on notice th a t  th ey  w ill be acted on, 
to  one to  whom th e  speaker is bound by 
som e re la tio n  of duty, a ris in g  out of pub­
lic  calling, co n trac t or otherw ise, to  ac t 
w ith  care if  he ac ts a t  a ll.”
F rom  th e  foregoing analy sis th e  con­
clusion is, w e th in k , inev itab le  th a t  n o th ­
in g  in  our previous decisions com m its us 
to  a  hold ing  of liab ility  fo r negligence 
in  th e  circum stances of th e  case a t  hand, 
and  th a t  such liab ility , if recognized, w ill 
be an  extension  of th e  p rincip le  of those 
decisions to  d ifferent conditions, even if 
m ore or less analogous. T he question 
th en  is w h eth er such an  extension  shall 
be made.
T he extension, if  m ade, w ill so  expand 
th e  field of liab ility  fo r neg ligen t speech 
a s  to  m ake i t  nearly , if  n o t quite, co­
term inous w ith  th a t of liab ility  fo r fraud . 
A gain  and  again , in  decisions of th is  court, 
th e  bounds of th is  la t te r  liab ility  have 
been se t up, w ith  fu tility  the  fa te  of every 
endeavor to  dislodge them . Scien ter has 
been declared to  be an  ind ispensab le  ele­
m en t except w here th e  rep resen ta tio n  has 
been p u t fo rw ard  as tru e  of one’s own 
know ledge (H adcock v. Osmer, 153 N. Y. 
604), or in  c ircum stances w here  th e  ex­
pression of opinion w as a  d ishonorable 
p re tense  (3 W illiston , C ontracts, § 1494; 
S m ith  v. L and  Corp., [L. R .] 28 Ch. Div.
7, 15; Sleeper v. S m ith , 77 N. H. 337; A n ­
drew s v. Jackson, 168 Mass. 266; People 
ex rel. Gellis v. Sheriff, 251 N. Y. 33, 37; 
H ickey  v. M orrell, 102 N. Y. 454, 463; 
M erry  R ea lty  Co. v. M artin , 103 Misc. 
Rep. 9, 14; 186 App. Div. 538). E ven an  
opinion, especially  an  opinion by an  ex­
pert, m ay  be found to  be frau d u len t if  th e  
g rounds suppo rting  i t  a re  so flim sy as 
to  lead to th e  conclusion th a t  th e re  w as 
no  genuine belief back of it. F u r th e r  
th a n  th a t  th is  co u rt has never gone. D irec­
to rs  of corporations have been acquitted  
of liab ility  fo r deceit though  they  have 
been lax  in  investiga tion  an d  negligen t 
in  speech (R eno  v. B ull, 226 N. Y. 546, 
and cases th e re  c ited ; K o u n tze  v. K en­
nedy, 147 N. Y. 124). T h is h as  no t m eant, 
to  be sure, th a t  negligence m ay no t be 
evidence from  w hich a  t r ie r  of th e  fac ts 
m ay draw  an  in ference of frau d  (D erry  
v, P eek, [L. R .] 14 A. C. 337, 369, 375,
376), b u t m erely  th a t  if  th a t  in ference is 
rejected , or, in  th e  lig h t of a ll th e  circum ­
stances, is found to  be unreasonable, neg­
ligence alone is n o t a  su b s titu te  fo r fraud . 
M any a lso  a re  th e  cases th a t have dis­
tingu ished  betw een the  w illfu l or reckless 
rep resen ta tio n  essen tia l to  th e  m ain ten ­
ance a t law  of an  ac tion  fo r deceit, and  
th e  m isrep resen ta tion , neg ligen t or in ­
nocent, th a t  w ill lay  a  sufficient basis fo r 
recission  in  equity  (B loom quist v. Farson, 
222 N. Y. 375; Seneca W ire & M fg. Co. v. 
Leach & Co., 247 N. Y. 1). I f  th is  action  
is well conceived, a ll these  p rincip les and  
d is tinctions, so  n icely  w rought and for­
m ulated , have been a  w aste  of tim e and  
effort. They have  even been a snare , en ­
trap p in g  litig a n ts  and  law yers in to  an  
abandonm ent of th e  tru e  rem edy ly ing  
ready  to  th e  call. T he su ito rs  th row n  
ou t of co u rt because th ey  proved neg li­
gence, and  n o th in g  else, in  an  ac tion  for 
deceit, m igh t have ridden  to  tr iu m p h a n t 
v icto ry  if  they  had  proved the  self-sam e 
facts, b u t had  given th e  w rong  an o th e r 
label, an d  all th is  in  a  S ta te  w here form s 
of ac tion  have been abolished. So to  
hold is n ea r to  say ing  th a t  we have been 
p a lte rin g  w ith  ju stice . A w ord of cau­
tio n  or suggestion  w ould have se t th e  
e rr in g  su ito r  rig h t. M any pages of 
opin ion w ere w ritte n  by judges the  m ost 
em inent, y e t th e  w ord w as never spoken. 
We m ay no t speak  i t  now. A change so 
revo lu tionary , if  expedient, m u s t be 
w rought by leg isla tion  (Landell v . Ly- 
brand, 264 Penn. St. 406).
W e have sa id  th a t  th e  du ty  to  re f ra in  
from  neg ligen t rep resen ta tio n  w ould be­
com e coinciden t or nearly  so w ith  the  
du ty  to  re f ra in  from  frau d  if th is  action  
could be m ain ta ined . A rep resen ta tion  
even though  know ingly  false does n o t 
co n stitu te  g round  fo r an  ac tion  of deceit 
unless m ade w ith  th e  in te n t to be com­
m unicated  to  the  persons or class of per­
sons who a c t upon i t  to  th e ir  prejud ice 
(E a ton  Co. v. A very , supra). Affirmance 
of th is  judgm ent would requ ire  us to hold 
th a t  all or n early  a ll th e  persons so s itu ­
a ted  would suffer an  im p a irm en t of an  
in te re s t legally  p ro tected  if th e  rep resen­
ta tio n  had  been negligent. W e speak of 
a ll “o r nearly  a ll,” fo r cases can be 
im agined w here  a  casual response, m ade 
in  circum stances insufficient to  ind ica te  
th a t  c a re  should be expected, would per­
m it recovery fo r frau d  if w illfu lly  de­
ceitful. Cases of frau d  betw een persons 
so  c ircum stanced  are , however, too  in fre ­
quent and exceptional to m ake th e  rad ii 
g rea tly  d ifferent if  th e  fields of liab ility  
fo r negligence an d  deceit be figured as 
concentric  circles. T he like m ay be said  
of th e  possib ility  th a t  th e  negligence of 
th e  in ju red  party , con trib u tin g  to the  
resu lt, m ay avail to  overcome th e  one 
rem edy, though  u n ava iling  to  defeat the  
other.
N eith er of th ese  possib ilities is  noted 
by  th e  p la in tiff in  its  answ er to  th e  sug­
gestion  th a t  the  tw o fields would be co­
inciden t. I ts  answ er h as  been m erely  
th is , first, th a t  th e  duty  to speak w ith  
care  does n o t a rise  unless th e  w ords a re  
th e  cu lm ina tion  of a  service, and  second, 
th a t  i t  does n o t a rise  un less th e  service 
is  rendered  in  th e  p u rsu it of an  independ­
e n t calling , characterized  as public. As 
to  the  first of these  suggestions, we have 
a lready  had  occasion to  observe th a t 
given a  re la tio n  m ak ing  diligence a  duty, 
speech a s  w ell as conduct m ust conform  
to  th a t  exacting  s tan d a rd  (In terna tiona l 
P roducts Co. v. E rie  R . R . Co., supra). 
As to th e  second of th e  tw o suggestions, 
public accoun tan ts a re  public only in  th e  
sense th a t  th e ir  serv ices a re  offered to  
any  one who chooses to  em ploy them . 
T his is f a r  from  say ing  th a t  those who 
do n o t em ploy them  a re  in  th e  sam e 
position  as those  w ho do.
L iab ility  fo r negligence if ad judged  in  
th is  case w ill extend to  m any  callings 
o th e r th a n  an  a u d ito r’s. L aw yers who 
ce rtify  th e ir  opinion as to  th e  v a lid ity  of 
m unicipal or co rpo ra te  bonds w ith  know l­
edge th a t  th e  opinion w ill be b rough t to  
th e  no tice o f th e  public, w ill become 
liab le  to  th e  investors, if  they  have  over­
looked a  s ta tu te  or a  decision, to  th e  
sam e ex ten t a s  if  th e  controversy  w ere 
one betw een c lien t and  adviser. T itle  
com panies in su rin g  t i tle s  to  a  t r a c t  of 
land , w ith  know ledge th a t  a t  a n  ap­
proach ing  auction  th e  fac t th a t  they  have 
in su red  w ill be s ta ted  to  th e  b idders, w ill 
become liab le  to  pu rch ase rs  who m ay  
w ish  th e  benefit of a  policy w ithou t pay­
m en t of a  p rem ium . These illu s tra tio n s  
m ay seem to be extrem e, b u t th ey  go 
little , if  any, fa r th e r  th a n  w e a re  inv ited  
to  go now. N egligence, m oreover, w ill 
have one s tan d a rd  w hen view ed in  re ­
la tio n  to  th e  em ployer, and  an o th e r and 
a t  tim es a  s t r ic te r  s tan d a rd  w hen view ed 
in  re la tio n  to  th e  public. E xp lanations 
th a t  m igh t seem plausible, om issions th a t  
m igh t be reasonable, if  th e  du ty  is con­
fined to  th e  em ployer, conducting  a  busi­
ness th a t  p resum ably  a t  leas t is  no t a  
frau d  upon h is cred ito rs, m igh t w ear 
an o th e r aspect if  a n  independent du ty  to  
be suspicious even of one’s  p rinc ipa l is  
ow ing to  investors. “E very  one m ak ing  
a p rom ise  hav ing  th e  quality  of a con­
tra c t  w ill be u nder a  du ty  to th e  prom isee 
by v ir tu e  of th e  prom ise, b u t under an ­
o th e r duty, a p a r t  from  contract, to an  in ­
definite num ber of po ten tia l beneficiaries 
w hen perform ance h as  begun. T he as­
sum ption  of one re la tio n  w ill m ean th e  
in v o lu n ta ry  assum ption  of a series of new  
re la tions, inescapably  hooked to g e th e r” 
(M och Co. v. R ensselaer W ater Co., supra, 
a t  p. 168). “T he law  does not sp read  its  
p ro tec tion  so f a r” (R obins D ry  D ock & 
R epa ir Co. v. F lin t, supra  p. 305).
O ur ho ld ing  does no t em ancipate  ac­
co u n tan ts  from  th e  consequences of fraud . 
I t  does no t relieve them  if th e ir  au d it 
h a s  been so neg ligen t as to  ju s tify  a  find­
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ing  th a t  they had  no genu ine  belief in  its  
adequacy, fo r th is  again  is fraud . I t  does 
no m ore th a n  say  th a t  if  less th a n  th is  
is  proved, if  th e re  has been n e ith e r reck ­
less m issta tem en t nor insincere  profes­
sion  of an  opinion, b u t only honest b lun­
der, th e  ensuing liab ility  fo r negligence 
is one th a t is bounded by th e  contract, 
and is to  be enforced betw een the  p a rtie s  
by  whom th e  con trac t has been made. 
W e doubt w hether th e  average business 
m an  receiv ing a certificate w ith o u t pay­
in g  for it  and receiv ing  it  m erely  a s  one 
am ong a  m u ltitude  of possible investors, 
would look for an y th ing  more.
(2) T he second cause of ac tion  is yet 
to  be considered.
T he defendants certified as a fact, tru e  
to  th e ir  own knowledge, th a t  th e  balance 
shee t w as in  accordance w ith  th e  books 
of account. I f  th e i r  sta tem en t w as false, 
th ey  a re  no t to  be exonerated  because 
th ey  believed i t  to be tru e  (H adcock  v. 
Osmer, supra; L eh igh  Z inc & Iron  Co. v. 
B am ford , 150 U. S. 665, 673; C hatham  
Furnace Co. v. M offatt, 147 Mass. 403; 
A rno ld  v. R ichardson, 74 App. Div. 581). 
We th in k  th e  tr ie rs  of th e  fac ts  m igh t 
hold it  to  be false.
C orrespondence betw een th e  balance 
sh ee t and th e  books im ports som eth ing  
m ore, or so th e  tr ie rs  of th e  fac ts  m igh t 
say, th an  correspondence betw een th e  
balance sh ee t and th e  general ledger, un ­
suppo rted  or even con trad ic ted  by every  
o th e r record. The correspondence to  be 
of any  m om ent m ay no t un reasonab ly  be 
held  to  signify  a  correspondence betw een 
th e  s ta tem en t and  th e  books of o rig inal 
en try , the books ta k e n  as a  whole. If  
th a t  is w hat th e  certificate m eans, a ju ry  
could find th a t  th e  correspondence did 
no t ex ist and  th a t  the  defendants 
signed th e  certificates w ith o u t know ing 
i t  to  ex is t and  even w ithou t reasonable 
g rounds for belief in  its  existence. The 
item  of $706,000, rep resen tin g  fictitious 
accounts receivable, w as en tered  in  th e  
ledger a f te r  defendan t’s employee S iess 
had  posted th e  Decem ber sales. H e knew  
of th e  in terpo la tion , and knew  th a t  th e re  
w as need to  verify  th e  en try  by reference 
to  books o ther th a n  th e  ledger before 
th e  books could be found to  be in  ag ree­
m ent w ith  th e  balance sheet. T he evi­
dence w ould su s ta in  a  finding th a t  th is  
w as never done. By concession the  in te r­
polated  item  had no suppo rt in  th e  jo u r­
nal, or in  any  jou rnal voucher, or in  th e  
debit m em o book, w hich w as a  sum m ary  
of th e  invoices, or in  any  th in g  except 
th e  invoices them selves. T he defendants 
do no t say th a t  they  ever looked a t  the  
invoices, seventeen in  num br, rep resen t­
ing  th ese  accounts. T hey profess to  be 
unable to  recall w hether they  did so or 
not. They adm it, how ever, th a t  if they  
had  looked, th ey  w ould have found om is­
s ions and  irreg u la ritie s  so m any  and  un­
usual a s  to  have called fo r fu r th e r  investi­
gation . W hen we couple th e  re fu sa l to 
say  th a t  th ey  did look w ith  th e  adm is­
sion th a t if th ey  had  looked, th ey  w ould 
o r could have seen, th e  s itu a tio n  is re ­
vealed as one in w hich a  ju ry  m igh t reas­
onably find th a t in  tr u th  th ey  did not 
look, b u t certified th e  correspondence 
w ithou t te s tin g  its  existence.
In  th is  connection we a re  to  bear in 
m ind the p rincip le  a lread y  s ta ted  in th e  
course of th is  opinion th a t  negligence or 
b lindness, even w hen no t equ ivalen t to 
fraud , is none th e  less evidence to  su s ta in  
an  in ference of fraud . A t leas t th is  is 
so if th e  negligence is gross. N ot a li tt le  
confusion has a t tim es resu lted  from  an  
u nd isc rim in a tin g  quo ta tion  of s ta tem en ts  
in  K oun tze  v. K ennedy (supra), s ta te ­
m en ts p roper enough in th e ir  se tting , bu t 
capable of m islead ing  w hen ex trac ted  and  
considered by them selves. “M isjudgm ent, 
how ever g ross,” i t  w as th ere  observed, 
“or w an t of cau tion , how ever m arked, is 
n o t frau d .” T his w as said  in  a  case 
w here th e  t r ie r  of th e  fac ts  had held  the  
defendants guiltless. T he judgm en t in  
th is  co u rt am ounted  m erely  to  a  holding 
th a t  a  finding of frau d  did no t follow as 
a n  in ference of law. T here  w as no hold­
ing  th a t  th e  evidence w ould have re ­
qu ired  a  reversa l of th e  judgm ent if  th e  
finding a s  to  g u ilt had  been th e  o ther 
way. E ven  D erry  v. Peek, as w e have 
seen, asse rts  th e  p robative  effect of nelg i­
gence as a n  ev iden tia ry  fact. W e had no 
th o u g h t in  K ountze  v. K ennedy  of uphold­
ing  a  doctrine m ore favorab le  to w rong­
doers, though  th e re  w as a  reserva tion  
suggesting  th e  approval of a  ru le  m ore 
rigorous. T he op in ion  of th is  court c ites 
D erry  v. P eek, and  s ta te s  th e  ho ld ing  
th ere  m ade th a t  an  action  w ould n o t lie  
if  th e  defendant believed th e  rep resen ta ­
tio n  m ad e  by him  to  be tru e , a lthough  
w ith o u t reasonable cause for such belief. 
“ I t  is no t necessary ,” w e said , “to  go 
to  th is  ex ten t to  uphold th e  p resen t judg­
m ent, fo r th e  referee, as has been sta ted , 
found th a t th e  belief of K ennedy * * * w as 
based upon reasonable  grounds.” T he 
se ttin g  of th e  occasion justified  th e  in fe r­
ence th a t  th e  rep resen ta tio n s did n o t in ­
volve a  profession of know ledge as d is­
tingu ished  from  belief. No such ch arity  
of construction  exonera tes accountants, 
w ho by  th e  very  n a tu re  of th e ir  calling  
p ro fess to  speak  w ith  know ledge w hen 
certify ing  to an  ag reem ent betw een th e  
a u d it an d  th e  en tries.
T he defendants a ttem p t to excuse the  
om ission of an  inspection  of the  invoices 
proved to  be fictitious by invoking  a  p rac­
tice  know n as th a t  of te s tin g  and sam ­
pling. A random  choice of accounts is 
m ade from  th e  to ta l num ber on th e  books, 
and these, if  found to  be reg u la r w hen 
inspected and  investigated , a re  ta k e n  as 
a  fa ir  ind ica tion  of th e  quality  of th e  
m ass. T he defendants say  th a t  about 
200 invoices w ere exam ined in accord­
ance w ih  th is  practice, b u t th ey  do no t 
a s se r t th a t  any  of th e  seventeen invoices 
su p p o rtin g  the  fictitious sales w ere am ong 
th e  num ber so selected. V erification by
te s t and sam ple w as very  likely  a suffi­
c ien t a u d it as to accounts regu la rly  en­
tered  upon th e  books in  th e  usual course 
of business. I t  w as p la in ly  insufficient, 
how ever, as to accounts no t en tered  upon 
th e  books w here inspection  of th e  in ­
voices w as necessary , n o t a s  a  check 
upon accounts fa ir  upon th e ir  face, bu t 
in  o rder to  a sce rta in  w h e th e r th e re  w ere 
any  accounts a t  all. If  the  only invoices 
inspected w ere  invoices un re la ted  to  th e  
in terpo la ted  en try , th e  re su lt w as to  cer­
tify  a correspondence betw een th e  books 
an d  the  balance sh ee t w ith o u t any  effort 
by th e  aud ito rs, a s  to  $706,000 of ac­
counts, to a scerta in  w hether th e  certified 
ag reem en t w as in  accordance w ith  th e  
tru th . How fa r  books of account fa ir  
upon th e ir  face a re  to  be probed by ac­
coun tan ts in  an  effort to  a sce rta in  
w hether th e  tran sac tio n s  back of them  
a re  in  accordance w ith  th e  en tries, in­
volves to  som e ex ten t th e  exercise of 
judgm ent and d iscretion . N ot so, how­
ever, th e  in q u iry  w h eth er th e  en tries  
certified as there , a re  th e re  in  very  tru th , 
th e re  in  th e  fo rm  and in  th e  places w here 
m en of business tra in in g  w ould expect 
them  to be. T he defendants w ere pu t on 
th e ir  guard  by th e  circum stances touch­
ing  th e  Decem ber accounts receivable to  
sc ru tin ize  w ith  special care. A ju ry  
m igh t find th a t  w ith  suspicions th u s  
aw akened, th ey  closed th e ir  eyes to  th e  
obvious, and  b lind ly  gave assen t.
W e conclude, to  sum  th e  s itua tion , th a t  
in  certify ing  to  th e  correspondence be­
tw een balance  sh ee t and  accounts th e  
defendan ts m ade a  s ta tem en t a s  tru e  to 
th e ir  own know ledge, w hen they  had, as 
a  ju ry  m ig h t find, no know ledge on th e  
subject. I f  th a t  is so, they  m ay also be 
found to  have acted  w ith o u t in fo rm ation  
lead ing  to  a  sincere o r genuine belief 
w hen th ey  certified to  a n  opinion th a t 
th e  balance sheet fa ith fu lly  reflected th e  
condition  of th e  business.
W hatever w rong w as com m itted by  the  
defendan ts w as no t th e ir  personal ac ts  
o r omission, b u t th a t  of th e ir  subord i­
nates. T h is does n o t relieve them , how ­
ever, of liab ility  to  answ er in  dam ages 
for th e  consequences of th e  w rong, if  
w rong th e re  shall be found to  be. I t  is 
no t a  question  of constructive  notice, as 
w here fac ts  a re  b rough t hom e to  th e  
know ledge of subord inates w hose in te r ­
ests a re  adverse to  those  of th e  em ­
p loyer (H enry  v. A llen , 151 N. Y. 1; see, 
how ever, A m erican  L aw  In s titu te , R e­
s ta tem en t of th e  L aw  of Agency, §506, 
subd. 2-a). T hese subord inates, so fa r  
as th e  record shows, had  no  in te re s ts  ad­
verse to  th e  defendan ts’, n o r any  th ough t 
in  w h a t they  did to  be u n fa ith fu l to  th e ir  
tru s t. T h e  question  is  m erely  th is, 
w h eth er th e  defendants, hav ing  delegated 
th e  perfo rm ance of th is  w ork to  agen ts 
o f th e ir  ow n selection, a re  responsible 
for th e  m an n er in  w hich th e  business of 
th e  agency w as done. As to  th a t  th e  
answ er is n o t doubtful (F if th  Ave. B a n k
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v . 42d S t. etc., R . R . Co., 137 N. Y. 231; 
Gleason  v. Seaboard A ir  L in e  R y. Co., 278 
U. S . 349, 356; A m erican  Daw In s titu te , 
R esta tem en t of th e  L aw  of Agency, §481).
Upon th e  defendan ts’ appeal as to  th e  
first cause of action, th e  judgm en t of th e  
A ppella te  D ivision should  be reversed 
and th a t  of th e  T ria l T erm  affirmed w ith  
costs in  th e  A ppellate D ivision and  in 
th is  court.
Upon th e  p la in tiff’s appeal as to  the  
second cause of action , th e  judgm ent of 
th e  A ppellate D ivision and th a t of the  
T ria l T erm  should  be reversed, and  a 
new  tr ia l  g ran ted , w ith  costs to  abide the  
event.
P o u n d ,  C r a n e ,  L e h m a n ,  K e l l o g g ,  




C ontinued from  page 45
“In  th e  case of th e  sm all operator, th e  
severa l functions of th e  business a re  per­
form ed by a staff, each m em ber of which 
in  m any cases, applies h is  though t, ef­
fort, and  tim e to  some p a r t  of every func­
tion . So i t  is n o t possible fo r th e  sm all 
operator to a sce rta in  th e  cost of each 
function, bu t r ig h t a t  th is  po in t I  would 
like to  m ake an  observation : th e  fac t 
th a t  a  sm all opera to r canno t so divide 
h is expenses does no t prove th a t  each 
function  of h is business does no t have 
a separa te  cost; n o r does i t  prove th a t  
th e  sm all opera to r can  do business a t a 
sm alle r cost th a n  th e  la rg e  operator. I t  
m ay be th a t  th e  sm all opera to r w ould do 
well to follow th e  lead of th e  large  opera­
to r  who is able to  and  does com pute th e  
cost of each func tion  of th e  business. 
Your n a tio n a l association  is probably th e  
b est m edium  fo r d issem inating  th is  in ­
form ation .
“I  th in k  th e re  is l i t t le  doubt b u t w hat 
th e  cost of m ak ing  and collecting  a sm all 
loan  is about th e  sam e in  am oun t as the  
cost of m ak ing  and  collecting  a  large 
one. T ake a  loan of $100 and  one of 
$300, fo r instance. T he m oney cost per 
$100 w ill be th e  sam e in  each case, bu t 
if  th e  am ount of th e  cost of m ak ing  and 
co llecting  th e  tw o loans is  th e  sam e it  
is  obvious th a t  th e  cost p e r $100 of m ak­
ing  and  collecting  th e  loan of $100 will 
be th ree  tim es w h a t i t  is in  th e  case of 
th e  loan  of $300. T h is il lu s tra tio n  m ay 
be an  ex trem e one b u t i t  does no t exag­
g e ra te  th e  p rincip le  involved in  th e  con­
d itio n  th a t  I am  convinced exists. T ru ly  
enough you deal in  only one comm odity, 
money. B ut you d ispense it  in  m any  sizes 
a n d  th e  question  is, w hat do you m ake 
on each size?”
G eorge W. R ossetter, d irec to r of T he 
A m erican Society, stressed  th e  im por­
tance of accu ra te  business facts and  fig­
u res for use in  support of leg isla tive con­
nections.
“If you can go to  th e  leg isla tu res w ith  
tru e  facts and  figures,” Mr. R ossetter 
said, “you a re  in  a  b e tte r position  to 
gain  your p o in t and  get w hat you w ant, 
viz., a square deal, th a n  by any  o ther 
process. Everybody in  your line ,” he  con­
tinued  “has re n t to  pay ; a ll have sa laries 
to  pay ; all have p rin tin g , sta tionery , 
postage, depreciation , recording, te le ­
phone, traveling , aud iting , advertising , 
and o ther item s of expense. Does i t  cost 
as m uch to  record  a  $50 loan as a $300 
loan? If it  does, th en  shouldn’t  th e  sal­
a ry  of your bookkeeper be equally  pro­
ra ted  over all loans? In  o ther words, 
shou ldn’t  th e  sam e am oun t go ag a in s t 
your $50 loan as your $300 loan? And, if 
th is  is true , then  how about th e  re n t of 
th e  space occupied by your bookkeeper? 
Shouldn’t  th is  re n t be allocated  on the  
sam e basis? In  tu rn , each of th e  item s 
enum erated  can be analyzed to  a scerta in  
th e  p roper basis for a llocation  over th e  
various classes of loans. I  am  no t a t­
tem p tin g  to  give you a  form ula, b u t as 
p rac tica l m en w ho u n d ers tan d  th is  busi­
ness, you w ill be able w ith  litt le  effort 
to  d is trib u te  these expenses p roperly  so 
th a t  a t th e  end of th e  year you w ill have 
figures to  show you th e  cost of these  
various classes of loans.”
C. P. A. EXAMINATION QUESTIONS, 
NOVEMBER, 1930
C ontinued from  page 49
ECONOMICS AND PUBLIC FINANCE
Question 1.
In his speech before the American Bankers Association in Cleve­
land, President Hoover replied to the remarks of a banker delegate 
who had been quoted as saying that American living standards should 
be set on a lower plane, as follows: “To that I emphatically disagree. 
Any retreat from our American philosophy of constantly increasing 
standards of living becomes a retreat into perpetual unemployment 
and the acceptance of a cesspool of poverty for some large part of our 
people.” Explain the economic principles underlying the President’s 
pronouncement.
Question 2.
What do we understand by business cycles, as to their cause 
and effect?
Question 3.
What are the economic services rendered by the stock exchange?
Question 4.
Explain the differences between money and credit.
Question 5.
President Hoover, speaking before the American Bankers’ Asso­
ciation recently, said : “The economic fatalist believes that these crises 
are inevitable and bound to be recurrent.” “Apart from recovery 
from the present depression the most urgent undertaking in our eco­
nomic life is to devise further methods of preventing these storms. 
We must assure a higher degree of business stability for the future.” 
How can this be done?
Question 6.
What are the differences in economic results between investment 
and speculation?
Question 7.
Explain the economic value of the entrepreneur.
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Question 8.
Grove Patterson, editor of The Toledo Blade, recently speaking 
before the Ohio Society of Certified Public Accountants, said: “One 
of our difficulties has been the false theory of American business that 
we should always exceed last year’s figures.” In what way is this 
theory economically false?
Question 9.
In his text on “Principles and Problems of Economics,” Edie 
says, “The function of money is to maintain maximum production, and 
the defect of money in meeting that function is that often the making 
of more money profits demands the making of fewer goods than human 
need and want requires.” Explain.
Question 10.
What is the law of diminishing returns and give an illustration 
of its application.
Question 11.
By what standard may any given commodity be judged as a neces­
sity or as a luxury?
Question 12.
What differences in practical operation and results should be 
noted between Works Councils and Labor Unions?
Question 13.
What are the economic difficulties confronting socialism?
Question 14.
Adam Smith gave as the four canons of taxation the elements 
of ability, certainty, convenience and economy. Apply those four tests 
to the present method of raising taxes for the Federal, State and local 
governments.
Question 15.
President Hoover remarked in his Cleveland address, “We have 
largely solved the problem of how to secure the consumption of the 
gigantic increase of goods produced through that multiplication of 
per capita production by the application of science and the use of 
labor-saving devices.” How has it been solved?
Question 16.
Are the economic results of the operations of what are known as 
middle-men beneficial or injurious to the majority? Illustrate.
Question 17.
What arguments may be presented for government regulation of 




Speaking of the general world-wide depression, President Hoover 
said, “We are able in considerable degree to free ourselves of world 
influences and make a large measure of independent recovery because 
we are so remarkably self-contained.” Give half a dozen illustrations 
of the truth of that statement.
CALENDAR SIMPLIFICATION— 
ITS BENEFITS
C ontinued fro m  page 44
tran sac tio n . J u s t now  th e  five-day busi­
ness w eek is s trong ly  advocated to  re­
lieve th e  unem ploym ent s itu a tio n  and  it  
is  g iven fu r th e r  suppo rt th ro u g h  th e  in ­
troduc tion  of a  b ill d u rin g  D ecem ber by 
Senato r W alsh, of M assachusetts, p ro­
v id ing  a  five-day w eek for a ll Govern­
m en t employes. I  com m ent on th e  five- 
day business w eek now  because w ith  its  
adoption th e  business and  sales values of 
our p resen t days and  dates w ill be fu r­
th e r  d is tu rbed  and  th e  only  rem edy lies 
in  a  fixed ca lendar whose to ta l num ber 
of days in  every m onth  is a  m ultip le  of 
seven.
On account of th e  vagaries of our p res­
en t ca lendar num erous co rpora tions in  
th e  U nited  S ta tes  have also  experienced 
th e  sam e un sa tisfac to ry  conditions a s  
those of th e  N orth eas te rn  R ailroad  w hen 
in te rp re tin g  and  com paring  th e ir  own 
business s ta tis tic s . I t  m ay be su rp ris in g  
to  know  th a t  a  g rea t m any com panies 
have been o pera ting  on a 13-month basis  
for a  num ber of years. The longest rec­
ord th a t  we know  of is th e  W estern  Clock 
Company of L a  Salle, Illinois, w hich  h as  
operated  under th is  p lan  fo r th irty -six  
years. We do n o t know  of any  organ iza­
tio n  th a t  has abandoned th e  p lan  a fte r  i t  
has once been tr ied . O ur p resen t in te res t 
in  C alendar sim plification  is of long  
stand ing . More th a n  six teen  years ago 
we experienced considerable difficulty in  
coord inating  v arious financial s ta tem en ts  
fo r one of our c lien ts and w e recom ­
m ended th a t  they  adop t th e  13-month cal­
en d ar fo r th e  accounting  departm en t. 
They, too, w ere skep tica l about th e  bene­
fits bu t a f te r  th e  accounting  system  w as 
changed to  th a t  basis th ey  w ere w ell 
pleased and have con tinued  th e  p lan  ever 
since.
Progress, depending upon public action, 
is o ften  very  slow. I t  w as n o t u n ti l th e  
public becam e tho rough ly  acquain ted  
w ith  th e  benefits to  be derived therefrom  
th a t  in te rn a tio n a l tim e  w as placed upon 
th e  p resen t sa tisfac to ry  basis in  1884. 
No doubt m any people w ill rem em ber 
th a t  in  Chicago d u rin g  th a t  y ear as m any  
as six  d ifferent k in d s  of tim e  w ere used 
before th e  p resen t s tan d a rd  tim e  w as 
adopted.
The m ain  reason  w hy th e  13-month 
C alendar has proved so sa tisfac to ry  to 
th e  b e tte r  m anagem ent of business is be­
cause each m onth  is of equal leng th—28 
days rep resen ted  by fou r w eeks of seven 
days each—and th a t  th e  first of each  
m onth  falls on Sunday  and th e  28th day 
on Satu rday . T h is  un ifo rm ity  is ex­
trem ely  im p o rtan t fo r m any lines of busi­
ness because few  days have th e  sam e bus­
iness or sales value. The follow ing tab le  
w ill m ore c learly  illu s tra te  my poin t. I t  
shows th e  business or sales va lue  of each
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d a y  of th e  w eek  e x p re ssed  a s  a  p e rc e n t­
a g e  of th e  w eek  a s a  w hole .
Sun. Mon. Tues. W ed. T h u rs . F ri. Sat.
D ept
S to re s  0% 15½% 14% 17%  15½% 15% 23% 
H o te ls  8 16 17 18 19 12 10 
B a n k
D eb its  0 17 20 19 18 16 10
I n  c ase  of D e p a r tm e n t S to re s  i t  w ill be  
n o tic e d  t h a t  T u esd ay  is  th e  l ig h te s t  d ay  
of th e  w eek  w h ile  S a tu rd a y  is  th e  
h e a v ie s t. H ence, th e  n e c e ss ity  t h a t  e ac h  
m o n th  h a v e  a n  eq u al n u m b e r of d ay s  of 
th e  w eek . T o  f u r th e r  i l lu s t r a te  th e  in ­
c o n s is te n c e s  o f o u r  p re se n t  c a le n d a r— a n d  
w h ic h  w o u ld  n o t be  re m e d ie d  by  th e  
F r e n c h  o r  th e  W o rld  C a le n d a r— e x am in e  
th e  m o n th s  of A u g u s t a n d  O ctober, 1930. 
E a c h  h a s  31 d a y s  y e t  A u g u s t h a s  fo u r  
M ondays, T u esd ay s ,  W ed n esd ay s, T h u rs ­
d a y s  a n d  five F r id a y s  a n d  S a tu rd a y s  
w h ile  O ctober h a s  fo u r  M ondays, T u es­
d ay s , a n d  S a tu rd a y s  a n d  five W ed n es­
d ay s, T h u rsd a y s  a n d  F r id a y s .  U s in g  th e  
a b o v e  p e rc e n ta g e  ta b le  w e find  th a t  
A u g u s t w ith  five  23%  S a tu rd a y s , is  w o r th  
o n ly  438%  a s  c o m p a red  to  O ctober w ith  
o n ly  fo u r  23%  S a tu rd a y s ,  w ith  a  to ta l  
w o r th  of 447.5% .
R e fe r r in g  a g a in  to  th e  p e rc e n ta g e  ta b le  
w e find t h a t  w i th  h o te ls  S u n d a y  is  th e  
l ig h te s t  d a y  in  th e  w eek  w ith  T h u rsd a y  
sh o w in g  th e  p e a k  b u sin e ss . B an k s , o f 
c o u rse , w ill a lw ay s  show  S a tu rd a y  a s  th e  
l ig h te s t  d a y  b e ca u se  i t  i s  a  h a lf  day , 
w h ile  T u esd ay  is  th e  h e a v ie s t  day . A  
s tu d y  o f th e s e  p e rc e n ta g e  v a lu e s  of each  
w eek  d a y  sh o u ld  q u ick ly  co n v in ce  th e  
m o s t sk e p tic a l t h a t  th e  p re s e n t  c a le n d a r  
w ith  i ts  sp l i t  w e ek s  w ill a lw ay s  d is tu rb  
th e  c o m p a ra b ility  of co m m e rc ia l a n d  
g o v e rn m e n ta l d a ta . C heck  o v er y o u r  ow n 
l in e  of b u s in e ss  a n d  a s c e r ta in  th e  v a lu e  
o f e ac h  d a y  a n d  th e n  y o u  w ill q u ick ly  
see  w h y  th e  m o n th ly  s ta te m e n ts  sh o u ld  
be  th o ro u g h ly  a n a ly z e d  b e fo re  c a ll in g  
y o u r  sa les  d e p a r tm e n t o n to  th e  c a rp e t. 
U n d e r  o u r  p re se n t  c a le n d a r  b a n k  c le a r ­
in g s  a re  c o n s ta n tly  q u o ted  a s  m o n th ly  
b u s in e ss  in d ic a to rs  b u t a f te r  e x a m in in g  
th e  p e rc e n ta g e  ta b le , w h ic h  sh o w s th e  
v a ry in g  v a lu e s  of d a y s  of th e  w eek , i t  
co n v in ces u s  t h a t  w e  sh o u ld  n o t accep t 
th o se  fig u res w ith o u t  a d ju s tm e n ts .
N ow  th a t  w e k n o w  how  th e  v a lu e  of 
d a y s  of th e  w eek  flu c tu a te , le t  u s  in v e s ti­
g a te  th e  v a lu e  of th e  m o n th . T a k in g  th e  
y e a r  1930 a s a n  ex am p le  a n d  u s in g  J a n u ­
a ry  a s  th e  b a s is— 100% — w e o b ta in  th e  
fo llo w in g  co m p ariso n  w ith  re sp e c t to  in ­
d u s tr ie s  t h a t  c lose  th e  w eek  a t  noon  
e v e ry  S a tu rd a y :
J a n . 100%  J u ly  100%
F eb . 88 A ug. 94
M ar. 94 Sep t. 96
A p r. 96 Oct. 100
M ay 98 N ov. 90
J u n e  92 Dec. 100
F ro m  th is  tab le , too, you  w ill re a d ily  
see  th e  n e c e ss ity  fo r  c o n s ta n t  a n a ly s is  
of figu res w h e n  p o s itiv e ly  d e p en d ab le  
d a ta  is  n eed ed  fo r  c o m p a rin g  o p e ra tio n s  
u n d e r  th e  p re s e n t  c a len d a r.
I n  o u r  s tu d y  o f th e  c a le n d a r  d u r in g  a  
n u m b e r  of y e a rs , w e  h a v e  been  im p re ssed  
w ith  th e  la rg e  n u m b e r  o f  su ccess fu l co r­
p o ra tio n s  th a t  h a v e  been  o p e ra t in g  u n d e r  
t h is  p la n  fo r  a  lo n g  tim e .
Of c o u rse  th e  m ere  a d o p tio n  of th e  13- 
m o n th  c a le n d a r  w ill n o t in s u re  success , 
b u t  n e i th e r  is  i t  o n ly  a  co in c id en ce  th a t  
i ts  u se rs  a re  su ccess fu l a n d  n a tio n a lly  
k n o w n  co m p an ies . I t  does se rv e  a s  
a n o th e r  in d ic a tio n  t h a t  am o n g  th e  m o re  
effic ien tly  o p e ra ted  co m p an ies  w e find  
th e  k e e n ly  p ro g re s s iv e  e x ec u tiv e s  w ho 
a re  m o re  re c e p tiv e  to  im p ro v e d  m e th o d s , 
ev en  th o u g h  so m e tim es s te a d fa s t  t r a d i ­
t io n s  m u s t  be d isc a rd e d .
T h e re  a re  h u n d re d s  of U n ite d  St a te s  
c o m p an ies  w h ic h  a re  a lre a d y  u s in g  
th e  13 -m onth  c a le n d a r  b u t  w e  sh a l l  
m e n tio n  o n ly  a  few  o f th em , re p re s e n tin g  
d iv e rs if ied  in d u s tr ie s :  A m e ric a n  S a les  
B ook Co., B. G. S a n d w ic h  Shops, Inc ., 
C a r te r 's  I n k  Co., E a s tm a n  K o d a k  Co., 
F u l le r  B ru s h  Co., H e a r s t  P u b lic a tio n s , 
Je w e l T e a  Co., L oew ’s In c ., L u k e n s  S te e l 
Co., M a y tag  Co., S e a rs , R o eb u ck  & Co., 
V eeder-R oot Co., T o d d  P ro te c to g ra p h  
C om pany  a n d  W e s te rn  C lock Co.
A sid e  fro m  th e  m a n y  c o n v en ien ces  a n d  
econom ic a d v a n ta g e s  o f th e  13-m onth  C al­
e n d a r , i t  h a s  a  m o re  s t r ik in g  a p p ea ran c e . 
N o sp li t  w eek s  a t  t h e  b e g in n in g  o r en d  
of th e  m o n th . E v e ry  d a y  h a s  a  p e rm a ­
n e n t  d a te . I t  i s  th e  C a le n d a r  of In d u s ­
t r i a l  a n d  P e rso n a l  efficiency d es ig n ed  fo r  
m o d e rn  c o n d itio n s . L ook  a t  y o u r  1931 
c a le n d a r  now . F e b ru a ry  is  a n  e x ac t copy 
of th e  a p p e a ra n c e  o f e v e ry  m o n th  w h en  
th e  13-m onth  In te r n a t io n a l  F ix e d  C alen ­
d a r  becom es effective.
W ith  th e  p re p o n d e ra n c e  of ev id en ce  in  
fa v o r  of c a le n d a r  s im p lif ic a tio n  i t  is  s in ­
c e re ly  h o ped  t h a t  th e  I n te rn a tio n a l  Con­
fe re n c e  w h ic h  con v en es a t  G eneva  in  Oc­
to b er, 1931, w ill a d o p t th e  13-m onth  c a l­
e n d a r  to  ta k e  effect on  J a n u a ry  1, 1933, 
a s  o r ig in a lly  p la n n e d  w h e n  th e  su b je c t 
w as b ro u g h t b e fo re  th e  L eag u e  of 
N a tio n s .
THE ELECTRIC PAN EL  
SYSTEM
C ontinu ed  from  page 42
o ne  b ro a d  l in e  is  in  fa c to ry  acc o u n tin g , 
f o r  “M a te r ia l ,” fo r “L ab o r,” fo r  “M ach in e  
P ro d u c tio n ,” fo r  “W o rk in g  in  P ro c e ss ,” 
a n d  fo r  “O v e rh ead .”
U n d e r  “L ab o r ,” a  d ia l a t  e ac h  p ro d u c ­
t io n  c e n te r ,  on  w h ic h  a  w o rk e r  d ia ls  h is  
n u m b e r  a n d  h is  job  n u m b er, s e le c ts  c e r­
t a in  “ P a n e ls ” w h ic h  se rv e  t o  f in ish  th e  
a c c o u n tin g  r e g is tr a t io n  a u to m a tic a lly . 
A n d  th is  in c lu d e s  t h e  fe a tu re  o f e lap sed  
t im e  a t  th e  in d iv id u a l w o rk e r’s  h o u r-ra te , 
p lu s  th e  a p p lic a tio n  of O v e rh ead  o n  th e  
m an -h o u r b a s is— a ll d o n e  a u to m a tic a lly , 
a n d  w ith  q u ite  in e x p e n s iv e  a p p a ra tu s .
W h e re  a t te n tio n  of a n y  k in d  i s  n eeded , 
s u c h  a s :  M a te r ia l ;  I n s t r u c t io n s ;  N e x t 
Jo b ;  S e rv ice ; e tc ., th e  w o rk e r  d ia ls  h is  
o w n  n u m b e r  a n d  t h e  code n u m b e r  fo r  
w h a t  h e  d e s ire s . W h ere u p o n  b o th  a n  
a u ra l  a n d  a v isu a l  “A uto-C all” fu n c tio n s  
a u to m a tic a lly .
I n  c ases  w h e re  m a c h in e  p ro d u c tio n  c a n  
b e  m e a su re d  b y  re v o lu tio n s  o r  re c ip ro c a ­
t io n —a s  fo r  exam p le , in  p r in t in g  a n d  
l i th o g ra p h in g  p la n ts — a  c e n tra liz e d  re g ­
i s t r a t io n  c a n  b e  h a d  e le c tr ic a lly  in  a  m a n ­
n e r  w h ic h  p e rm its  o f a u to m a tic  re a d in g s  
b e in g  ta k e n  a n d  tim e d  o n  a  ty p e w r ite r ,  
a t  w ill. A n d  th is  to  em body  a lso  a  su m ­
m a tio n  of r u n n in g  t im e  o n  th e  job, a s  w ell 
a s  o f s to p s , o r  “M ach in e  Id le ” tim e .
E d ito r ’s N o te :
A n y  in q u ir ie s  o r su g g e s tio n s  w ith  re f ­
e re n c e  to  th is  a r t ic le  if  a d d re sse d  to  th e  
E d ito r  w ill  b e  ack n o w led g ed  a n d  q u es­
t io n s  w ill b e  a n sw e red . T h e  “U n it Con­
t r o l  S y s te m ” is  u til iz e d  in  n u m e ro u s  
s to re s  a t  th e  p re se n t  tim e .
SHOULD ETHICS BE INCLUDED  
IN  A PROGRAM OF STUDY?
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p ro fe ss io n s  w h o se  m a in  a s se t  is  c h a ra c ­
te r , a s  a  th e o re tic a l  t r a in in g  is  n o t  su f­
fic ien t b ecau se  i t  le a v es  e n tire ly  to o  m u ch  
to  th e  school o f life .
W e h a v e  been  ta u g h t  to  “ T ra in  u p  a  
c h ild  in  th e  w ay  h e  sh o u ld  go  t h a t  w h en  
h e  is o ld  h e  w ill n o t d e p a r t  f ro m  i t .” I t s  
a p p lic a tio n  to  o u r  p ro fe ss io n  is— tr a in  up  
a  c h ild  in  th e  w a y  h e  sh o u ld  go  a n d  go 
th a t  w ay  y o u rse lf, fo r  a s  th e  c h a ra c te r  
of o u r  m em b e rs  im p ro v es  so  w ill o u r re ­
w a rd s  in c re a se .
E th ic s  sh o u ld  be ta u g h t  n o t  a lo n e  in  
o u r  schoo ls of le a rn in g  a s  a  p re re q u is i te  
to  te c h n ic a l  su b je c ts , b u t  m o st effec­
t iv e ly  b y  th e  p e rso n a l e x am p le  o f th o se  
in  th e  e v e ry d a y  p ra c t ic e  o f p u b lic  ac­
c o u n tin g .
LEGISLATION
W h ile  a c c o u n tin g  le g is la tio n  a p p e a rs  
to  be  in  th e  offing in  tw e lv e  d iffe re n t 
s ta te s , in  c o n n ec tio n  w ith  t h e  v a r io u s  
le g is la tu re s  a n d  a ssem b lies , O k la h o m a  
p re se n ts  th e  f ir s t  official n o tic e  of a  su c ­
cessfu l a tta c k . T h u rsd a y , J a n u a r y  22, th e  
O k la h o m a  S e n a te  p a sse d  th e  C. P . A. b ill  
36 to  3.
In  In d ia n a  th e  S ta te  S o c ie ty  i s  sp o n ­
s o r in g  a  b ill  u n d e r  w h ic h  th e  S ta te  B a n k  
C o m m iss io n e r m ay  accep t, in  l ie u  of a n  
e x a m in a tio n  m ad e  of a  b a n k , t r u s t  com ­
pan y , o r  b u ild in g  a n d  lo an  a s so c ia tio n  by  
r e g u la r ly  ap p o in te d  b a n k  e x a m in e rs  o r  
b u ild in g  a n d . lo an  e x am in e rs , a  re p o r t  of 
a n  e x a m in a tio n  m ad e  by  th e  h o ld e r  of a  
v a lid  a n d  u n re v o k ed  c e r tif ic a te  is su e d  by  
th e  S ta te  B o a rd  of C e rtified  P u b lic  A c­
c o u n ta n ts  of In d ia n a , p ro v id ed  su c h  
h o ld e r  h a s  b een  a p p ro v ed  b y  th e  S ta te  
B a n k  C o m m issio n er.
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T H E R E  w as a  sh a rp  a rg u m e n t  go­in g  on th a t  J a n u a ry  e v e n in g  w h en  O ld tim e r a r r iv e d . D a sh  w a s  q u ite  
r i le d  a b o u t  a  new  s ta ff  m em b e r w ho h a d  
q u i t  h im  cold b ecau se  D ash  d id  n o t  p a y  
o v e rtim e ; a n d  B la n k  w a s  v e h e m e n tly  de­
fe n d in g  th e  J u n io r ’s  s p u n k  in  h a v in g  
done so . E a c h  a p p ea le d  to  O ld tim e r  to  
sh o w  u p  th e  o th e r ;  b u t  O ld tim e r  ca lm ly  
g a v e  h is  o rd e r  to  th e  w a i te r  b e fo re  a n ­
sw erin g . B y  th a t  t im e  D ash  a n d  B la n k  
h a d  d isco v ered  th a t  th e i r  m e a t  w a s  no  
lo n g e r  h o t, a n d  w h ile  th e y  a te  i t  in  
silen ce , b e fo re  i t  becam e q u ite  cold , Old- 
t im e r  spo k e : “ I  d o n ’t  k n o w  o f a n y  ite m  
in  s ta ff  m a n a g e m e n t th a t  c a u se s  m o re  
a rg u m e n t  o r  b ad  fe e lin g  th a n  th e  su b je c t 
of o v e rtim e . Y ou c a n  se e  fo r  y o u rse lv es . 
A n d  I ’m  n o t  g o in g  to  ta k e  s id e s  h e re . 
I ’ll j u s t  te l l  y o u  w h a t  m y  firm  does, a n d  
h a s  b een  d o in g  SU C C E S SF U L L Y  fo r  te n  
y e a rs .
“R e g u la r  s ta ff m e m b e rs  a r e  to ld  b e fo re  
th e y  a re  h ire d  so  t h a t  th e r e  c a n n o t a f te r ­
w a rd s  be a n y  com eback  of ‘I f  I ’d  k n o w n  
i t  w as th is  w a y  I  w o u ld n ’t  h a v e  ta k e n  
th e  jo b ’. W e co m p e n sa te  fo r  o v e rtim e , 
a t  th e  o p tio n  o f  th e  firm  w ith  e i th e r  cash , 
w h ich  is u n u su a l, o r  w ith  t im e  off w ith  
p a y  ov er a n d  above th e  u su a l f o r tn ig h t  
v a c a tio n . W e m a in ta in  close a n d  a c c u ra te  
ch ec k  on  e ac h  m a n ’s t im e . S om e people  
w o u ld  sa y  i t  w a s  to o  m u ch  tro u b le , b u t  
a s  th e  a c c o u n ts  a re  p o s te d  b y  so m e  m a n  
w h o  w ou ld  o th e rw ise  be  u n a ss ig n e d  i t  
co sts u s  n o th in g . F o r ty - fo u r  h o u r s  is  a  
b a s ic  w eek . A ll t im e  o v e r t h a t  is  over­
tim e . T h e n  w h e n  th e  d u ll se a so n  com es 
m en  w h o  a r e  n o t  b u sy  c an  d ra w  on  t h a t  
tim e  fo r  a f te rn o o n s  off to  a t te n d  base ­
b a ll gam es, k eep  d e n tis t  a p p o in tm e n ts , o r  
s ta y  h o m e a n d  m ow  th e  law n . I f  w h en  
v a c a tio n  t im e  com es th e r e  is  s t i l l  so m e  
c re d it,  i t  is  ad d ed  to  th e  v a c a tio n  a t  th e  
r a te  of o ne  d ay  fo r  each  seven  a n d  a  h a lf  
h o u rs .”
“D a m  good sch em e,” s a id  B lan k , “B u t 
h o w  w o u ld  i t  w o rk  w ith  a  sm a ll  firm  ?”
“W e w e re n ’t  w i th in  fifty  p e r  c e n t of 
b e in g  a s  b ig  w h e n  w e s ta r te d  th is  sch em e  
a s  w e a re  n o w ” re p lie d  O ld tim e r, “B u t i t  
w o rk ed  fine fro m  i ts  in c e p tio n .”
“A ll r ig h t  fo r  p e rm a n e n t  s ta ff  m em ­
b e rs ” g ro w led  D ash , “B u t how  a b o u t 
y o u r  ta x  seaso n  te m p o ra r ie s , l ik e  th is  
y o u n g  fe llow  t h a t  q u i t  m e  to -d ay ?”
“W e h a n d le  th a t  0 . K . to o ,” a n sw e red  
O ld tim e r. “A g a in  w e  te l l  th e m  before  w e 
h i r e  th e m ; a n d  a n y b o d y  t h a t  d o esn ’t  lik e  
th e  ru le s  n e e d n ’t  jo in  us. W e s t ip u la te  
t h a t  th e  p e r  d iem  is  h ig h e r  th a n  th e  re g ­
u la r  m e n ’s of th e  sa m e  a b ili ty , b u t  i t  is  
h ig h e r  o n ly  b ecau se  w e d o n ’t  p a y  cash  
o v e rtim e  fo r  a n y  b u t  S u n d a y  w o rk . T h ey  
m u s t  w o rk  d u r in g  th e  te rm  of th e i r  e n ­
g a g em en ts  a n y  h o u r s  re q u ire d , a lth o u g h  
w e a im  to  h o ld  th e m  dow n to  n o t  over 
fifty  p e r  w eek  e v e n  a t  th e  h e ig h t  of th e  
ta x  r u s h .”
“W ell, i t  s o u n d s  good” s a id  D ash , “ B u t 
i t ’s  a  n ew  o ne  o n  m e. I  s lav ed  f o r  five 
y e a rs  w ith o u t  a  c e n t o f o v e r tim e ;  m ad e  
to  b e liev e  t h a t  a  d o lla r  fo r  su p p e r  m oney  
w as a  g r e a t  fav o r. A n d  th e n  in  th e  su m ­
m e r  h a v e  to  co m e  dow n to  th e  office e v e r  
so  m a n y  d a y s  w ith o u t  a  th in g  to  do ; 
a b so lu te ly  ju s t  p la y  t i t  t a t  to e ; b u t  th e  
ch ie f of s ta ff  w o u ld  th ro w  a  n e a r  fit if  
w e a sk e d  fo r  a  d a y  off. A lw ay s a c te d  a s  
th o u g h  th e  M am m o th  a n d  M a stad o n  N a­
t io n a l  B a n k  w a s  g o in g  to  ca ll u s  in  to  
a u d it  th e  W h a le  S tee l C o rp o ra tio n  a t  a  
se c o n d ’s n o tic e .”
“A n d  so” s a id  th e  K id , w h o  u p  to  now  
h ad , v e ry  s tr a n g e ly  fo r  h im , re m a in e d  
s i le n t ,  “ B ecause  yo u  su ffe red  u n d e r  a  
dam p h o o l, you  w a n t  y o u r  b o y s to  do th e  
sa m e? ”
" T h a t ’s a  sh re w d  sh o t,” sa id  O ld tim er. 
“ E v e ry  so p h o m o re  w a n ts  to  h aze  th e  
F re sh m a n , n o t  b ecau se  i t  does an y b o d y  
a n y  good, b u t  ju s t  to  g e t ev en  fo r  th e  
h a z in g  h e  g o t w h en  h e  w a s  a  f re sh m a n . 
T h a t ’s  a l l  r ig h t  fo r  co lleg e  boys, b u t p ro ­
fe ss io n a l m en  o u g h t to  b e  above th a t .”
A t t h a t  D ash  m ad e  a  g e s tu re  of sm il­
in g  re s ig n a tio n . “W h a t’s  th e  use. Old- 
t im e r  is  a lw ay s  r ig h t .”
A n d  O ld tim er, s m ilin g  in  re tu rn ,  a n ­
sw ered  “T h a n k s , b u t  i t ’s a  good th in g  yo u  
sm ile d  w h e n  y o u  s a id  t h a t  la s t. T h e  
L o rd  d e liv e r  m e fro m  a  p e rso n  w h o  is  
a lw ay s  r ig h t .  T h e  re a lly  im p o r ta n t  th in g  
a b o u t  th e s e  d isc u ss io n s  i s  to  re m e m b e r  
th a t  t r u e  c o u rte sy  is  th e  a b il i ty  to  d is ­
a g re e  w ith o u t  b e in g  d isa g ree ab le ."
“N ow  I ’ll q u o te  one,” sa id  th e  K id . “A 
m a n  co n v in ced  a g a in s t  h is  w ill, is  of th e  
sa m e  o p in io n  s t i l l .”
W E  w o n d e r h o w  m a n y  a c c o u n ta n ts  w h o 
b e lo n g  to  c lubs o f  w h ich  th e y  a re  
n o t a u d ito rs  e v e r  ta k e  th e  tro u b le  to  ev en  
g lan c e  a t  th e  c lu b ’s  b o o k k e ep in g  office. 
W e a re  a  m em b e r o f a  c lu b  w h ich  h a s  
a b o u t fifteen  o th e r  C. P . A .’s o n  i t s  ro s te r . 
A cco rd in g  to  th e  c lu b  m a n a g e r , a n d  th e  
h e a d  b o o k k eep er, w e  a re  th e  o n ly  one of 
th e  fifteen  w h o  h a s  e v e r  se t  fo o t in  th e  
b o o k k eep in g  office, le t  a lo n e  look  over 
(N O T  a u d it)  th e  m a n n e r  o f k e e p in g  th e  
acco u n ts . T h is  p a r t ic u la r  c lu b  h a s  a  ru le  
m ad e  d ecad es ago  t h a t  leg a l a n d  a u d it in g  
w o rk  fo r  th e  c lu b  m u s t  b e  d o n e  b y  n o n ­
m em b e rs ; e n ac te d  a f te r  s o r r y  ex p erien ce  
of law y e rs  b ic k e r in g  o v e r th e  fees  p a id  
to  a  fe llo w  m em b e r w h o  h a d  p e rfo rm e d  
so m e n e c e ssa ry  se rv ice  fo r  th e  c lub. 
S im ila r ly  w e h av e  a u d ite d  c lu b s  of w h ich  
w e  n o t o n ly  a re  n o t  a  m em b er, b u t  to
w h ic h  w e a r e  n o t e v en  e lig ib le ; sh o w in g  
t h a t  i t  is  a  good ru le  b ecau se  i t  w o rk s  
b o th  w ays. Ju d g in g  fro m  o u r  e x p e rien c e , 
i t  p a y s  to  v is i t  y o u r  ow n c lu b  office; o n ce  
in  a  lo n g  w h ile . T h e  s ta ff is  p lea sed  w i th  
y o u r  sh o w  of in te re s t ;  a n d  you  a r e  b o u n d  
to  le a rn  so m e th in g  t h a t  w ill h e lp  yo u  i n  
a u d it in g  a n y  c lu b s o r  h o te ls  in  y o u r  
c lien te le .
I N  th e  S ep tem b er 1929 issu e  w e  c a lled  
a t te n tio n  to  th e  M useum  of P e a ce fu l 
A rts , u rg in g  a t te n d a n ts  a t  th e  N. Y. con­
v e n tio n s  to  v is i t  it .  T h is  in s t i tu t io n  h a s  
m oved  to  la rg e r  a n d  fin er q u a r te r s  a t  220 
E a s t  42 S tre e t,  a n d  ch an g ed  i t s  n a m e  to  
th e  “M useum  of I n d u s t r y  & S c ien ce .” I t  
i s  m o re  th a n  ev er w o r th  a  h a lf  d a y ’s v is it.
T H R E E  m o n th s  b e fo re  th is  a p p e a rs  in  
p r in t  w e  s ta r te d  to  m a k e  a  c o m p ila tio n  
o f a r tic le s  on  T a x e s  a n d  T a x a tio n  a p p e a r­
in g  in  d a ily  p a p e rs . N o t th e  w h o le  a r ­
tic le s ;  ju s t  th e  h e ad lin es . W e h a v e  h ad  
to  ab an d o n  i t  fo r  la c k  of space. D is re ­
g a rd in g  th e  s iz e  o f  th e  ty p e  in  w h ic h  th e  
h e a d s  o r ig in a l ly  w ere  p r in te d ,  re d u c in g  
th e m  a ll  t o  th e  s iz e  o f th e  p a ra g ra p h  
h e ad s  u sed  in  th is  p a p e r , n e a r ly  tw o  
co lu m n s w o u ld  be  re q u ire d . A  s in g le  
e d itio n  of th e  N. Y. T im es  o ne  S u n d a y  
c o n ta in e d  o v er a  dozen  su c h  a r tic le s , 
w ith  d a te  l in e s  fro m  a  h a lf  sco re  o f c itie s . 
One e d itio n  o f  th e  N . Y. E ven in g  P o s t  
h a d  a  h a lf  dozen. I f  t h i s  c o u n try  is  n o t  
ta x -m in d ed ; i f  n eed ed  re fo rm  is n o t fo r th ­
co m in g  in  th e  p re s e n t  le g is la tiv e  se ss io n s , 
i t  is  n o t fo r  la c k  o f  p u b lic ity  in  th e  p re ss . 
T h e  s a d  c o n v ic tio n  re m a in s , ho w ev er, 
th a t  m o s t re a d e r s  p a ss  o v e r th e  a r t ic le s  
w ith o u t  g o in g  be lo w  th e  h e a d s ; t h a t  is  if  
th e y  n o tic e  th e m  a t  a ll. Of co u rse  som e 
of th e  so -ca lled  “R e fo rm s” a r e  p e rn ic io u s ; 
v o te -g e ttin g  sch em es o f  p o lit ic ia n s . B u t 
if  th e  g re a t  re a d in g , v o tin g  p u b lic  cou ld  
b e  p e rsu a d e d  to  r e a d , c o n s id e r a n d  th e n  
in te l l ig e n tly  a d o p t  o r  re je c t  ta x a tio n  
p r in c ip le s , o u r  c o u n try  w o u ld  be b e tte r  
off. W e m a y  be  u n d u ly  p e ss im is tic , b u t .  
w e  do n o t  ex p ec t to  l iv e  to  see  th e  d ay  
w h en  th a t  h a p p en s , a n d  a c tu a r ia l ly  w e 
h a v e  a  fine c h an c e  o f l iv in g  th ir ty - fo u r  
y e a rs  m o re . B u t w e  m u s t  com m end  th a t  
p o r tio n  of th e  p re s s  w h ic h  w e  see  fo r  
p r in t in g  th e  stu ff. I t  is  a  s te p  in  th e  
r ig h t  d irec tio n .
H E R E  is  a  s to ry  to  th e  t r u th  of w h ich  
w e c a n n o t c e r tify , b u t  i t  so u n d s  
p lau s ib le , a n d  if  i t  is n ’t  t r u e  i t  o u g h t to  
be. T h e  s a le sm a n a g e r  o f a  la rg e  co rp o r­
a tio n  w a s  c o m p la in in g  lo u d ly  a b o u t a u d ­
i to rs  a n d  a c c o u n ta n ts  in  g e n e ra l. H is  
co m p a n y ’s  a u d ito r s  c ram p ed  th e  s ty le  of 
h is  m en  a n d  h im s e lf ;  to o  c lo se  s c ru tin y
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of e x p en se  a c c o u n ts ;  too  m a n y  co ld  figu re  
s ta t i s t ic s  sh o w in g  v o lu m e  g a in e d  a t  a  
lo ss ; e tc . A n d  th e n  a c c o u n ta n ts  w h en  
th e y  cam e  to  b u y  a n y th in g  w e re  su c h  
to u g h  c u s to m e rs ;  h ig h e s t  sa le s  re s is ta n c e  
o f a n y  c lass . T oo  sc e p tica l. A sk ed  su c h  
q u e s tio n s ; q u e s tio n s  th e  sa le sm e n  w e re n ’t  
su p p o sed  to  k n o w  th e  a n sw e rs  to ;  o r if  
th e y  d id , n o t to  te ll. W h a t co m m issio n  
d id  th e  s a le s m a n  g e t?  W h a t w as  th e  
m a n a g e r ’s o v e rrid e ?  W h a t w as th e  v en d o r 
co m p a n y ’s  m a rg in  o f  g ro ss  p ro fits?  E tc . 
N o t o n ly  th a t ,  b u t  f re q u e n tly  th e  a c c o u n t­
a n t  p ro sp e c tiv e  c u s to m e r  k n e w  m o re  
a b o u t th e  c o m p an y ’s fin an ces th a n  th e  
sa le sm a n  h im s e lf ;  r e a d  up  p u b lish e d  r e ­
p o rts , e tc . A n d  th e n  th e y  w ere  so  tec h ­
n ica l a b o u t w a r r a n t ie s ;  a n d  t r y in g  th in g s  
fo r  th e m se lv e s ; a n d  m a k in g  l ia r s  of th e  
a d v e r tis in g .
W ell, to  m a k e  a  lo n g  s to ry  sh o r t ,  th i s  
s a le s m a n a g e r  w h o  w a s  a lso  v ice -p res id e n t 
o f  th e  c o rp o ra tio n  m a d e  o u t su ch  a  case  
a b o u t a c c o u n ta n ts , t h a t  th e  P re s id e n t, a n d  
T re a s u re r  a n d  S e c re ta ry  g o t a n  idea , a n d  
o v e r th e  v io le n t  p ro te s ts  o f  th e  v ice -p res­
id e n t  g o t th e  d ire c to rs  to  a d o p t i t .  A nd  
th e  id e a  w as to  m a k e  a  C. P . A. h e a d  of 
th a t  c o m p an y ’s p u rc h a s in g  d e p a r tm e n t, 
w ith  th e  in c id e n ta l  d u ty  o f c h ec k in g  a ll
ALA BA M A  
T h e  A la b am a  S o c ie ty  o f C e rtified  P u b ­
lic  A c c o u n ta n ts  h a s  ju s t  is su e d  tw o  n e a t  
b ro c h u re s  fo r  g e n e ra l d is tr ib u tio n . One 
c o n ta in s  i ts  C o n s t i tu t io n  a n d  B y-L aw s 
a n d  th e  o th e r  is  a  d ire c to ry  of officiary, 
c o m m itte e s  a n d  m em b ers . T h e  co m m it­
te e s  a p p o in te d  co v er t h e  su b je c ts  of d is­
tr ib u t io n , leg is la tio n , p ro fe s s io n a l e th ic s , 
p u b lic  re la tio n s , a r b i t r a t io n ,  c o n s t itu t io n  
a n d  by-law s, a u d it in g  a n d  p ro g ram  a n d  
e n te r ta in m e n t .  M em b ers a re  c lass ified  
a lp h a b e tic a lly  b y  c it ie s  a s  p ra c tic in g , a s  
n o n -p ra c tic in g  a n d  a s  n o n -res id en t.
M A SS A C H U SE T T S 
A t a  m e e tin g  h e ld  on  N o v em b er 24, 
1930, P ro fe ss o r  W illia m  M orse  Cole, of 
th e  G ra d u a te  School of B u s in e ss  A d m in ­
is t r a t io n ,  H a rv a rd ,  a d d re sse d  a b o u t 130 
m em b ers  a n d  g u e s ts  of th e  M a ssa c h u se tts  
S o c ie ty  of C ertified  P u b lic  A c co u n ta n ts  
on  “T h e  I n c a lc u la b le  of A cco u n ta n cy .” 
H e  sa id  t h a t  th e  G ra d u a te  School of 
B u sin ess  A d m in is tra t io n  w a s  fo u n d e d  a t  
H a rv a rd  on th e  b e lie f  t h a t  b u s in e ss  w o u ld  
becom e a  p ro fe ss io n  l ik e  law , fo r  in s ta n c e . 
In  th is  c o n n ec tio n  re q u e s ts  w e re  se n t to  
th e  fa c u lty  m em b e rs  a s k in g  th e m  to  de­
fine “b u s in e ss .” T h e  a n sw e rs  sh o w ed  n o  
a g re e m e n t a s  to  w h a t  b u s in e ss  is. “ De­
fin in g  th in g s ,” h e  sa id , “ is  a  h a z a rd o u s  
p ro cess . W h a t’s th e  d iffe ren ce  b e tw een  
a  g a te  a n d  a  d o o r?  H o w  w o u ld  yo u  de­
fine ‘w a lk in g ’? T h ese  a re  w o rd s  yo u  u se  
e v ery  d ay .”
a d v e r t is in g  copy  fo r  a cc u rac y  b e fo re  i t  
w a s  p u b lish ed .
T H E  A n a ly s t, p u b lic a tio n  of S t. J o h n ’s  
C o llege  (B ro o k ly n ) , sc o red  a  g e n u in e  
scoop  w h e n  i ts  J a n u a r y  issu e  p u b lish ed  
th e  fu ll  t e x t  of Ju d g e  C ardozo’s  d ec is io n  
in  th e  U lt r a  M ares case.
I t  a lso  c o n ta in e d  a  b r ie f  a r t ic le  by  th e  
C o n d u c to r of t h i s  d e p a r tm e n t, e n ti t le d  
“A u d it in g  O u r L an g u a g e .”
“ Y O U R  ‘m ile ag e ’ ite m  in  th e  J a n u a ry  
issu e  b r in g s  to  m in d  a  p e c u lia r ly  
t i t le d  acc o u n t o n e  of m y  r e ta i l  c lie n ts  
u se s ,” w r i te s  A. E . D. “ I t  is  ca lled  p o licy . 
M em bers o f m y  s ta ff  a lw ay s  s tu m b le  over 
it, even  a s  I  d id  w h e n  I  f irs t sa w  it. T h ey  
look  fo r  in su ra n c e  p o lic ie s ; th e y  su sp ec t 
th e  firm  is  g iv in g  th e m  aw ay  w ith  goods 
so ld  a s  c h e c k w r ite r  m a n u fa c tu re rs  do, o r  
som e o th e r  p o ss ib le  b u t  im p ro b a b le  ac­
tio n . T h e  ite m s  g o in g  in to  t h is  a cc o u n t 
a lso  com e in  f ro m  d a ily  cash  o r  sa le s  
sh e e ts , a s  d e d u c tio n s  f ro m  sa le s ; a n d  th e  
acc o u n t is  t i t l e d  b ecau se  i t  is  th e  p o licy  
o f th e  co m p an y  to  m a k e  a ll  re a so n a b le  
a llo w an ces  to  k eep  th e  good w ill o f a n  
h o n e s tly  d issa tis f ie d  c u s to m e r.”
“ T h e  p r in c ip le  o f b u y in g  a n d  se l lin g  
a lw ay s  h a s  been  c a v e a t e m p to r— le t th e  
b u y e r  b ew are . B u t a  p ro fe ss io n  i s  d if­
fe re n t. W h en  y o u  go to  a  d o c to r yo u  
d o n ’t  te l l  h im  w h a t  y o u  w a n t  b u t  you  
t r u s t  h im  to  find  ou t. T h e  sam e  w ith  
th e  law y e r. T h e  c lie n t  is n ’t  b u y in g  a  
p ig  in  a  p o k e  w h e n  h e  goes to  a  p ro fe s ­
s io n a l m an . I t  m a y  n o t be a  p ig  a t  a ll, 
i t  m ay  be  a  lam b  o r  a  calf. T h e  re la tio n  
i s  o ne  o f  t r u s t — lik e  tru s te e s h ip .  I t  is  a  
s i tu a t io n  t h a t  d o esn ’t  a p p ly  to  a n  o rd in ­
a ry  b u s in e ss  t ra n s a c tio n . T h e  p ro fe s ­
s io n a l m a n  m u s t  in s p ir e  confidence.
“Y ou m u s t  t r u s t  h is  in te g r i ty .  W h a t 
is  ‘in te g r i ty ’? T h e  w o rd  com es f ro m  in ­
te g e r— m e a n in g  th e  w ho le , th e  co m p le te  
t h in g  w h ic h  is  u n m a rre d , u n s ta in e d , no  
room  fo r  c ro o k ed n ess. W e c a n ’t  g e t b y  
in  a  p ro fe ss io n  w ith o u t  in te g r i ty ,  th e  
fo u n d a tio n  o f a ll  p ro fe s s io n a l se rv ice . I t  
seem s to  m e i t  m e a n s  te l l in g  th e  t r u th  
a n d  th e  w ho le  t r u th .  B u t  i t  d o esn ’t  m ea n  
w r i t in g  a  ten -co lu m n  s to ry  a n d  te l l in g  a  
lo t of p r a t t le — fo r  w h ic h  h e  w ill ch a rg e .
“F o r  a n y  a c c o u n ta n t  to  p lay  f a s t  a n d  
lo o se  w ith  d ish o n e s ty  is  in ju r io u s  to  h is  
p ro fe ss io n  a n d  to  h im se lf . P u t  w h a t  
y o u  sh o u ld  in  th e  b a la n c e  sh e e t. D o n ’t 
leav e  o u t so m e th in g  b ecau se  yo u  th in k  i t  
of l i t t le  co n sequence. P eo p le  d o n ’t  w a n t  
so m ebody  e lse ’s ju d g m e n t a s  to  a  b a lan ce  
sh e e t. T h e y  w a n t a  c h an ce  to  ju d g e  fo r  
th em se lv es , to  s ize  u p  b u s in e ss  po lic ies . 
I f  a n  a c c o u n ta n t  leav es  o u t f a c ts  a n d  
loses a  c lie n t 's  confidence  h e  is  co m m it­
t in g  b u s in e ss  su ic id e . O nce y o u  s t a r t
d o in g  th e s e  th in g s  i t  is  easy  to  go  on .” 
T h o se  w ho  h a v e  w on  c e r tif ic a te s  a s  c e r­
tified  p u b lic  a c c o u n ta n ts  th e  p a s t  y e a r  
w ere  p re s e n t  a s  g u e s ts  a n d  R o b e rt  W . 
S m ith  w as a w a rd e d  th e  so c ie ty ’s g o ld  
m ed a l fo r  h ig h e s t h o n o r a t  th e  S ta te  
e x a m in a tio n .
T h e  M a ssa c h u se tts  S o c ie ty  of C e rtif ied  
P u b lic  A c co u n ta n ts , Inc ., h e ld  a n  in te r ­
e s t in g  m ee tin g , a tte n d e d  by  a b o u t fifty  
m em b e rs  a n d  g u e sts , on D ecem ber 22,
1930, on  th e  su b je c t of “M ac h in e  Ac­
c o u n tin g  M ethods an d  A u d it  P ro b le m s  
R e s u l tin g  T h e re fro m .” T h e  m e e tin g  w a s  
u n d e r  th e  d ire c tio n  o f  M r. E d w a rd  J .  
M cD ev itt, a  m em b er of th e  C o m m ittee  o n  
M ee tin g s, w h o  in tro d u c e d  th e  su b je c t a n d  
p re se n te d  th e  sp e a k ers .
M r. C lif to n  W . G regg , w h o  is  a sso c ia ted  
w ith  T h e  F l in tk o te  C om pany , g a v e  a n  
in te r e s t in g  t a lk  on th e  u se  w h ic h  h is  
co m p an y  w a s  m a k in g  o f a c c o u n tin g  m a ­
c h in es , p a r t ic u la r ly  in  c o n n ec tio n  w ith  
v a r io u s  a n a ly se s  of sa le s  a n d  c o s t o f  
sa le s , a n d  c o m m en ted  u p o n  th e  a d v a n ­
ta g e s  a n d  d isa d v a n ta g e s  w h ic h  th e  com ­
p a n y  h a d  ex p erien ced .
M r. G a rd n e r  B. W ard w e ll d iscu ssed  
v e r if ic a tio n  o f a n  in v e n to ry  k e p t  on  ta b ­
u la t in g  m a c h in e  c a rd s .
M r. L eo n  E . V a n n a is , o f P ro v id e n c e , 
w ho  w a s  p re s e n t  a s  a  g u e s t sp e a k e r , p re ­
se n te d  th e  su b je c t of a c c o u n tin g  m a­
c h in e s  n o t  o n ly  f ro m  a n  a c c o u n ta n t’s 
s ta n d p o in t,  b u t  a lso  fro m  th e  s ta n d p o in t  
o f  a n  a c c o u n tin g  m ac h in e  m a n u fa c tu re r ,  
w i th  w h o m  h e  is  a t  p re s e n t  a sso c ia ted . 
M r. V a n n a is  d e sc rib ed  v e ry  c le a r ly  th e  
o p e ra tio n  o f th e  so-called  “p u n c h ed  c a rd ” 
m eth o d  of m a c h in e  a c c o u n tin g  a n d  m ad e  
so m e  in te r e s t in g  p re d ic tio n s  a s  to  th e  
e x te n s iv e  u se  o f a c c o u n tin g  m a c h in e s  
w h ic h  h e  ex p ec ted  in  th e  fu tu re ,  s ta t in g  
t h a t  h e  th o u g h t th e  t im e  h a d  com e fo r  
a ll  a c c o u n ta n ts  to  h a v e  a  g e n e ra l k n o w l­
edge of th e  v a r io u s  a c c o u n tin g  m a c h in e s  
a n d  th e  ty p e s  o f w o rk  w h ic h  cou ld  b e  
d one  b e tte r  a n d  m o re  eco n o m ica lly  o n  
m ac h in es .
A f te r  co n c lu s io n  of th e  th r e e  a d d re ss e s  
a n  in te r e s t in g  d isc u ss io n  developed  in  
w h ic h  m a n y  p a r tic ip a te d .
A n  in te r e s t in g  six -p ag e  m e m o ra n d u m , 
p re p a re d  b y  th e  C o m m ittee  on  L eg is la ­
t io n  r e la t iv e  to  d e d u c tio n  fo r  M a ssac h u ­
s e t t s  E x c ise  ta x e s  on  F e d e ra l  In c o m e  t a x  
r e tu r n s ,  h a s  b een  issu e d  by  th e  Society .
M IC H IG A N  
T h e  M ich ig an  A sso c ia tio n  of C ertified  
P u b lic  A c c o u n ta n ts  h e ld  a  P a s t-P re s i­
d e n ts ’ N ig h t  in  c o n n ec tio n  w ith  i t s  
m o n th ly  m e e tin g  W ed n esd ay  ev en in g , 
J a n u a ry  21.
D u r in g  i ts  h is to ry  i t  h a s  h a d  tw e n ty -  
five p re s id e n ts , five o f w h o m  h a v e  m a d e  
th e i r  la s t  A u d it  re p o r t  a n d  gone  to  t h e  
B eyond . T h e  tw e n ty  l iv in g  p a s t-p re s i­
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d e n ts  w ere  e a c h  in v ite d  to  p re p a re  a  five 
h u n d re d  w o rd  s ta te m e n t on th e  “ F u tu r e  
of th e  P ro fe ss io n ” w h ic h  th e y  w ere  a sk e d  
to  re a d  in  p e rso n  if  a t  th e  m e e tin g  a n d  
m a il  in  ad v an ce  i f  th e y  cou ld  n o t  be  p re s ­
e n t. F o u r te e n  o ccup ied  th e  c e n te r  c ir ­
c u la r  tab le  a t  th e  d in n e r  a n d  re sp o n d ed . 
T h re e  o th e rs , fin d in g  th em se lv es  u n a b le  
to  be  p re se n t, s e n t  th e i r  c o n tr ib u tio n s .
T h ese  p a s t-p re s id e n ts  re p re se n te d  a ll 
ty p e s  of a c c o u n tin g  re la tio n s h ip s . F iv e  
h a d  a t  one t im e  se rv ed  on th e  S ta te  B o a rd  
of A cco u n tan cy . S ix  h a d  b een  o r  a re  
c o n n ec ted  w ith  n a tio n a l  a c c o u n tin g  o r­
g a n iz a tio n s . T e n  h a d  b een  o r a r e  n o w  
p ra c t ic in g  in  a  firm  re la tio n s h ip  a n d  n in e  
m a in ta in e d  a n  in d e p e n d e n t p ra c t ic e  w ith  
s ta ffs  of v a ry in g  sizes.
A s a t  th e  p re se n t  t im e  M essrs. S p rin g e r , 
w ith  T h e  A m e ric an  S o c ie ty  o f C ertified  
P u b lic  A c c o u n ta n ts ;  T ilto n , T h ird  A ss is t­
a n t  P o s tm a s te r  G e n e ra l; S tev en so n , w i th  
th e  D e tro it  C re am ery  C om pany , a n d  S u n ­
ley  w ith  th e  I n te rn a tio n a l  A c c o u n ta n ts  
Socie ty , a r e  o ccu p y in g  r e la tio n s h ip s  o u t­
s id e  th e  p u b lic  p ra c t ic e  field. H a w k in s , 
a lth o u g h  c o n tin u a lly  m a in ta in in g  h is  firm  
a c c o u n tin g  re la tio n s h ip , h a d  s tep p ed  a s id e  
o n  tw o  d iffe re n t occasio n s to  a s su m e  ac ­
t iv e  re la tio n s h ip s  to  th e  F o rd  M o to r Com ­
p a n y  a n d  G e n era l M oto rs, w h ile  W a lsh  
h a s  developed  a  School o f  A c co u n tan cy  
w h e re in  th e  P a c e  c o u rse s  a r e  r e g u la r ly  
g iv en . Of th e  o th e r  p a s t-p re s id e n ts  B on­
th ro n ,  is  now  R e s id e n t P a r tn e r  o f P rice - 
W aterhouse & Co.; B u llock , of H a sk in s  & 
S e lls  a n d  F itz -G era ld , o f  L y b ra n d , R o ss  
B ro th e rs  & M o n tgom ery . G ies, S m ith , 
R o w lan d , M orton , M cC onnell a n d  V an  
T ifflin  a r e  m em b ers  of a c c o u n tin g  firm s 
w h ile  G ibbs, L eslie , E v an s , K e r r  an d  
N eff a re  p ra c t ic in g  on th e i r  ow n in d iv id ­
u a l a cco u n t.
R o w lan d  p re se n te d  a s  h is  c o n tr ib u tio n  
a n  A m os a n ’ A n d y  sk e tc h  w h ic h  he  h a d  
p re p a re d  a n d  w h ic h  w a s  re p ro d u c e d  by  
tw o  o f h is  f r ie n d s . A s id e  fro m  t h a t  d i­
v e rs io n  th e  su b je c t a n n o u n ce d  w a s  d is­
cu ssed  b y  th e  in d iv id u a l m em b e rs  fro m  
su c h  a  v a r ie ty  of a n g le s  a s  to  m ak e  each  
p a p e r  e x tre m e ly in te re s t in g
N E W  Y O RK
A t th e  D ecem ber 16 m e e tin g  of th e  N ew  
Y o rk  S ta te  S o c iety  of C ertified  P u b lic  
A c c o u n ta n ts  th e  fo llo w in g  q u e s tio n s  on 
P ra c tic e  P ro c e d u re  w ere  d isc u sse d :
(1 ) H ow  m ay  th e  a u d ito r  v e r ify  ac­
co u n ts  re ce iv ab le  su ffic ien tly  to  in c lu d e  
in  a  b a la n c e  sh e e t ce rtif ied  w ith o u t  q u a li­
fica tio n s?
(2 ) W h a t c o n s t itu te s  th e  re a so n a b le  
d u tie s  of a n  a u d ito r  w i th  re fe re n c e  to  th e  
a s se t re a l e s ta te ?
(3 ) W h a t is  th e  p ro p e r  t r e a tm e n t  in  
th e  a cc o u n ts  of d e p re c ia tio n  o n  a s se ts  
c a p ita liz e d  above  o r  below  cost?
(4 ) a. W h en  is i t  c o n s id e re d  n e ce ssa ry  
t o  p re s e n t  a  co n so lid a ted  b a la n c e  sh e e t?
b. W h a t e lim in a tio n s  sh o u ld  p ro p e rly  
be  m a d e  in  i t s  p re p a ra tio n ?
A t th e  m e e tin g  h e ld  on J a n u a ry  12, F e d ­
e ra l T a x a tio n  w as th e  su b je c t fo r  d isc u s­
sio n  a n d  w as led  by  D r. Jo se p h  J .  K le in  
a n d  W a lte r  A. S tau b .
O H IO
A sp ec ia l noon  d a y  m e e tin g  of th e  
C lev e lan d  C h a p te r  of th e  O hio S ocie ty  
of C e rtified  P u b lic  A c c o u n ta n ts  w a s  h e ld  
a t  th e  C lev e lan d  A th le tic  C lub  M onday  
noon, D ecem ber 29. T h e  p u rp o se  of th e  
m e e tin g  w as to  p ro v id e  th e  C lev e lan d  
a c c o u n ta n ts  w i th  a n  o p p o r tu n ity  to  m ee t 
H e rm a n  C. J .  P e isc h , P re s id e n t  o f  T h e  
A m e ric a n  S o c ie ty . R . E . W a rre n , th e  
P re s id e n t  o f th e  C h a p te r , in tro d u c e d  M r. 
P e isc h  w h o  sp o k e  on  th e  p re s e n t  ch an g ­
in g  c o n d itio n s  in  p ro fe s s io n a l p ra c tic e , 
u rg in g  h e a r t ie r  c o o p e ra tio n  a m o n g  in ­
d iv id u a l m em b ers  w ith  re fe re n c e  to  n o t 
o n ly  th e i r  loca l g ro u p  r e la tio n s  b u t th e i r  
S ta te  a n d  n a tio n a l  r e sp o n s ib i li t ie s  a s  
w ell.
S e c re ta ry  S p rin g e r , w h o  w a s  p re se n t, 
d iscu ssed  th e  te n d e n c y  w h ic h  h a d  been  
n o te d  in  so m e  q u a r te r s  fo r  a c c o u n ta n ts  
t o  sp e a k  s l ig h tin g ly  of th e  c h a ra c te r  of 
w o rk  done  b y  so m e  of t h e i r  p ro fe ss io n a l 
b re th re n . H is  fu n d a m e n ta l  p ro p o s itio n  
w a s  t h a t  if  t h e  c h a ra c te r  of w o rk  done 
b y  th e  a c c o u n ta n ts  n eed ed  c r it ic is m  th a t  
c r it ic ism  sh o u ld  b e  m ad e  to  th e  acc o u n t­
a n t  h im se lf , to  th e  S ta te  B o a rd  w h ich  
g ra n te d  h im  h is  c e r tif ic a te  o r  to  th e  
S ta te  S o c ie ty  o f C ertified  P u b lic  Ac­
c o u n ta n ts  o f w h ic h  h e  w as a  m em ber, 
r a th e r  t h a n  to  th e  c lie n t  a lone  w ith  a n  
e n t i r e  o m iss io n  o f c r it ic ism  to  e i th e r  of 
th e  o th e r  th re e  p a r tie s .
O R E G O N
T h e  b ig  m e e t in g  o f th e  y e a r  f o r  th e  
O re g o n  S ta te  S o c ie ty  o f  C e r tif ie d  P u b ­
lic  A c co u n ta n ts , w as  h e ld  on  th e  eve­
n in g  of W ed n esd ay , D ecem ber 17, w h e n  
i t  m e t  w i th  t h e  R o b e r t  M o rr is  A sso ­
c ia te s , a n d  th e  m e m b e rs  o f  b o th  g ro u p s  
d is c u s se d  a  v a r ie ty  o f  s u b je c ts  o f  m u ­
tu a l  in te r e s t  a n d  c o n c e rn .
A r th u r  B e r r id g e ,  p r e s id e n t  o f  th e  
O re g o n  S ta te  S o c ie ty , p re s id e d , a n d  a t  
th e  o u ts e t  v e ry  a b ly  p re s e n te d  to  th e  
b a n k e r s  t h e  id e a ls  a n d  th e  s t r i c t  code  
o f e th ic s  w h ic h  th e  c e r t if ie d  m e n  t r y  
to  l iv e  u p  to .
T w o  m a in  a d d re s s e s  w e re  g iv e n  o n  
th e  s u b je c t  “ W h a t  th e  B a n k e r  E x p e c ts  
o f th e  C e rtif ie d  P u b l ic  A c c o u n ta n t .” 
M r. F r e d e r ic k  G re en w o o d , o f th e  B a n k  
o f C a lifo rn ia ,  g a v e  th e  v ie w p o in t  o f  
th e  b a n k e r s ,  a n d  A . L . A n d ru s , C. P .
A ., th e  v ie w p o in t  f o r  t h e  A c c o u n ta n ts .
A  d isc u ss io n , c o n d u c te d  by  R . J .  
L eo , C. P . A ., w h ic h  l a s te d  u n t i l  n e a r ly  
m id n ig h t ,  w a s  u n iq u e  a n d  in te r e s t in g .  
S ix te e n  to p ic s  w e re  u p  fo r  c o n s id e ra ­
t io n  an d  a  d iffe re n t C. P . A. led  in  
t h e  d is c u s s io n  o f e ac h .
1. I f  s to c k  of a  su b s id ia ry  co m p an y  is 
p led g ed  to  se c u re  in d e b te d n e ss  of a  h o ld ­
in g  com pany , sh o u ld  th e  c o n so lid a ted  
b a la n ce  sh e e t c o n ta in  a  specific  m e n tio n  
of th e  p ledge?
2. B a n k e rs  w ish  to  k n o w  th e  s ig n ifi­
c an ce  o f th e  p h ra se , “Q u a n tit ie s  a n d  
p r ic e s  a s  ce rtif ie d  by  c o m p an y  officials” 
a g a in s t  th e  ite m  of in v e n to ry  in  b a la n ce  
sh e e ts  ce rtif ied  by  p u b lic  a c c o u n ta n ts .
3. I f  th e  b a s is  of v a lu a t io n  of th e  in ­
v e n to ry  is  n o t s ta te d  in  th e  b a la n c e  sh e e t, 
c an  i t  be  sa fe ly  a ssu m e d  t h a t  th e  in v e n ­
to ry  is  v a lu e d  a t  c o s t o r  m a rk e t  w h ic h ­
e v e r is  lo w er?
4. I f  a  co m p a n y  h a s  re ce iv a b le s  p a y ­
a b le  in  in s ta lm e n ts ,  sh o u ld  th e  p o r tio n  
th e re o f  w h ic h  is  d u e  b ey o n d  one y e a r  
be  ex c lu d ed  fro m  c u r re n t  a s s e ts  in  th e  
b a la n c e  sh e e t?
5. I s  th e  c a sh  s u r re n d e r  v a lu e  of l ife  
in su ra n c e  a  c u r re n t  a s se t in  th e  b a la n ce  
sh e e t of th e  b e n efic ia ry  com p an y ?
6. I f  a  te x t i le  m il l  o r  o th e r  co m p an y  
p u rc h a se s  e q u ip m e n t on  t h e  in s ta lm e n t  
b asis , sh o u ld  th e  e n ti r e  co st be in c lu d ed  
in  th e  a s se ts  a n d  th e  u n p a id  in s ta lm e n ts  
re p re se n te d  a s  a  l ia b ili ty ?
7. S h o u ld  a  c o n tin g e n t  lo ss on  a  con­
t r a c t  fo r  th e  p u rc h a s e  o f m a te r ia ls  n o t 
y e t rece iv ed  be  n o te d  on  th e  b a la n c e  
sh e e t?
8. I f  a  c o m p an y  h a s  a s u b s ta n t ia l  ac­
c o u n t o r  n o te  re ce iv a b le  f ro m  a n  officer 
o r  d ire c to r  s h o r t ly  b e fo re  a n d  sh o r t ly  
a f te r  th e  b a la n c e  sh e e t d a te , b u t  n o  b a l­
a n ce  d ue  a t  th e  b a la n c e  sh e e t d a te , sh o u ld  
th e  a u d ito r  c e r t ify  th e  b a la n ce  sh e e t 
w ith o u t  a n y  re fe re n c e  to  su c h  re ce iv ­
ab le?
9. I s  u n e a rn e d  incom e in  th e  b a la n ce  
s h e e t of a  fin an ce  c o rp o ra tio n  a  c u r re n t  
o r  d e fe r re d  l ia b ili ty ?
10. A re  fin an c ia l s ta te m e n ts  on  th e  s ta ­
t io n e ry  of a  p u b lic  a c c o u n tin g  firm  to  be 
ta k e n  a s  th e  e q u iv a le n t of a n  a u d ite d  an d  
ce rtified  s ta te m e n t?
11. S h o u ld  a n  in v e s tm e n t co m p an y  
w ith  no  d e b t a n d  w ith  o n ly  o ne  c la ss  of 
s to ck  c h a rg e  d e p re c ia tio n  in  v a lu e  of i t s  
in v e s tm e n t se c u ri t ie s  to  c a p ita l  su rp lu s  
a n d  d e te rm in e  su b seq u e n t g a in s  a v a il­
a b le  fo r  d iv id e n d s  on  th e  b a s is  of th e  
w ritte n -d o w n  a s se t  v a lu e  of th e  s e c u ri­
tie s?
12. S h o u ld  w e  re ly  so le ly  u p o n  a n  in ­
sp e c tio n  a n d  c o u n t of in v e s tm e n t se c u ri­
t ie s  p u rp o r t in g  to  b e  h e ld  by  a n  in v e s t­
m e n t t r u s t  (o r  in v e s tm e n t com p an y ) 
w h e n  su ch  in v e s tm e n t  t r u s t  is  o ne  sp o n ­
so re d  by  o r  c losely  a ffilia ted  w ith  a n  in ­
v e s tm e n t b a n k in g  firm ?
13. I s  i t  n e c e ssa ry  th a t  th e  b a la n c e  
sh e e t of a  h o ld in g  co m p an y  be co n so li­
d a te d  w ith  th o se  o f i t s  su b s id ia r ie s?
14. T o  w h a t  e x te n t  do th e  b a n k e rs  re a d  
th e  a c c o u n ta n ts ’ re p o rts ?
15. A re  p re p a id  ex p en ses c u r re n t  a s ­
se ts?
16. S h o u ld  in v e n to r ie s  of f in ish ed  
goods b e  re d u c e d  below  a c tu a l  c o s t in  
o rd e r  to  t a k e  in to  acc o u n t a  re d u c tio n
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in  th e  m a rk e t  p r ic e  of th e  p r in c ip a l  ra w  
m a te r ia ls  e n te r in g  in to  su c h  fin ish ed  
p ro d u c t?
PE N N S Y L V A N IA
T h e  P e n n sy lv a n ia  I n s t i tu te  of C e rtified  
P u b lic  A c c o u n ta n ts  w h ic h  w a s  in c o rp o r­
a te d  in  1904, h a s  b een  o p e ra t in g  u n d e r  
a  c h a r te r  of th e  f irs t c la ss  g ra n te d  by 
t h e  C o u rt o f  C om m on P le a s  o f P h ila d e l­
p h ia .  F o r  som e t im e  p a s t  th e  I n s t i tu te  
re a liz e d  t h a t  c e r ta in  p ro v is io n s  of th is  
c h a r t e r  sh o u ld  b e  c h an g e d  in  o rd e r  to  
p ro v id e  g re a te r  e la s t ic i ty  in  c o n d u c tin g  
i t s  a ffa irs  d u e  to  a n  e v e r  in c re a s in g  m em ­
b e rsh ip . A t th e  m e e tin g  of th e  I n s t i tu te  
h e ld  a t  B ed fo rd  S p rin g s , c e r ta in  a m e n d ­
m e n ts  w e re  u n a n im o u s ly  a p p ro v ed  by  
t h e  m em b e rs  p re s e n t  a n d  a p p lic a tio n  w as 
d u ly  m ad e  to  th e  c o u r t  fo r  am e n d m en ts . 
T h e s e  a m e n d m e n ts  c o n s is ted  p r im a r i ly  of 
in c re a s in g  th e  n u m b e r  of m em b e rs  of 
C o u n c il a n d  f a c i l i ta t in g  th e  a m e n d m e n ts  
f ro m  t im e  to  t im e  in  th e  by-law s b y  a  
m a i l  vo te. T h e  l a t t e r  p ro v is io n  fo llow s 
so m e w h a t th a t  a d o p te d  by  n a tio n a l  o r­
g a n iz a tio n s , a s  fo llo w s:
“T h ese  B y-L aw s m ay  be  am en d ed , 
a d d e d  to  o r  re p ea le d  in  m a n n e r  fo llow ­
in g :
“ ( a )  A t a n y  A n n u a l M ee tin g  of th e  
I n s t i tu te ,  by  a  tw o -th ird s  v o te  of th e  
m em b e rs  p re s e n t;  p ro v id ed  t h a t  w r i t te n  
n o tic e  of su c h  a m e n d m e n t sh a ll  h av e  been  
m a ile d  to  each  m em b er of t h e  I n s t i tu te  
a t  le a s t  t h i r t y  d ay s p rio r  to  th e  m e e tin g  
a t  w h ic h  a c tio n  to  am e n d  is  to  be  ta k e n .
(b )  A n  a m e n d m en t, to  th e  B y-L aw s of 
th e  In s t i tu te ,  w h ich  sh a ll  b e  reco m ­
m en d e d  b y  a  m a jo r i ty  of th e  M em bers of 
C o u n c il, a tte s te d  th e r e to  b y  th e i r  re sp ec ­
t iv e  s ig n a tu re s , m ay  be  s u b m itte d  to  a ll  
m em b e rs  of th e  I n s t i tu te  fo r  a  re fe re n ­
d u m  v o te  by  m ail. I f  su ch  a m e n d m e n t is  
a p p ro v e d  b y  tw o -th ird s  ( 2 /3 r d s )  o f th e  
m em b e rs  so  v o tin g , w i th in  30 d ay s  fro m  
th e  d a te  o f th e  m a ilin g  to  th e m  of th e  
b a llo t  fo rm , sa m e  sh a ll  b e  d e c la re d  b y  
t h e  p re s id e n t  to  be  e ffec tive .”
T h e  P i t ts b u r g h  C h a p te r  of th e  P e n n ­
s y lv a n ia  I n s t i tu te  of C e rtif ied  P u b lic  Ac­
c o u n ta n ts  h e ld  a  m e e tin g  a t  th e  H o te l 
H e n ry  on D ecem b er 2, 1930, a t  6 p. m .
A  m o tio n  w as  u n a n im o u s ly  c a r r ie d  of­
f e r in g  th e  P h ila d e lp h ia  C h a p te r  u tm o s t 
c o o p e ra tio n  of th e  P i t ts b u r g h  C h a p te r  in  
c o n n ec tio n  w ith  th e  a n n u a l  c o n v en tio n  of 
th e  A m e ric an  I n s t i tu te  of A c c o u n ta n ts  to  
b e  h e ld  in  P h ila d e lp h ia  in  S ep tem b er,
1931.
H a v in g  fa ile d  to  e lec t a n  a u d ito r  a t  
th e  la s t  a n n u a l  m ee tin g , th e  m a t te r  w as 
ta k e n  u p  a t  th is  m e e tin g  a n d  re s u lte d  in  
th e  e le c tio n  of H a r r y  S. W a tk in s .
T h e  m em b ers  of th e  C h a p te r  sto o d  in  
s ilen c e  fo r  a  few  m in u te s  in  t r ib u te  to  
J . H e n ry  E rk , w h o se  d e a th  h a d  o c cu rre d  
s in c e  th e  la s t  m ee tin g .
A f te r  re p o r ts  o f th e  officers a n d  v a r i ­
o us co m m itte e s  w e re  h e a rd  H y m en  
S c h le s in g e r  sp o k e  on  th e  “ L eg a l R esp o n ­
s ib ili ty  of P u b lic  A c c o u n ta n ts .” H is  ad ­
d re s s  w as m o st in te r e s t in g  a n d  in fo rm a ­
tiv e , co v erin g  th e  d ev e lo p m en t of th e  
leg a l p r in c ip le  of l ia b ili ty , th e  l ia b ili ty  
o f a c c o u n ta n ts  fo r  th e  a c ts  of t h e i r  e m ­
ployes, th e  l ia b ili ty  of a c c o u n ta n ts  to  
t h e i r  c lie n ts  a n d  th e  l ia b i li ty  of acc o u n t­
a n ts  to  th i r d  p a r tie s ,  o r th e  p u b lic . T h e  
a t t i tu d e  of P e n n sy lv a n ia  a n d  N ew  Y o rk  
c o u r ts  w as  rev iew ed  a n d  sp ec ia l a t t e n ­
t io n  g iv en  to  th e  d ec isio n  in  New  Y o rk  in  
r e g a rd  to  th e  U ltra m a re s  C o rp o ra tio n  vs. 
T ou ch e-N iv en  a n d  C om pany .
F o llo w in g  M r. S c h le s in g e r’s p re s e n ta ­
t io n  th e  m em b ers  of th e  C h a p te r  p a r t ic i ­
p a te d  in  a  d iscu ss io n  of th e  su b je c t.
A t th e  in v ita t io n  of th e  P i t ts b u rg h  
C h a p te r  of th e  N a tio n a l A sso c ia tio n  of 
C ost A c co u n ta n ts , th e  P i t ts b u rg h  C h ap ­
t e r  of th e  P e n n sy lv a n ia  I n s t i tu te  of C er­
tified  P u b lic  A c c o u n ta n ts  jo in e d  th e m  in  
a  m e e tin g  on  D ecem ber 10, 1930, a t  th e  
W illia m  P e n n  H o te l. T h e  m e e tin g  w as 
p reced ed  by  a  d in n e r  a t  6 :30  p. m ., a n d  
a t  8 :30  p. m . th e  fo llo w in g  p ro g ra m  w as 
en jo y ed : a  D in n e r  T a lk  by  S tu a r t  C. Mc­
Leod, S e c re ta ry  of th e  N a tio n a l A ssocia­
t io n  o f C ost A c c o u n ta n ts ;  a n  a d d re ss  
by  A. H . C a r te r , of N ew  Y o rk  C ity , o n  
“P u b lic  R e la tio n s  A sp ec ts  of A cco u n t­
in g ” a n d  O. G. R ic h te r , C. P . A., w h o  w as 
le a d e r  of d iscu ssio n . I n  a d d it io n  to  th e  
a d d re ss  by  M r. R ic h te r ,  th e  d isc u ss io n  
w h ich  fo llow ed  th e  g e n e ra l p ro g ra m  w as 
p a r tic ip a te d  in  by  M essrs. J .  M. C u m m in g  
a n d  H y m e n  S c h les in g e r, C e rtified  P u b lic  
A c co u n ta n ts .
W A SH IN G T O N
[N ote— P e rso n s  w ith o u t  a  sen se  of h u ­
m o r w ill p lea se  d e to u r  a ro u n d  th is  
re p o rt .]
T h e  S e a tt le  C h a p te r  of th e  W a sh in g ­
to n  S o c ie ty  of C e rtified  P u b lic  A cco u n t­
a n ts  to o k  a d v a n ta g e  o f th e  r e g u la r  w eek ­
ly  lu n ch e o n  p e r io d  on  D ecem b er 7 to  
q u izz  th e  S ta te  B o a rd  o f A cco u n tan cy  
w ith  re fe re n c e  to  th e  re c e n t  e x a m in a tio n  
g iv en  by  th em . T h e  B o a rd  w as  c h a rg e d  
“w ith  h a v in g  fa ile d  to  p a ss  c e r ta in  p a r ­
t ie s  w h o  a re  c e r ta in  th e y  sh o u ld  h a v e  
p a sse d  a n d  w ith  h a v in g  p a sse d  c e r ta in  
o th e r  p a r t ie s  th e  f i r s t  t im e  th e y  to o k  
th e  e x a m in a tio n  to  th e  e te rn a l  v a in  g lo ­
r io u sn e ss  o f sa id  p a r t ie s  a n d  th e  c h a g r in  
o f c e r ta in  o th e r  p a r t ie s  w h o  w e re  com ­
p e lled  to  ta k e  th e  e x a m in a tio n  m o re  th a n  
once.”
C e r ta in  p h o n e y  q u e s t io n s  w e re  p re ­
se n te d  by  th o se  c h a rg in g  th e  B o a rd  w ith  
h a v in g  g iv en  a n  e x a m in a tio n  th a t  w as 
“ i r re le v a n t ,  im m a te r ia l ,  in co n seq u e n tia l, 
im p o ssib le , u t te r ly  d a m n a b le  a n d  u n a n ­
sw era b le .” T h e  occasion  a ffo rded  a n  op­
p o r tu n ity  fo r  th e  C h a p te r  a n d  th e  B o a rd  
to  d iscu ss  th e  w h o le  e x a m in a tio n  p ro b ­
lem  w ith  w h ic h  th e  a cc o u n ta n c y  p ro fe s ­
sio n  is  c o n fro n te d .
I t  is  u n d e rs to o d  th a t  th e  B o a rd  ac ­
q u itte d  i ts e lf  n o b ly  in  i t s  re p ly  to  th e
c h a rg e s  w h ich  h a d  b een  m ad e  a n d  t h a t  
th e  r e s u l t  of th e  m e e tin g  w as to  g ive  to  
th o se  p re s e n t  a  b e t te r  u n d e rs ta n d in g  of 
th e  d ifficu lties c o n fro n tin g  S ta te  b o a rd s  
o f a cc o u n ta n c y  in  p re p a r in g  e x a m in a ­
t io n s  fo r  g ro u p s  of a p p lic a n ts  in  w h ich , 
in  m a n y  cases, n o  tw o  h a v e  h a d  th e  sa m e  
p re lim in a ry  t r a in in g .
G rad e  y o u rse lf  on  th e  a n sw e rs  you  
w o u ld  g iv e  to  th e  fo llo w in g  p ro p o u n d ed  
q u e s tio n s :
1. T ell ju s t  h o w  i t  is  p o ss ib le  to  in ­
c rea se  th e  v o lu m e  of a n  a c c o u n ta n t’s 
b u s in e ss  60%  d u r in g  a  p e rio d  o f f in an ­
c ia l s tre s s .
2. D esc rib e  th e  p ro p e r  m a n n e r  o f con­
d u c tin g  a n  a c c o u n tin g  office b y  re m o te  
c o n tro l d u r in g  th e  in co m e  ta x  r u s h — fo r 
ex am ple , f ro m  W ash in g to n , D . C.
3. H o w  d o  yo u  k e ep  c e r ta in  n a tio n a l  
firm s fro m  g e tt in g  y o u r  c lie n ts ?  I f  n o t, 
w h y  n o t?
4. A  c e r ta in  n u m b e r  o f m en  c an  do  a  
p iece  of w o rk  in  th re e  d ays. A  n u m b er, 
fo u r  less, c an  do th e  sa m e  p iece  of 
w o rk  in  s ix  d ays, w o rk in g  th r e e  h o u rs  
le s s  p e r  day . A  n u m b e r, s ix  g re a te r  
th a n  th e  o r ig in a l n u m b er , w o rk in g  s ix  
h o u rs  le s s  p e r  d ay , c an  do  th e  w o rk  in  
fo u r  d ays. W h a t w as th e  o r ig in a l n u m ­
b e r  o f w o rk m e n  a n d  how  m a n y  h o u rs  
p e r  d a y  d id  th e y  w o rk ?  A ll o f th e  
m e n  a r e  eq u a lly  cap ab le .
T h e  S e a ttle  C h a p te r  o f th e  W a sh in g ­
to n  Society , a t  i ts  lu n ch e o n  m e e tin g  fo r  
N o v em b er 19, to o k  u p  th e  d iscu ss io n  on 
n o n -p a r s to c k  u n d e r  th e  le a d e rs h ip  o f  
S am  F r ie d m a n , C. P . A. T h e  su b je c t 
w as c o n tin u e d  to  th e  m e e tin g  h e ld  on 
N o v em b er 26, a t  w h ic h  C. L . S to n e , C. 
P . A., led  th e  d isc u ss io n .
P a r t ic u la r  c o m m e n t w as  m a d e  of th e  
fa c t t h a t  u n d e r  th e  law s  of th e  S ta te  of 
W a sh in g to n  a n d  c o n tra ry  to  th e  r e s t r ic ­
t io n s  on  th e  is su a n c e  o f p a r  v a lu e  stock , 
a  co m p an y  m a y  s t a r t  to  do b u s in e ss  be ­
fo re  a l l  o f  t h i s  n o n -p a r s to c k  is  su b ­
sc rib ed , p ro v id ed  o n ly  t h a t  th e  specified  
c a p ita l  in d ic a te d  by  th e  a r t ic le s  is  a c tu ­
a lly  su b sc r ib e d ; a lso , t h a t  i t  a p p e a rs  to  
be  p e r fe c tly  p ro p e r  to  d e c la re  d iv id e n d s  
in  th e  S ta te  o f  W a s h in g to n  o u t of th e  
a m o u n ts  rece iv ed  f ro m  th e  sa le  of th e  
n o n -p a r s to c k  e v e n  th o u g h  th e re  a r e  no  
e a rn in g s , p ro v id e d  a lso , t h a t  th e  specified  
c a p ita l  r e m a in s  in ta c t.
T h e  D ecem ber 17 lu n ch e o n  o f th e  Se­
a t t l e  C h a p te r  w a s  an n o u n ce d  a s  a  T u r ­
k e y  Shoot, h o w ev er, d u e  to  th e  t im id ity  
of so m e  o f th e  m em b e rs  w h o  h a d  b een  
d e s ig n a te d  a s  ta r g e ts  w h e n  n o tin g  th e  
"a r tle s sn e ss  w i th  w h ich  so m e  of th e  
sh o o tin ’ i ro n s  w e re  h a n d le d , th e  o r ig in a l 
p la n s  w e re  c h an g e d  a n d  a n  o ld -fash io n ed  
g e n u in e ly  A m e ric a n  g a m e  s u b s ti tu te d . 
P a u l  S tro u t , a n  a m a te u r  in  ro l lin g  th e  
bones, to o k  h o m e  w ith  h im  th e  sev en ­
tee n -p o u n d  tu r k e y  w h ich  h a d  b een  p ro ­
v id ed  a s  th e  f ir s t  p rize .
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Co r p o r a t io n
A c c o u n t in g
A Complete Working Manual of Modern Policy and Procedure 
for Accountants and Corporation Treasurers and Secretaries.
By William T. Sunley, C. P. A.,
Vice P residen t and E ducational D irector, In ternational A ccountants Society, Inc.;
and Paul W. Pinkerton, C. P. A.,
Controller, A insw orth  M anufacturing Corporation; P ast P resident, Am erican Society
of Certified Public Accountants.
THE past few years have witnessed radical changes—some due to modifications in the law, some based on the views of 
professional accounting organizations—in fundamental princi­
ples of corporation accounting, that have rendered obsolete much 
that has been accepted as good practice. This book gives full 
effect to all these changes. It offers by far the most complete 
and most practical treatment of this whole subject in print today.
This new book gives you, in one handy 
volume, everything you need for (1) de­
termination of the policies by which trans­
actions arising out of the corporate form 
of organization are to be translated into 
accounting procedure; and (2) develop­
ment and application of the accounting 
technique  required. For each type of 
transaction you have series of cases to 
illustrate the differing combinations of 
circumstances that may surround the 
problem and to show the consequences of 
the varying set-ups possible.
Presents Latest and Best Methods of 
Accounting for Corporate Transactions
It deals exhaustively not only with all 
those phases of accounting which arise 
only in corporations, such as for capital 
stock issues and dividends, but with such 
other phases, as in connection with bond 
issues, reserves, and surplus, as arise 
usually but not exclusively under that 
form of organization. It explains, also, 
the features of corporation law you must 
understand, the requirements of corpo­
rate finance that 
enter in, and the 
practical operating
routine through which corporate busi­
ness is transacted.
The precedents offered! have been gath­
ered over a period of years from the prac­
tice of well known successful organiza­
tions. You can apply every policy and 
procedure presented to corresponding con­
ditions of your own with confidence that 
your solution is in strict accordance with 
all legal and accounting requirements.
Equips You to Handle Any Situation  
You Are Likely to Meet
Whether the capitalization of your client 
or your company is expressed in thou­
sands or millions of dollars, CORPORA­
TION ACCOUNTING equips you to han­
dle both normal and emergency situations 
of every predictable character. The 
authors discuss and illustrate all alterna­
tive methods of dealing with each type of 
transaction in question, including the 
journal entries. You get an insight, 
moreover, into the fundamental consider­
ations involved, that will enable you to 
devise with confidence specific solutions 
for new situations that may arise out of 
changes in the law or as the result of 
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Send for This Book—  ----------------
572 Pages Price $5.00
 A PPR O V A L O RDER FORM —
The im portance of correct form  and prin­
ciple in dealing w ith  corporate accounts can  
scarcely  be exaggerated. In dealing with  
these accounts, w hether from  the angle o f  
policy p lanning or operation, you w ant Sun­
ley and P inkerton’s C o r p o r a t i o n  A c c o u n t i n g  
w ithin  reach a t a ll tim es. N oth ing to ap­
proach it  in com pleteness and authority has 
ever been published.
Just fill out and m ail th e  “on approval” 
form  a t right and we w ill forw ard the book 
prom ptly. The price is  only $5.00— an  
am ount which alm ost any reference to the  
book w hich you  m ake w ill repay you m any  
tim es over. You order, also, w ith  the fu ll 
assurance o f sa tisfaction  given by
Our Standard Guarantee
You order w ith  the privilege o f exam ina­
tion  before purchase. Paym ent is  not due 
until five d ays a fter a book has been deliv­
ered ; you m ay return it w ithin  th a t period 
for credit i f  you find it  unsatisfactory.
The Ronald Press Company,
Dept. M-424, 15 East 26th Street, New York, N. Y.
Please send me a copy of Corporation Accounting, by 
Sunley and Pinkerton, price $5.00, as described above.
N am e (Please PRINT)
T itle or
F ir m ..................................................................... P osition .
B usiness Address
C ity. S ta te .
H om e A ddress.................................................................................
(If you wish book sent to your residence)
Signature
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NOTES
W a lte r  S. M arch , C. P . A., h a s  been  
e le c te d  a s s i s ta n t  c a s h ie r  o f  T h e  C e n tra l 
T ru s t  C om pany  of C in c in n a ti. T h e  ac­
q u is itio n  o f th e  B r ig h to n  B a n k  a n d  T r u s t  
C om pany  a n d  th e  P e a rl-M a rk e t B a n k  a n d  
T r u s t  C om pany  m ak e s  th e  C e n tra l  T ru s t  
th e  second  la rg e s t  b a n k  in  C in c in n a ti .
A r th u r  J .  L in n , C. P . A., C o m p tro lle r  
o f th e  F e d e ra l  A m e ric an  N a tio n a l B a n k  
a n d  T ru s t  C om p an y  of W ash in g to n , D. 
C., re c e n tly  a d d re sse d  th e  P h ila d e lp h ia  
C o n fe ren ce  o f B a n k  A u d ito rs  a n d  C o n tro l­
le r s  on th e  su b je c t of “P o in ts  o f C o n tac t 
B e tw een  th e  B a n k  A u d ito r  a n d  C o n tro lle r  
a n d  th e  C re d it  D e p a r tm e n t.”
R o b e rt A tk in s , C. P . A., of N ew  Y ork, 
c o n tr ib u te d  to  th e  D ecem ber 3 rd  is su e  of 
th e  N ew  Y o rk  U n iv e rs i ty  A lu m n u s  a n  
a r t ic le  on  “ D oes th e  P u n is h m e n t F i t  th e  
C rim e ? ” I n  th e  N o v em b er is su e  of The  
C itizen , t h e  official o rg a n  of th e  U n ited  
R ea l E s ta te  O w n ers’ A sso c ia tio n , h e  h a s  
a n  a r t ic le  e n ti t le d  “T h e  P u b lic ’s I n te re s t  
i n  P u b lic  S e rv ice  C o rp o ra tio n s .”
T h e  B e n ja m in  F ra n k l in  U n iv e rs ity  
W o m en ’s C lub a t  W a sh in g to n , D. C., h a d  
th e i r  o p e n in g  d in n e r  t h i s  y e a r  a t  th e  
A r l in g to n  H o te l, S a tu rd a y  ev en in g , J a n ­
u a ry  10. T h e  sp e a k e rs  w e re  P ro fe sso r  
Jo h n so n , o f  th e  D e p a r tm e n t o f E co n o m ­
ics, G eorge  W a sh in g to n  U n iv e rs ity , w ho  
d isc u sse d  th e  u n e m p lo y m en t s itu a t io n , 
a n d  th e  S e c re ta ry  of T h e  A m e ric a n  So­
c ie ty , w h o  d iscu ssed  th e  o p p o r tu n it ie s  
fo r  w om en  in  th e  a c c o u n tin g  p ro fe ss io n .
W e ack n o w led g e  w ith  th a n k s  th e  re ­
c e ip t f ro m  th e  D u tc h  U n io n  of A cco u n t­
a n ts ,  fo u n d ed  in  1899, of a  copy  of a  
m o n o g ra p h  c o n ta in in g  th e i r  c o n s t itu t io n , 
o u tlin e  o f  th e i r  w o rk in g  p ro g ra m  fo r 
1931 a n d  a  l is t  of th e i r  m em b e rsh ip  fo r 
th e  c u r re n t  y e a r .
H a r r y  E . L u n sfo rd , C. P . A., o f K a n sa s  
C ity , is  s e rv in g  a s  R e ce iv e r u n d e r  ap ­
p o in tm e n t by  th e  F e d e ra l  B a n k ru p tc y  
C o u rt of th e  S a u n d e rs  D riv e -It-Y o u rse lf 
C om pany , In c .
T h is  co n ce rn  w a s  a  p a re n t  co m p an y  
c o n tro l l in g  th ir ty - tw o  s u b s id ia ry  c o rp o ra ­
tio n s  o p e ra t in g  fifty-five se rv ic e  s ta tio n s  
in  n u m e ro u s  c itie s . T h e  c o u r t h a s  o r­
d e red  th a t  th e  e n ti re  b u s in e ss  be  co n sid ­
e re d  a s  one e n te rp r is e  a n d  p laced  i t  a ll 
u n d e r  th e  d ire c tio n  of th e  R ece iv e r.
I n  re fe re n c e  to  th e  co n v en tio n  of th e  
N a tio n a l A sso c ia tio n  of R e a l E s ta te  
B o a rd s , h e ld  in  S t. P e te rs b u rg , F lo r id a , 
on J a n u a ry  15, th e  “ B u sin e ss  W eek ” fo r 
J a n u a ry  14 c a r r ie s  th e  fo llo w in g  i te m : 
“P h il ip  W . K n isk e rn , v ice -p res id e n t Con­
t in e n ta l  M o rtg ag e  G u a ra n te e  Co., a n d  
c h a irm a n  o f a  sp ec ia l su b -co m m ittee  to
s tu d y  th e  a s so c ia tio n ’s  a p p ra is a l  d iv is io n , 
w ill reco m m en d  t h a t  re a l  e s ta te  a p p ra is a l  
be  e lev a ted  to  th e  s t a tu s  of a  p ro fe ss io n  
w ith  a n  o rg an ized  c o rp o ra te  e n ti ty  w h ich  
can  e x a m in e  a n d  c e r t ify  q u a lified  ap ­
p ra is e rs . T h e  p la n  is  to  p u t  re a l  e s ta te  
a p p ra is e r s  on  th e  sa m e  p la n e  a s  certified  
p u b lic  a cc o u n ta n ts . I f  th e  p ro sp ec tiv e  
p u rc h a se r  cou ld  g e t a n  im p a r t ia l ,  d ep en d ­
ab le  c e r tif ic a te  of th e  v a lu e  of p ro p e rty , 
re a l  e s ta te  m en  feel th e  m a rk e t  w o u ld  be 
g re a t ly  w id en ed , b o th  a m o n g  h o m e  ow n­
e rs  a n d  in v e s to rs  w ho  now  a r e  sh y  of a  
field in  w h ic h  th e y  r ig h tly  feel e x p e rt 
kn o w led g e  is  n ecessa ry , b u t  difficult to  
ac q u ire .”
In  th e  J a n u a ry ,  1931, is su e  of The Tax  
M agazin e  th e r e  is  a n  a r t ic le  by  R o b e rt 
A tk in s , C. P . A., of N ew  Y ork , e n ti t le d  
“ T ax  E x em p tio n — A  K ey  T o  T ax  R e­
d u c tio n .”
F r a n k  J . C rane, C. P . A., b ro a d c a s t over 
W LW , C in c in n a ti ,  a n  a d d re s s  on  “ T he  
Im p o r ta n c e  of A c co u n tin g  in  B u sin ess  
E d u c a tio n .”
S tr a y e r  C ollege o f A c co u n tan cy  h a s  r e ­
c e n tly  b een  a u th o r iz e d  by  th e  D is t r ic t  of 
C o lu m b ia  B o a rd  o f  E d u c a tio n  to  c o n fe r
B. C. S. a n d  M. C. S. d eg rees in  th e  s tu d y  
of acc o u n ta n c y . I t s  c o u rse s  h a v e  been 
co m p le te ly  re o rg a n iz e d  a n d  th e  new  
fa c u lty  w h ic h  h a s  b een  se lec ted  is  h ead ed  
b y  C. V a u g h a n  D arb y , D ire c to r  o f T h e  
A m e ric an  S o c ie ty  a n d  S e c re ta ry  of th e  
B o a rd  of A cco u n tan cy  of th e  D is t r ic t  of 
C olum bia .
T h e  N ovem ber, 1930, is su e  of T H E  AC­
C O U N TA N T, th e  reco g n ized  w e ek ly  o rg a n  
of th e  C h a r te re d  A c co u n ta n ts , p u b lish ed  
in  L on d o n , c a r r ie s  a n  in te re s t in g  a r tic le  
u n d e r  th e  c ap tio n , “ A c c o u n ta n ts ’ 
C h a rg es .” T h e  a r tic le  h a s  re fe re n c e  to  a  
c la ss if ica tio n  of a c c o u n ta n ts  u n k n o w n  in  
th e  U n ite d  S ta te s ;  n am e ly , t r a d e  acc o u n t­
a n ts . T h ey  a re  d e sc rib e d  a s  a c c o u n ta n ts  
w ho  m a k e  a  sp e c ia lty  of a  p a r t ic u la r  
t r a d e  a n d  i f  su c h  a n  a c c o u n ta n t  w e re  ap ­
p o in te d  official a c c o u n ta n t  to  a n y  t r a d e  
a sso c ia tio n  h e  w o u ld  be  accep ted  a s  a  
sp e c ia lis t.
F ro m  th e  a r tic le  i t  w o u ld  a p p e a r  th a t  
th e  w o rk  of th e  t r a d e  a c c o u n ta n t  is  m u ch  
th e  s a m e  a s  t h a t  of a  s ta ff  boo k k eep er, 
ex cep t t h a t  th e  t r a d e  a c c o u n ta n t is  em ­
ployed  in  a  sm a ll b u s in e ss  th a t  does n o t 
em p lo y  a  p e rm a n e n t  sta ff b o o kkeeper.
T h e  t r a d e  a c c o u n ta n t  a lso  p re p a re s  re ­
p o r ts  fo r  v a r io u s  g o v e rn m e n t d e p a r t­
m e n ts  a n d  i t  is  s ta te d  t h a t  th e y  h a v e  a  
p re fe r re d  s ta n d in g  w ith  th e  incom e ta x  
d e p a rtm e n t.
T h e  su b je c t of p a y m e n t fo r  se rv ice s  is 
one t h a t  w e th o u g h t  w o u ld  be of in te r e s t  
to  o u r  re a d e rs . O ne  of th e  t r a d e  a sso c ia ­
tio n  m em b e rs  re p o rte d  t h a t  h e  p a id  h is  
a c c o u n ta n t 5%; of th e  tu rn -o v e r. A n o th e r 
p a id  £ 1  fo r  e v e ry  £ 1 0 0  p ro fits . A n o th e r
m em b er s ta te d  t h a t  h e  u su a lly  p a id  14 
g u in e a s  to  h is  a c c o u n ta n t  b u t  t h a t  l a s t  
y e a r  o w in g  to  a  q u ib b le  w ith  th e  in co m e  
ta x  in sp e c to r  h e  h a d  to  p a y  34 g u in ea s . 
A n o th e r  m eth o d  of p a y m e n t t h a t  p re v a ils  
is  t h a t  o f  p a y in g  £ 2 5  p e r  y e a r  o n  a  b u s i­
n e ss  tu rn -o v e r  of £ 1 0 0  a  w eek . One m em ­
b e r  e x p re ssed  th e  o p in io n  th a t  th e  tim e  
w o u ld  com e w h e n  a ll  b u s in e ss  h o u se s  
w o u ld  b e  re q u ire d  to  em ploy  a  q ua lified  
a c c o u n ta n t.  I f  t h a t  w as n o t m ad e  com ­
p u lso ry  by  la w  th e  In sp e c to r  o f T axes 
w ou ld  fo rce  th e m  in to  th e  p o sitio n .
IN MEMORIAM
W A L T E R  S. G E E , s in c e  1 9 1 8  a  m e m ­
b e r  of th e  a c c o u n tin g  firm  of L y b ra n d , 
R o ss B ro th e rs  & M o n tgom ery , a n d  a t  
t h e  t im e  of h is  d e a th , P re s id e n t  of t h e  
N a tio n a l A sso c ia tio n  o f C ost A cco u n t­
a n ts , d ied  a t  h is  h o m e in  C ra n fo rd , 
N . J ., on W ed n e sd a y  m o rn in g , D ecem ­
b e r  31, 1930.
H A R R Y  W . H IR S C H H O R N , C. P .  A .,
(N . Y. No. 1076, A p ril 5, 1926), d ied  
on D ecem ber 24, 1930.
M r. H irs c h h o rn  w as  a  m em b er of th e  
firm  of H ir s c h h o rn  a n d  S in g e r, C e rtified  
P u b lic  A c co u n ta n ts , 1440 B ro ad w ay , N ew  
Y o rk  C ity . M asonic  fu n e ra l  se rv ice s  
w e re  co n d u c ted  a t  th e  Je w ish  M em oria l 
C hapel, B ro o k ly n , by  J e h o s h a p h a t  L odge, 
No. 1,080, F . & A. M. H e  w as a  m em b e r 
of T h e  A m e ric a n  Society .
J .  F R E D  L Y N N , C. P .  A ., ( I l l . N o. 17 5 , 
A u g u s t 17, 1916; In d . No. 221, J u n e  22, 
1916), s e n io r  m em b er of J . F re d  L y n n  
& Co., 120 S. L a S a lle  S tre e t,  C h icago , 
d ied  on  A p ril  24, 1930.
M r. L y n n  h a d  b een  en g ag ed  in  ac­
c o u n tin g  a n d  leg a l w o rk  s in c e  1900. H e  
w a s  a  m em b er of th e  I l l in o is  S o c ie ty  o f 
C ertified  P u b lic  A c c o u n ta n ts  a n d  of T h e  
A m e ric a n  S o c ie ty  of C e rtified  P u b lic  Ac­
c o u n ta n ts .
C H A R L E S  W . P E R R Y , C. P .  A . (N .
Y., No. 600, M a rch  18, 1913; O kla., 
N o . 61 , 1 9 1 9 ; P a . ,  N o . 2 9 0 , 1 9 2 2 ) ,  
d ie d  o n  N o v e m b e r 1 0 , 1 9 3 0 .
M r. P e r r y ,  w h o  w a s  b o rn  in  C o n ­
n e a u t ,  O h io , o n  J a n u a r y  3, 1 8 6 6 , h a d  
b e e n  in  th e  p u b lic  p ra c t ic e  o f a c c o u n t­
a n c y  f o r  a b o u t  tw e n ty -f iv e  y e a rs .  F o r  
th e  p a s t  e ig h t  y e a r s  h e  h a d  b e e n  a  
m e m b e r  o f  th e  s ta ff  o f A le x a n d e r  
A d e re r  a n d  C o m p an y , 225 F i f th  A v e­
n u e , N ew  Y o rk  C ity . H e  w a s  a  c h a r t e r  
m e m b e r  o f  T h e  A m e r ic a n  S o c ie ty .
A  M E S S A G E
T O  M E M B E R S  O F  T H E  A C C O U N T I N G
P R O F E S S I O N
Some months ago, the Methods Research Laboratory was in­
troduced to the accounting profession. Its purpose is purely 
to place at the disposal o f accountants, an analytical labora­
tory where accounting methods and machines may be studied 
from an entirely unbiased basis. Although sponsored by 
Remington Rand, it is in no sense an advertising or selling 
venture and is entirely free from sales influence or obligation 
on your part.
Since the inception of the Laboratory, an unusual number of 
accountants have used its facilities in carrying on tests and 
experiments to determine equipment and methods best suited 
to the peculiar needs of their various clients. They have been 
aided by an experienced staff o f assistants employed by the 
Laboratory. They have pronounced the Laboratory as ful­
filling a distinct need of the profession.
I f  you have not availed yourself of the privileges o f this con­
structive service, do so at an early opportunity. The Labora­
tory is available to those holding registration cards *which are 
procurable on application.
•
The D irecto r of Methods Research Laboratory 
Remington Rand Business Service, Inc.
Remington Bldg., 374 Broadway 
New Y ork City
T H E  H O U R S : T en  a. m . to  Five p .m . O n  S a tu r d a y s :  N ine a. m . to  Twelve m .
Telephone Worth 7500
*T here w ill be  no ch a rg e  f o r  th e  u se  o f  th e  L a b o ra to ry  o r  its  serv ices in  a n y  w a y  w h a tso ever
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a n n o u n c e s  a c o m p le t e  l in e  o f
N E W  C A S H  M A C H I N E S
A  d istin ct advance, app ly ing new features and new principles to the 
registering and safeguard ing of cash . . . Absolute protection to­
gether w ith  greater speed and ease of operation . .. M ade in  a variety 
of styles and colors to meet the requirem ents of different types of 
business . . . Exceptionally low prices for a ll m odels . . . Concerns 
operating or con tro llin g a group of outlets can effect substan tia l 
savings by standard iz ing on these new, sturdy, sm art-appearing  
cash m achines b u ilt and backed by Bu rroughs . . . W rite  for de­
scriptions, prices and term s; or call the local B u rroughs office. 
B u rrou gh s A d d in g  M ach ine  Com pany, 6402 Second Blvd., Detroit
 
IM P O R T A N T  A D V A NTA G ES— E very  sale p rin ted  and  recorded . . .  locked-in to ta ls  under owner’s o r m anager’s control 
. . .  to ta ls  of quan tities  as well as a m o u n ts__ separate  to ta ls  of cash and  charge sales . . . d e ta il tape  . .  . enforced identifica­
tion  of clerks . . . validates paid ou ts  o r sales tickets . . . to ta ls  each custom er’s purchases, furnishes re c e ip t . .  . descriptive 
keys . . . easy key  depressions . . . h and  or electric m o d e ls . . . requires m inim um  counter space . . . wide range of colors.
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C
O ne o f  m any styles designed 
fo r  stores where several items 
are purchased at one lime, such 
as fo o d  stores and cafeterias.
O ne o f  many styles designed 
fo r  stores where single item sales 
are the rule, such as drug stores, 
hardware stores, etc.
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“Those who quit under discouragement are selling 
out at the bottom ”
— B r u c e  B a r t o n .
PRESIDENT’S COLUMN
THE OUTLOOK FOR 1931
WE enter this new year in a spirit of great hope and cheerfulness. It will prove, I believe, a 
year full of opportunities for those who are prepared 
to meet the demands for service which will be made 
of our profession. A buoyant spirit, with the drive 
of determination to make the best of the present, is 
the surest way to a consummation of the things we 
hope to accomplish.
Depression, lack of business, unemployment, ru­
mors of this and that, if taken literally, would indi­
cate that we are headed as a nation toward bank­
ruptcy and will soon become a public charge upon 
the world at large. We listen too much to gossip and 
have allowed the readjustment, which was inevitable, 
to unbalance our attitude towards business. Our 
profession appears to be as guilty in this respect as 
any other group.
Yet, 1930 with all of its faults and with its final 
report yet uncompleted, according to Nation’s Busi­
ness was  a market place to the extent of one hun­
dred billion dollars. Saving banks and life insur­
ance shows a very substantial increase. One mutual 
savings bank in a metropolitan city of approximately 
300,000 population, which is a typical city, has aver­
aged since January 1, 1931, 100 to 150 new savings 
accounts per day. Yet in this same city there are 
those who would have us believe the bread line is 
upon us to stay.
It is true that lucrative tax cases, mergers and 
consolidations have had their effect upon our prac­
tices. We had no fundamental reason to believe that 
fees from these sources would continue to be the 
major portion of gross fees. By the same token, we 
can not hope to continue if we see nothing in the 
future but balance sheet verification.
We criticize clients and business for not knowing 
markets, or “where business is best,” but do we have 
the same knowledge? This is not a suggestion for a 
campaign of solicitation, but a suggestion that an
appraisement of the services we can render business 
merits consideration. In other words, have we im­
pressed the business world that we are more than 
verifiers, detectives, and historians?
It is said that approximately eighty-four per cent 
of American business failures are due directly to the 
inability of business management to meet changing 
conditions. Are we meeting changing conditions?
May I offer for your thoughtful consideration:
1. Be optimistic. The ratio of the number of 
things that are right to those that are wrong has 
always been, is now, and will continue to be, over­
whelmingly in favor of right.
2. Know your practice. Analyze your practice to 
determine the trends. Know what factors in your 
practice have been reflections of fundamental con­
ditions.
3. Study business and economics in order that you 
may know what service you can render business 
which will be to its betterment and its advancement.
The following, clipped from a trade journal, I be­
lieve is applicable:
“Constant betterment of our methods must go 
hand in hand with resolute determination to main­
tain the quality and standards of our goods. Mere 
cleverness, either in a man or in his merchandise, 
cannot long be successfully employed as a substitute 
for sturdy character. The farther away we send our 
goods, the greater is our obligation to stand behind 
them. Any other policy is foredoomed to failure.”
HERMAN C. J. PEISCH.
REGRETS
Our attention has been called to the fact that the 
articles by Charlton C. Hetzler on “Street Railway 
Depreciation” which appeared in the last three num­
bers of T h e  C e r t i f i e d  P u b l i c  A c c o u n t a n t  for 1930, 
contain material taken from a paper by L. R. Nash 
of the Stone & Webster organization, prepared for 
and presented at the International Congress on Ac­
counting in 1929 and printed in its proceedings. Ex­
tensive quotations were made, some of them incor­
rectly, others apparently edited by Mr. Hetzler, all 
of them without any acknowledgment of their source. 
The editor expresses his regret to Mr. Nash and the 
International Congress on Accounting for his failure 
to discover the quoted material before publication.
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B U SIN E SS D E PR E SSIO N  A N D  
ACCOUNTING PR O FES­
SIO NAL PRACTICE
A CLOSE relationship ex ists between the profes­sional accountant and the business man. 
Strange as it  may appear, the business man is usually  
more w illing to increase h is budget allowance for  
professional accounting services in prosperous peri­
ods than in periods of inactivity. It would appear 
that the reverse should be the standard policy.
The sam e tendency is noted by advertising agen­
cies. In prosperous tim es each business man wishes 
to obtain at least h is fu ll share of th e consumer’s dol­
lar and is w illing to budget large amounts for ad­
vertising. W hen business is slack, he is  more in­
clined to  rely on reputation established through pre­
vious advertising cam paigns, quality o f goods deliv­
ered and special services rendered.
The attitude of many business men toward expen­
ditures for public accounting services is unwise. Will 
Rogers, A m erica’s most versatile philosopher, 
touched off the same idea when he said: “H alf the  
world is fighting and the other half is out o f a job  
and would as soon be fighting as starving. (For 
that is one th ing  in favor o f war— they do feed you 
during one.) Then in the m idst o f all th is we start 
sinking our N avy to save taxes. Saving taxes don’t  
help the unemployed— they’ve got nothing, are earn­
ing nothing, hence they pay nothing. To reduce your 
N avy these tim es is exactly like a man who is not 
doing so well financially cancelling all h is life  insur­
ance, figuring it ’s a dead loss because he hasn’t  died 
y et.”
L ife insurance w as one of the few  businesses whose
1930 totals were satisfactory, yet during that year  
some men cancelled their life  insurance policies. 
There were cancellations also o f fire insurance poli­
cies. All w ill agree th at such action w as not in  ac­
cordance w ith good business foresight. Periods of 
financial depression invariably increase death-rate 
percentages and fire losses.
The public accountant o f today has a relationship  
to the ills o f the business world som ewhat akin to 
the relationship o f the doctor to  our physical a il­
ments. U ntil a relatively recent period individuals 
utilized the services o f the doctor only when acute 
physical troubles demanded im m ediate attention. 
Preventive m edicine has made rapid strides in the  
last decade. An increasing percentage of individuals 
each year have regular physical inventories taken by 
their physicians, for nowadays many are specialists 
w ith regard to a single phase of human ills. The 
dentist is likew ise rendering a  greater service to 
hum anity in detecting possible sources of infection, 
prior to any resulting damage, than did the old prac­
titioner who merely sought to relieve our aches and 
pains by rem oving the offending cuspids, bicuspids, 
or molars.
Time was when the accountant was called in only  
when trouble had arrived, the defalcation had oc­
curred, the damage had been done, and the main pur­
pose of his investigation  was to determine the  
amount o f the loss, the amount o f the theft, or the  
amount o f the damage. Today the greatest service 
which he can render to h is client is not historical in  
character but is analytical and anticipatory or ad­
visory. Exam inations m ust needs be made of past 
records in order that certain basic facts m ay be deter­
mined. The analyses which he makes of trends and 
the deductions which he makes concerning the facts  
obtained, are the th ings which the business man  
needs more in periods of depression than in periods 
of prosperity.
The trained public accountant, who, a t stated sea­
sons, untrammelled by any private relationships to  
individuals in the managem ent or in the operative 
divisions of the business, makes a diagnosis and pre­
scribes w ith  prevention in mind, renders a much more 
valuable service than he who m erely announces by 
means o f balance sheets that as o f a given date the  
concern in question had a  surplus or a deficit o f a  
stated amount. From  the standpoint of business 
needs, therefore, the demands made on the account­
ing  practitioner should be greater today than they  
were tw o years ago or even one year ago.
The reason why the accounting demand has slack­
ened in certain quarters during the past year is that 
the practitioners have not educated their clientele to  
the different types of service which they can render.
The practice of preventive m edicine did not come 
as the result o f a desire on the part of the public, 
collectively or individually, to anticipate possible 
physical ailm ents and alleviate them  by the use of 
corrective measures. The medical profession, 
through a period of years, continuously preached and 
finally successfully sold that idea to the public.
There was a tim e when business organizations only 
thought of securing legal advice when trouble actu­
ally arose which brought them  into litigant relation­
ships w ith  debtors or creditors. Each year now sees 
an increasing number o f business concerns depend­
ing  on legal advice secured in advance for the pur­
pose of avoiding possible fu ture legal difficulties or 
entanglem ents. Lawyers sit in at board m eetings, 
on regular definite retainer fees, not only for the  
purpose of advising as to  how legal difficulties al­
ready incurred may be overcome but more often for  
the purpose of suggesting w ays and means, when  
policies are being discussed, whereby legal difficulties 
may be avoided. This changed relationship in the  
legal field has not come by reason of a  demand on the  
part o f the business public but has resulted from  the  
education of clients as to the advisability o f such a 
policy. Its adoption has usually resulted in a ma­
terial saving to the clients.
The second report o f the Committee on Classifica­
tion of Accountancy Services, presented in our Octo­
ber, 1930, issue, should be an extrem ely helpful docu­
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ment to accounting practitioners as a whole. Some 
accounting offices have for years been differentiating  
between th e kinds of services rendered. They have 
been educating their clients slowly but surely to the  
idea that there are many th ings which can be done 
for the client and that there are many w ays in which  
the services m ay be rendered.
The profession as a  whole, however, has been too 
closely confining itse lf to  the idea th at each report 
furnished should be o f the sam e type as the previous 
one in order that few er explanations would be needed  
to show that particular client his comparable condi­
tion. Too much stress has been laid on the fee  to be 
charged and not enough upon the service to be ren­
dered. A fee of, say $500.00, m ay be a perfectly  
proper charge for the service actually rendered. 
However, the amount of the fee agreed upon, or the  
amount which the client thought represented a  m axi­
mum he could spend, only enabled the accountant to  
go a certain distance in his investigations. The con­
clusions drawn from  th is  partial service, no m atter  
how accurately performed, are o f minor importance 
and value because, perhaps, the investigation stopped  
just short of obtaining a basis for suggestions as to  
possible changes which, i f  adopted, would result in  
either replacing a red balance w ith  a black one or at 
least considerably lessening the amount of th e red 
figure. They do not carry to the client the inform a­
tion needed as a basis for formulation of policies 
through which a declining business m ay be reorgan­
ized or reconstructed so th at it shall become a suc­
cessful business.
COMMITTEES A PPO IN T E D
A Joint Committee o f The Am erican Society of 
Certified Public Accountants and the American A s­
sociation of U niversity  Instructors in A ccounting has 
been appointed by M essrs. Peisch and Stevenson, 
presidents o f the respective organizations, for the 
purpose o f considering what changes in the curricula 
in courses of business adm inistration should be made 
to properly prepare graduates to render the various 
types of accounting service called for by the business 
conditions o f today and suggested by the report of 
the Committee on Classification of Accountancy Serv­
ices. It w as thought best to  centralize the com mit­
tees in one locality in the interest o f economy of 
tim e and efficiency of service.
The Committee of The American Society consists 
of Eric L. Kohler, Chairman; Harold Benington, 
George P. E llis and George Rossetter. The Commit­
tee of the Am erican Association o f U niversity In­
structors consists of Chester F. Lay, Hiram Scovill, 
David Himmelblau and Fayette Elwell.
President Peisch has appointed a Committee on 
Contact w ith Robert Morris A ssociates as fo llow s: 
W illiam Dolge, San Francisco; J. J. Klein, N ew  York  
City: O. V. W allin, Philadelphia; Frank W ilbur 
Main, Pittsburgh, Chairman.
PR O FESSIO N A L RESPO N SIBILITY  
VS. LEGAL LIABILITY
W IT H IN  a period o f tw o months three very  im portant cases have been decided in the courts 
of M assachusetts, Ohio and N ew  York, in which the 
question o f professional responsibility has been dis­
cussed as well as the particular features of legal 
liability involved.
Every accountant, public or private, certified or 
non-certified, professionally inclined or business ac­
tuated, should read, study and ponder carefully those  
decisions. Every profession has in its development 
found itse lf confronted w ith  problems of a some­
what sim ilar character. E lsew here in th is issue we  
are presenting a paper by Hymen Schlesinger, certi­
fied public accountant as well as attorney, which w as 
prepared for the P ittsburgh Chapter o f the Pennsyl­
vania Institu te and w as read a t its  December m eet­
ing. It had been set up for our February issue but 
the arrival of the Supreme Court decision in the U l­
tram ares case made it  necessary for us to  hold it  
over. We do not believe, however, that accountants 
can too often have th is particular m atter called to  
their attention.
This m ost recent court decision should cause the  
profession to  “Stop, look and listen” as it  never has 
before. The individual members o f the profession  
are necessarily confronted w ith a series o f questions 
which each m ust answ er for him self.
The profession rejoices that in each of the three 
Ultram ares decisions it  has been recognized th at the 
members o f the accounting firm were absolved from  
personal responsibility for the report which w as the  
basis of the legal action. Each court, however, held 
that w hile their personal responsibility was in no­
w ise impuned, under the doctrine o f agency liability  
m ight ensue under certain conditions.
The Supreme Court held that w hile they m ight not 
be liable for negligence under the conditions of th is  
particular case, there w as a possibility th at they  
m ight be found liable for fraud, which w as a ques­
tion of fact for  a trial court to  determine.
From a theoretical standpoint, i f  liability is to be 
found, accountants would prefer that it be found for  
negligence rather than for  fraud. The money cost 
would be the same but the latter term  is much 
harsher than the form er and the public is not as apt 
to clearly distinguish between fraud resulting from  
the actions o f an agent and fraud resulting from  the 
action of a principal. In th is particular case, the  
principal is exonerated and it  would be so understood 
by all who w ere fam iliar w ith the decision.
The practical side of the problem, o f course, is that 
many a jury would find negligence liability in a given  
set of facts but would not be w illing to find fraud  
liability for the sam e set of facts because they would 
recognize the possibility o f a stigm a being placed 
on the principal when in their own opinion the agent, 
or agents, were alone to blame. Practically, there­
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fore, the effect of the Supreme Court decision w ill be 
to weaken the doctrine of liability o f accountants.
On the other hand, from  the standpoint of profes­
sional responsibility, the effect of the decision w ill be 
to  em phasize more strongly than ever before the ne­
cessity for more careful supervision of work done 
by the individual members o f accounting staffs. It  
has alw ays been true th at every tim e an accountant 
signed a report he really placed his reputation in the  
hands o f the chap who prepared the report as well as 
in the hands of those who carried out or failed to  
carry out the instructions received when the audit 
w as begun or at later periods in the audit when the  
necessity for special checking appeared.
Practically, also, the decision should be a w arning  
to any accountants who have, occasionally, in reality  
sold their signature to a report rather than report­
ing  on what they knew as the result of an audit which  
they had actually made or which their accounting  
organization had made. B eing a  “good fellow ” in  
business and endorsing another fellow ’s note merely  
as a m atter of accommodation has cost many an indi­
vidual a sum of money which he could ill afford. For­
gettin g  the responsibility which attaches or should 
attach to  every report carrying one’s signature may 
be equally as disastrous in the loss o f professional 
reputation.
Practically, decisions of th is character should sug­
gest to the profession the need for safeguarding itse lf  
against annoyance and expense which may be caused  
by possible hi-jackers and racketeers in the business 
field. As w as indicated in the decision, m ost business 
firms would not expect to  recover for losses incurred  
except as a  special contractual arrangem ent had been 
made. Practically, therefore, accountants may be 
called upon to  underwrite or overwrite, ju st as you  
prefer, their own reports to those third parties who 
m ay be extended credit based on the report in ques­
tion. This procedure is som ewhat sim ilar to asking  
that members of a  board o f directors shall individually  
indorse the paper issued by the corporation. Such a 
policy would prevent one, who had no knowledge of 
an audit report being in existence but who, after  
credit had been extended, follow ing which a failure  
had occurred, learned that an audit report had been  
prepared, from tak ing advantage o f the situation by 
instituting a su it for recovery.
In some quarters the suggestion has been made 
th at accounting organizations may find it necessary, 
in order to escape undue annoyance and expense, to  
resort to the corporate method of conducting their  
work. A ccounting is of such a personal-service char­
acter that the corporate form  of organization would 
probably result in a greater loss in prestige than  
m ight be gained by the lim ited liability  secured.
It is quite probable that there w ill be a notable in­
crease in the amount o f insurance carried by public 
accountants as protection against possible damage 
cases. This type o f protection has been found neces­
sary in the medical field, more especially by surgeons.
Another practical result o f the decision w ill prob­
ably be to increase qualifying statem ents in reports 
and also increase the m atters about which opinions 
are expressed as distinguished from  unqualified state­
m ents of fact. Naturally th is tendency w ill have the 
effect in many cases of lessening the value, for credit 
purposes, of reports o f that character. Financial in­
stitutions have in recent years been seeking to secure 
less qualified reports than form erly. This may re­
sult in closer working relations being established be­
tw een the accounting profession as a whole and finan­
cial institutions as a group. I f  such is the result it  
will be beneficial to both groups and to the public. 
Many of the reports which bankers have accepted 
have not been of a form  best adapted to give the 
proper financial picture for credit purposes. Here 
and there, in isolated cases, accountant chapters and 
local clearing houses have reached agreem ents as to  
form  and content of reports which w ill be required.
This whole question of professional responsibility  
vs. legal liability would be greatly simplified by an in­
dividual study and group discussion of the recent re­
port of the Committee on Classification of Account­
ancy Services, appearing in our October issue. Cli­
ents need to be educated as to  w hat services can be 
rendered them. The public needs to be educated as to  
w hat is the purpose of each o f these several types 
of service. R esponsibility and lia b ility  are different 
in one type of service from  w hat they are in another.
Accountants should clearly indicate to the client 
what is to be accomplished as the result o f any given  
engagem ent. In the report which is prepared, follow ­
ing  that engagem ent, care should be taken to ex­
plain w hat was done. Any third person, into whose 
hands the report may come in the regular transaction  
of business w ill then have complete knowledge as to  
the purpose of the report.
LEGISLATION
The South Dakota bill has passed both houses and 
been signed by the Governor. The main purpose o f 
th is law was to provide a professional board as dis­
tinguished from an official board which the State had 
had up to th is tim e, and to include a few  minor 
amendments.
The Oklahoma bill has passed both House and Sen­
ate and aw aits the Governor’s signature. This law  
will give Oklahoma a professional board w ith  several 
amendments greatly strengthening its  general char­
acter.
The N ew  Hampshire and Vermont Legislatures 
have bills before them , the main purposes of which  
are to provide professional boards in place of the 
official boards th at have been adm inistering the ac­
countancy laws thus far. Both legislative commit­
tees in N ew  Hampshire have approved the bill.
The Indiana Senate has passed the bill providing 
for exam ination o f State banks by certified public 
accountants. It is now before the H ouse committee.
In Indiana a bill was introduced sim ilar to the Illinois
C ontin u ed  on page 72
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Q uestions and A nsw ers D epartm ent
EDITOR, W. T. SUNLEY, C. P . A. (M ich.)
E du ca tio n a l D irec to r , In te rn a tio n a l A cco u n ta n ts S o c ie ty , Inc.
T H E fo llo w in g  in te re s t in g  q u e s tio n  in  re g a rd  to  s to ck  d iv id e n d  in  sh a re s  of no -p ar v a lu e , h a s  been  
rece ived .
Q U E S T IO N : I f  a  c o rp o ra tio n  w ith  cap ­
i ta l  sto ck  of n o -p ar v a lu e  d e c la re s  a  sto ck  
d iv id en d , sh o u ld  t h a t  s to ck  d iv id e n d  be 
e n te re d  a t  th e  a v e ra g e  se llin g  p r ice  of th e  
s to ck , or, a t  th e  book v a lu e?  I f  i t  sh o u ld  
be  e n te re d  a t  th e  book va lu e , sh o u ld  such  
v a lu e  be c a lcu la te d  on a  b a s is  of th e  n u m ­
b er of sh a re s  o u ts ta n d in g  b e fo re  th e  s to ck  
d iv id en d , or, th e  n u m b e r o u ts ta n d in g  a f te r  
th e  s to c k  d iv id en d ?
A N S W E R : T h e  fu n d a m e n ta l q u e stio n  
in  re g a rd  to  s to ck  d iv id e n d s  in  sh a re s  of 
no-par v a lu e  is  th is ;  sh o u ld  th e  d iv id e n d  
b e  reco rd ed  in  th e  a cc o u n ts  as a  m em o­
ra n d u m  only , o r sh o u ld  a  v a lu e  be a s ­
sig n ed  to  th e  sh a re s  is su e d  as a  d iv id en d ?
Som e a c c o u n ta n ts  fa v o r  th e  fo rm e r  
v iew — o th e rs  fa v o r  th e  la t te r .  Of course, 
in  cases w h e re  th e  c o rp o ra t io n  law  u n d e r  
w h ich  th e  co m p an y  is  in c o rp o ra te d  sp ec i­
fies th e  m eth o d , i t  is  w ell to  fo llow  th e  
specific p ro v is io n .
T he W isco n sin  S ta tu te  (a s  am en d ed   
1927) p ro v id es  as fo llow s:
“ In  th e  ev en t of th e  p a y m e n t of a  stock  
d iv id e n d  in  s to c k  w ith o u t  p a r  v a lu e , th e  
re so lu tio n  p ro v id in g  fo r su ch  d iv id e n d  
sh a ll  sp ec ify  th e  a m o u n t of th e  su rp lu s  
d is tr ib u te d  by  su ch  d iv id e n d  an d  such  
a m o u n t sh a ll becom e c a p ita l .”
T h is  p ro v is io n  d e fin ite ly  s ta te s  th a t  a 
v a lu e  sh a ll be a ss ig n e d  to  th e  no -par 
sh a re s  issu e d  a s  a  s to ck  d iv id en d — an d  
t h a t  th e  a m o u n t sh a ll be t r a n s fe r r e d  from  
su rp lu s  to  c ap ita l.
T he O hio G en era l C o rp o ra tio n  L aw  (a s  
am e n d ed  1929), on th e  o th e r  h a n d , p e r ­
m its  th e  d ire c to rs  of e ac h  c o rp o ra tio n  to  
decide  w h e th e r  a  v a lu e  sh a ll  be ass ig n ed  
to  no -par sh a re s  issu ed  a s  a  sto ck  d iv i­
dend , in  th e  fo llo w in g :
“A d iv id e n d  p ay ab le  in  sh a re s  w ith o u t 
p a r  v a lu e  m ay  be d ec la red  a n d  p a id  upon  
th e  t r a n s fe r  to  s ta te d  c a p ita l  of an y  
a m o u n t th a t  m ay  be o rd e re d  by th e  
b o a rd  of d ire c to rs , or, w ith o u t an y  
c h an g e  of s ta te d  c a p ita l , a s  th e  b o a rd  of 
d ire c to rs  m ay  d e te rm in e .”
A p p a ren tly , in  b o th  in s ta n c e s  th e  
a m o u n t to  be  a ss ig n e d  to  th e  d iv id en d  is 
le f t to  th e  ju d g m e n t of th e  B o ard  of 
D irec to rs , a lth o u g h  i t  is p ro b ab ly  to  be 
in fe r re d  th a t  th e  a m o u n t decided  upon  
sh o u ld  be reaso n a b le . C e rta in ly , if  th e  
s ta tu te  p ro v id es  a  m in im u m  p rice  a t  
w h ich  no -p ar sh a re s  m ay  be sold, i t  is 
d e s ira b le  th a t  th e  a m o u n t a ss ig n e d  to  
th e  sh a re s  issu ed  a s  a  d iv id e n d  sh o u ld
n o t be le ss  p e r  s h a re  th a n  th e  m in im u m  
se t by  th e  s ta tu te .
S o lu tio n  fo r P ro b le m  No. 2, S ess io n  I, 
of th e  W isco n s in  C. P . A. E x a m in a tio n  
of N ovem ber, 1930, P u b lish e d  on P ag e  
18 of J a n u a ry ,  1931 Issu e .
PROCEDURE OF SOLUTION
In  fu lf illin g  th e  f irs t re q u ire m e n t of 
th is  p rob lem , a n  acc o u n t ca lled  F a c to ry  
L ed g e r B a la n c in g  A ccoun t, is opened  on 
th e  m a in  office books to  re co rd  th e  n e t 
v a lu e s  t r a n s f e r r e d  to  th e  fa c to ry  led g e r. 
On th e  fa c to ry  books a n  e n try  (n o t re ­
q u ire d  in  th is  p ro b lem ) w ou ld  be  m ade, 
t a k in g  u p  th e  a s se ts  an d  lia b ili t ie s  an d
c re d itin g  a n  acc o u n t ca lled  G en era l 
L ed g e r B a la n c in g  A ccount.
T h e  n e x t s te p  in  so lv in g  th is  p ro b lem  
is  to  p re p a re  th e  fa c to ry  led g e r a cc o u n ts  
ca lled  fo r  b y  re q u ire m e n t (4) .  A cco u n ts  
sh o u ld  be  opened  fo r  th e  ite m s  t r a n s ­
fe rre d  to  th e  fa c to ry  led g e r by th e  jo u r ­
n a l e n try  p re p a re d  fo r re q u ire m e n t ( 1) ,  
a n d  th e  o p en in g  b a la n ce s  sh o u ld  be 
p o ste d  to  th e se  acco u n ts . T h en  th e  su m ­
m arize d  tr a n s a c tio n s  fo r  J a n u a ry  sh o u ld  
be  s tu d ie d  a n d  a ll ite m s a ffe c tin g  th e  
fa c to ry  led g e r sh o u ld  be p o sted  to  th e  
acco u n ts , n ew  a cc o u n ts  b e in g  opened  a s  
re q u ire d .
A s a  n e x t s tep , a  w o rk in g  sh e e t m ay  
be p re p a re d , in  th e  f irs t co lu m n  of w h ich
M cK i n l e y  m a n f a c t u r i n g  c o m p a n y
B a la n c e  S h ee t  
J a n u a r y  31, 1930
A S S E T S
C u r r e n t  A s s e t s :
C a sh  .............................................................................................................. $ 5 ,4 0 8 .9 0
N o t e s  R e c e iv a b le  .............................................................................. 1 0 ,0 0 0 .0 0
A c c o u n ts  R e c e iv a b le  .....................................................................  $ 8 3 ,6 5 2 .0 0
L e s s — R e s e r v e  fo r  B a d  D e b ts  .................................................  8  395 35 7 5 ,2 5 6 .6 5
I n v e n t o r ie s :
R a w  M a te r ia ls  ...................................................................................  1 4 2 ,8 1 7 .0 0
G o o d s  in  P r o c e s s  .............................................................................. 6 7 .2 4 6 .0 0
F in is h e d  G o o d s  ...................................................................................  1 0 4 ,0 4 1 .0 0
F u e l  a n d  S u p p lie s  ...........................................................................  2 ,6 8 1 .0 0  3 1 6 .7 8 5 .0 0
T o ta l C u r r e n t  A s s e t s  ...................................................................................................................................  $ 4 0 7 ,4 5 0 .5 5
F ix e d  A s s e t s .
L a n d  ...........................................................................................................  $ 1 2 ,0 0 0 .0 0
B u ild in g  ...................................................................................................  $ 1 0 6 ,0 0 0 .0 0
L e s s — R e s e r v e  f o r  D e p r e c ia t io n  .............................................. 4 ,4 1 6 .6 7  1 0 1 .5 8 3 .3 3
M a c h in e r y  a n d  E q u ip m e n t  ........................................................  $ 169 5 00 .00
L e ss— R e s e r v e  fo r  D e p r e c ia t io n  .............................................. 1 6 .9 6 6  25 152 5 33 .75
O ffice F u r n itu r e  ......................................................................................$ 1 4 ,7 50 .00
L e ss— R e s e r v e  fo r  D e p r e c ia t io n  .............................................. 2 ,7 72 .92  1 1 ,9 77.08
T o ta l F ix e d  A s s e t s  ......................................................................................................................................... 2 7 8 ,0 9 4 .1 6
D e fe r r e d  W a g e s :
U n e x p ir e d  I n s u r a n c e  ...................................................................... $ 2 ,8 16 .00
U n a p p o r t io n e d  F a c t o r y  B u r d e n  ...........................................  1 ,9 83 .17
T o ta l  D e fe r r e d  C h a r g e s  ...........................................................................................................................  4 , 7 0 9.17
T o ta l  A s s e t s  ................................................... ................................................................................................... $ 6 9 0 ,3 4 3 .8 8
C u r r e n t L ia b i l i t i e s  :
N o t e s  P a y a b le  ...................................................................................... $ 3 1 ,0 0 0 .0 0
A c c o u n ts  P a y a b le  .............................................................................. 1 5 3 .2 0 2 .1 5
A c c r u e d  W a g e s  ...................................................................................  2 ,6 0 7 .0 0
A c c r u e d  S a la r i e s  ................... ..........................................................  1 ,0 1 1 .0 0
A c c r u e d  T a x e s  ...................................................................................... 1 ,2 0 0 .0 0
T o ta l L ia b i l i t ie s  ................................................................................................................................................. $ 1 8 9 ,0 2 0 .1 5
N E T  W O R T H
C a p ita l S to c k  .............................................................................................. $ 4 0 0 ,0 0 0 .0 0
S u r p l u s :
B a la n c e .  J a n u a r y  1 ...........................................................................  .$ 89,3 00 .00
A d d — N e t  P r o f it  f o r  J a n u a r y  ...................................................  1 2 ,0 2 3 .7 3  1 0 1 .3 2 3 .7 3
T o ta l N e t  W o r th  ................................................................................................................................... .. 5 0 1 ,3 2 3 .7 3
T o ta l  L ia b i l i t i e s  a n d  N e t  W o r th  ......................................................................................................  $ 6 9 0 ,3 4 3 .8 8
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m ay  b e  lis te d  th e  d e b it a n d  c re d it  
a m o u n ts  sh o w n  in  th e  ba la n ce  sh e e t of 
J a n u a ry  1. T h e  l i s t  of t ra n s a c t io n s  
sh o u ld  th e n  be  gone  over a g a in , a ll t r a n s ­
ac tio n s  b e in g  e n te re d  in  th e  seco n d  a n d  
th i r d  co lu m n s of th e  w o rk in g  sh ee t. T he  
fo u r th  a n d  fif th  co lu m n s of th e  w o rk in g  
s h e e t  sh o u ld  b e  re se rv e d  fo r  th e  p ro fit 
a n d  lo ss, a n d  th e  J a n u a ry  31 b a lan ce
sh e e t  fig u res re sp ec tiv e ly . In  co n n ec tio n  
w ith  th e  p re p a ra tio n  of th e  w o rk in g  
sh ee t, i t  sh o u ld  be  n o ted  th a t  in  a c tu a l  
p ra c tic e  a ll  t r a n s a c tio n s  a ffe c tin g  th e  
m a in  office w o u ld  be  e n te re d  in  th e  G en­
e ra l  L ed g er, a n d  a ll  t r a n s a c tio n s  a ffect­
in g  th e  fa c to ry  w ou ld  be e n te re d  in  th e  
fa c to ry  led g e r. T h e  a c c o u n ts  in  th e se  
tw o  led g e rs  cou ld  be  com bined  in  one
w o rk in g  sh e e t. T h e  tw o  “ B a la n c in g ” ac­
c o u n ts  cou ld  th e n  be  c an ce lled  a g a in s t  
each  o th e r  a n d  th e  n e c e ssa ry  a d ju s tm e n ts  
m ade .
In  so lv in g  th is  p ro b lem , i t  is n o t 
n e c e ssa ry  to  p re p a re  s e p a ra te  se ts  of ac­
c o u n ts  fo r  th e  m a in  office a n d  fo r  th e  fac­
to ry . T h e  p u rp o se  of th e  w o rk in g  sh e e t 
is  m ere ly  to  d e te rm in e  th e  a m o u n ts  fo r
M C K IN LEY  M A N U F A C T U R IN G  C O M PA N Y  
W o rk in g  S heet o f C om bined G en era l L ed g er a n d  F a c to ry  L edger 
J a n u a ry  31, 1930
T ria l
B a lan ce  J a n u a ry  T ra n sa c tio n s
D e b its  1-1-30 D eb it C red it
C ash  ..............................................................................................................  $16,000.00 ( 6) $82,443.00 ( 7) $92,937.00
(21) 97.10
N otes R eceivab le  .....................................................................................  10.000.00
A ccounts R eceivab le ..............................................................................  76,000.00 ( 2) 85,310.00 ( 3) 6,240.00
( 6) 71,418.00
R a w  M a te ria l In v e n to ry  ..................................................................... 130,000.00 ( 1) 41,510.00 (17) 28,693.00
Goods in  P rocess In v en to ry  ......................................... ......................  76,000.00 (17) 28,693.00 (20) 63,301.00
(18) 8,500.00
(19) 17,354.00
F in ish ed  G oods In v e n to ry  ................................................................... 92,000.00 ( 5) 3.920.00 ( 4) 55,180.00
(20) 63,301.00
L an d  .................. ...........................................................................................  12,000.00
B u ild ing  .......................................................................................................  106,000.00
M achinery  an d  E q u ip m en t ................................................................... 169,500.00
Office F u rn i tu re  .......................................................................................  14,750.00
U nexp ired  In su ran ce  ..............................................................................  3,120.00 ( 1) 160.00 (14) 464.00
F u e l an d  Supplies In v en to ry  .............................................................. 3,580.00 ( 1) 1,350.00 (15) 2,249.00
F a c to ry  B u rd en  .............................................................. . ......................  ( 1) 720.00 (18 ) 8,500.00
( 1) 830.00 









S ales Office E x p en se  ............................................................................  ( 1) 2,250.00
M ain  Office E xp en se  ..............................................................................  ( 1) 614.00
Office S ta tio n e ry  an d  S upplies .......................................................... ( 1) 271.00
C ost o f G oods Sold ................................................................................  ( 4) 55,180.00 ( 5) 3,920.00
I n te re s t  P a id  ..............................................................................................  ( 7) 55.00
S alesm en’s S a la rie s  an d  E x penses ................................................... ( 7) 6,329.00
P o stag e  .......................................................................................................... ( 7) 95.00
D irec t L ab o r ..............................................................................................  ( 8) 17.354.00 (19) 17,354.00
Office S a la rie s  ............................................................................................  ( 9) 5,679.00
B ad  D ebts .................................. ................................................................ (10) 395.35
D ep rec ia tio n  o f Office F u rn i tu re  .......................................................  (13) 122.92
T o ta l P ro fit a n d  L oss D eb its  ...................................................
T o ta l ............................................................................................  708,950.00
C re d its
R eserve  fo r  B ad  D eb ts ......................................... ................................ 8,000.00 (10) 395.35
R eserve fo r  D epreciation— B uild ing  ..............................................  4,240.00 (11) 176.67
R eserve fo r  D epreciation— M achinery  an d  E q u ip m en t .........  16,260.00 (12) 706.25
R eserve  fo r  D eprecia tion— Office F u rn itu re  ................ ;............  2,650.00 (13) 122.92
N o te  P a y a b le  ..................................................... ......................................  20,000.00 ( 6) 11,000.00
A ccounts P ay ab le  ................................................................................ .. 165,060.00 ( 7) 61,302.00 ( 1) 49,432.00
(22) 12.15
A ccrued W ag es ....................................................... .................................  2,740.00 ( 7) 19,788.00 ( 8) 19,655.00
A ccrued  S a la rie s  .....................................................................................  700.00 ( 7) 5,368.00 ( 9) 5,679.00
C a p ita l S tock ............................................................................................  400,000.00
S u rp lu s  . ........................................................................................................ 89,300.00
S ales ................ ................. .................... ....................................................... ( 3 ) 6,240.00 ( 2) 85,310.00
In te re s t  R eceived .............. ......................................................................  ( 6 )  25.00
Accrued: T ax es  ....... .. ...............................................................................  (16) 1,200.00
T o ta l P ro fit a n d  L oss C red its  ...................................................
Less P ro fit and  L oss D e b i t s ................................ ......................
N e t P ro f it fo r  J a n u a ry  ..............................
P ro fit 
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th e  P ro fit a n d  L oss S ta te m e n t an d  th e  
B a lan ce  S heet.
T h e  p ro b lem  m ay  be  so lved  w ith o u t 
th e  a id  of a  w o rk in g  sh e e t by, f irs t b u ild ­
in g  up  th e  J a n u a ry  31 b a la n ce  sh e e t 
fro m  th e  b a la n ce  sh e e t of J a n u a ry  1, 
a n d  th e  l is t  of J a n u a ry  t r a n s a c tio n s ;  sec­
ond, b u ild in g  up  th e  p ro fit an d  lo ss s ta te ­
m e n t fro m  th e  t r a n s a c tio n  l is t  an d  th e  
b e g in n in g  in v e n to r ie s .
In  th is  so lu tio n  no  a tte m p t  h a s  been 
m ad e  to  c a lc u la te  a cc ru ed  in te re s t ,  a s  
th e  in te re s t  r a te s  a n d  o th e r  n e ce ssa ry  
in fo rm a tio n  a re  n o t s ta te d  in  th e  p ro b ­
lem . T h is , h o w ev er, a p p e a rs  to  be  a  
m in o r  p o in t of th e  p rob lem .
McK i n l e y  m a n u f a c t u r i n g  c o m p a n y
O perating (Profit and Loss) S tatem ent for the Month ending Ja n u a ry  31, 1930.
Sales ............................................................................  $85,310.00
Less—R eturned Sales ...........................................  6,240.00
79,070.00
Cost of Goods Sold :
Finished Goods Inventory Jan . 1 ............... .. $92,000.00
M anufacturing C o sts:
Goods in Process Inventory Jan . 1 ......... $76,000.00
M ate ria l:
Inventory Jan . 1 .......................................  $130,000.00
Purchases ....................................................  41,510.00
171,510.00
Less— Inventory, Jan u a ry  31 ...............  142.817.00 28,693.00
Direct Labor ....................................................  17,354.00
F actory  B u rd en :
Indirect Labor .............................................. $ 2,301.00
Fuel and Supplies .....................................  2,249.00
Power. L ight and H eat ..........................  1,727.00
F actory  R epairs .......................................  720.00
Insurance ....................................................  464.00
Taxes .............................................................  1,200.00
D epreciation:
Building ......................................................  176.67
M achinery and Equipm ent ....................  706.25
Sundry Expenses .......................................  939.25
$10,483.17
Less—U napportioned ..............................  1,983,17 8,500.00
$130 547.00
Less— Goods in Process Inventory, Jan . 31 67,246.00
Cost of Goods M anufactured .................  63,301.00
$155,301.00
Less— Finished Goods Inventory, Jan . 31 104,041.00
Cost of Goods S o ld .....................................  51,260.00
G ross Profit on Sales ............................................ $27,810.00
Selling E xpenses:
Salesmen’s Salaries and Expenses .............  $ 6,329.00
Sales Office Expenses .......................................  2.250.00 $ 8,579.00
General E xpenses:
Office Salaries ............................................. .... $ 5,679.00
Main Office Expense .........................................  614.00
Office Stationery  and Supplies .................... 271.00
Postage ............................................................... . 95.00
Bad Debts .............................................................  395.35
Depreciation of Office Furn itu re  ...............  122.92 7,177.27 $15,756.27
Net Profit on Sales ..............................  $12,053.73
Other Income ........... ........................................... 25.00
In terest R e ce iv e d .........................................  $12,078.73
Deductions from  In c o m e ................................. 55.00
In terest Paid  ..................................................  $12,023.73
McKINLEY MANUFACTURING CO. 
Itemized Factory  Ledger Accounts for 
January , 1930
General Ledger Balancing Account
Balance, Jan . 1, 1930 (C redit) . $302,460.00 
Credits
(1) Purchases ................................. 46,297.00
(3) Sales Returned .................... 3,920.00
(4) Payro ll Pa id  ..........................  19,788.00
(6) Depreciation ..........................  882.92
(9) Accrued Taxes ...................... 1,200.00
$374,547.92
Debits
(2) Sales .........................................  55,180.00
Balance, Jan . 1, 1930 (C re d it) ..  $319,367.92
Factory Im prest Cash Fund 
Balance, Jan . 1, 1930 (Debit) . $ 500.00 
Credit
(14) Sundry Factory  Expenses 97.10
Balance, Jan . 31, 1930 (D e b it) . $ 402.90
Raw Material Inventory  
Balance, Jan . 1, 1930 (D ebit) . $130,000.00 
Debit
(1) Purchases ............................... 41,510.00
$171,510.00
Credit
(10) M aterials Requisitioned . .  28,693.00
Balance, Jan . 31, 1930 (D e b it) . $142,817.00
Goods in Process
Balance, Jan . 1, 1930 (D ebit) . . 76,000.00 
Debits
(10) Raw  M aterial ......................  28,693.00
(11) Direct Labor ...................... 17,354.00
(19) Factory  Burden .................  8,500.00
$130,547.00
Credit 
(13) Goods F inished :
Productive Labor $18,924.00
M aterial ...........  30,817.00
Burden ...............  13,560.00 63,301.00
Balance, Jan . 31, 1930 (D e b it) . .  $ 67,246.00
Finished Goods 
Balance, Jan . 1, 1930 (D e b it) . . .  $ 92,000.00 
D ebits
(3) Sales R eturned ......................  3,920.00
(13) Goods Finished .................. 63,301.00
$159,221.00
Credit
(2) Sales .........................................  $ 55,180.00
Balance, Jan . 31, 1930 (D e b it) . .  $104,041.00
Unexpired Insurance 
Balance, Jan . 1, 1930 (D ebit) . .$  3,120.00 
Debit
(1) Insurance Purchased ...........  160.00
$ 3,280.00
Credit
(7) Insurance Expired ...............  464.00
Balance, Jan . 31, 1930 (D eb it). $ 2,816.00
Fuel and Supplies Inventory  
Balance, Jan . 1, 1930 (D e b it) . .  $ 3,580.00 
Debit
(1) Purchases ................................. 1,350.00
$ 4,930.00
Credit
(8) Used .........................................  2,249.00
Balance, Jan . 31, 1930 (D e b it) . $ 2,681.00
m c k in l e y  m a n u f a c t u r i n g  c o m p a n y
Jo urna l E n try  
(On Main Office Books)
1930
Jan. 1. Factory  Ledger B al­
ancing Account . . $302,460 
Accrued W ages . . . .  2,740
Cash ...................... $500
Raw M aterial . . . 130,000 
Goods in Process. 76,000 
Finished Goods . . 52,000 




To record tran sfe r  
of cash, inventories, 
accruals and prepaid 
item s to the factory  
ledger.
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A cc ru e d  W a g es  
B alance , Ja n . 1, 1930 (C re d i t ) .  $ 2,740.00 
C re d it
(5 ) P a y ro ll  A ccrued .....................  19,655.00
$ 22,395.00
D e b it
(4 )  P ay ro ll P a id  ............................ 19,788.00
B alance, Ja n . 31, 1930 (C re d i t ) .  $ 2,607.00
F a c to r y  B u rd en
D e b its
( 1 ) P u rc h a se s  :
R e p a irs  ................................... $ 720.00
S u n d ry  E x p enses ................  830.00
P ow er, L igh t, an d  H e a t . .  1,72 7.00
(5 ) P a y ro ll  ( In d ire c t L a b o r)  . . 2,301.00
(6 ) D e p re c ia tio n :
B u ild ing  ................................  176.67
M ach inery  an d  E q u ip m en t 706.25
(7 ) In su ra n c e  ................................... 464.00
(8 )  F u e l an d  S upplies ................  2,249.00
(9 ) T ax es .........................................  1,200.00
(14) S u n d ry  E x p en ses (P e t ty
C ash ) ................................  97.10
(15) S u n d ry  E x p enses (F a c to ry
A ccounts P a y a b le ) . . . .  12.15
$ 10.483.1 7
C re d it
(12) B u rd en  A pplied .....................  8,500.00
B alance , Ja n . 31, 1930 (D eb it)  . $ 1,983.17 
D ir e c t L a b o r
D e b it
(5 )  P a y ro ll A ccrued  .....................  $ 17,354.00
C re d it
( 11) To Goods In  P ro c ess . . . .  17,354.00
B alance, Ja n . 31, 1930 ..........................N O N E
A cc o u n ts  P a y a b le
C re d it
(15) F a c to ry  B u rd en  (S u n d ry
F a c to ry  E x p en ses) . . . .  $ 12 15
B alance , Ja n . 31, 1930 (C re d it)  12.15
LEGISLATION
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law . T h e  le g is la tiv e  c o m m itte e  decided  
n o t to  re p o r t  i t  o u t.
In  M o n ta n a  th e  p u b lic  a c c o u n ta n ts  in ­
tro d u ce d  a  b ill, th e  m a in  p u rp o se  of 
w h ich  w as to  reo p en  th e  w a iv e r  c lause . 
I t  w as k illed  in  co m m ittee . M ost of th e  
a g i ta t io n  fo r th is  b ill  a p p e a rs  to  h av e  
com e fro m  S ta te  em ployees.
I n  N o r th  C a ro lin a  th e  S ta te  A sso c ia ­
t io n  p re p a re d  a  b ill s e e k in g  to  am e n d  
th e  p re se n t re g u la to ry  law  a t  sev e ra l 
w eak  p o in ts . T h e  p u b lic  a c c o u n ta n ts  en ­
d eav o red  to  h ave  a n  a m e n d m e n t m ade  to  
th e  b ill  w h ich  w ou ld  e s ta b lish  a w a iv e r 
p ro v is io n  fo r  a b o u t th ir ty -fiv e  of th e i r  
n u m b er. B o th  th e  b ill a n d  th e  p ro p o sed  
a m e n d m en t h a v e  been  tab led .
A lth o u g h  a S ta te  so c ie ty  of certified  
p u b lic  a c c o u n ta n ts  h a s  b u t re c e n tly  been 
o rg an ized  in  N ew  M exico , th e y  p re p a re d  
a  b ill, re g u la to ry  in  c h a ra c te r ,  a n d  p re ­
se n te d  i t  to  th e  le g is la tu re  fo r  i ts  con­
s id e ra tio n . T h e  S e n a te  C o m m ittee , to  
w hom  i t  w as re fe rre d , dec lin ed  to  re ­
p o r t  th e  b ill  o u t a t  th is  sess ion .
In  O h io  a b ill w as in tro d u c ed , re g ­
u la to ry  in  c h a ra c te r  b u t in c lu d in g  a sec­
tio n  w h ich  w o u ld  a u to m a tic a lly  is su e  to  
a ll pub lic  a c c o u n ta n ts ,  r e g is te re d  u n d e r  
th e  A ct, a C. P . A. ce rtif ic a te  by J a n ­
u a ry  1, 1940, d ue  to  th e  fa c t t h a t  a n  a d ­
v an ce  c re d it  of te n  p o in ts  fo r  each  y e a r  
of ex p erien ce  w as g iv en  each  a p p lic a n t 
p r io r  to  J a n u a ry  1, 1940. T h is  w ou ld  a l­
low  th e  a c c o u n ta n t w ho  m ig h t h av e  
e s tab lish e d  h im se lf  on J a n u a ry  1, 1931, 
a s a  pu b lic  a c c o u n ta n t, a c re d it  of 80 
p o in ts  by J a n u a ry  1, 1939, w h en  on ly  75 
w ere  re q u ire d  to  p a ss. W h ile  som e 
c r it ic ism  w as ra is e d  to  o th e r  p o in ts  
in  th e  b ill, th is  w as th e  m o st ob­
jec tio n a b le  fe a tu re . M any  c e rtified  pu b ­
lic a c c o u n ta n ts  w ere  re p re se n te d  a t  th e  
c o m m ittee  h e a r in g  in  o p p o sitio n  to  th e  
b ill, an d  th e  co m m itte e  in d e fin ite ly  p o st­
p o ned  its  c o n s id e ra tio n .
A b ill h a s  b een  in tro d u c e d  in  th e  
N e b ra s k a  L e g is la tu re  b u t  a c tio n  h a s  n o t 
been  ta k e n  th e re o n .
In  M in n e so ta  tw o  b ills  h av e  been  in ­
tro d u ce d , one p a tte rn e d  a f te r  th e  I l lin o is  
law  and  one re g u la to ry  in  c h a ra c te r , 
p a tte rn e d  a f te r  th e  law s of th e  o th e r  
re g u la to ry  s ta te s . N o a c tio n  h a s  y e t 
been  ta k e n  on  e ith e r  of th ese .
A cco u n tan cy  b ills  h a v e  been  in tr o ­
duced in  th e  le g is la tu re s  of C a lifo rn ia  
an d  N ew  Y o rk . No d efin ite  a c tio n  h a s  
been  re p o rte d .
ETHICS AN D DUTY
[F ro m  P o t te r ’s P ro f ito r ia ls ]
E v e ry  m an  w ho succeeds in  th e  b u s i­
n ess  w orld , w h e th e r  h e  be  w o rk m a n , 
sa lesm an , o r p ro p r ie to r , m u s t develop a 
kno w led g e  of h is  p ro fe ss io n  o r t r a d e  an d  
b u ild  h is  k n o w led g e  up o n  th e  firm  fo u n ­
d a tio n  of m o ra l c h a ra c te r .
K now ledge  of th e  b u s in e ss  p lu s  m o ra l 
c h a ra c te r  m u s t be  p ra c tic a lly  a p p lied  in  
se rv in g  th e  c u sto m er, in  e s ta b lish in g  
c u sto m e r confidence, w h ich  is th e  fo u n d a ­
tio n  upon  w h ich  b u s in e ss  m u s t s ta n d .
P ro fit in  b u s in e ss  m u s t a cc ru e  to  en ­
ab le  th e  b u s in e ss  m an  to  p ro v id e  th e  ne­
cessitie s , ed u ca tio n , a n d  co m fo rts  fo r h is  
fam ily , a n d  a  p ro p e r p lace  fo r  w o rk m e n  
to  w ork .
M ora l c h a ra c te r  p lu s p ro fits  m u s t be 
p re se n t  to  en ab le  th e  b u s in e ss  m an  to  u p ­
hold  th e  s ta n d a rd s  of h is  in d u s try , recog­
n ize  th e  r ig h ts  of h is  co m p e tito r , an d  
se rv e  h is  c u s to m e rs  w ith  eq u al fa irn e ss , 
th u s  ta k in g  h is  r ig h tfu l  p lace  in  th e  a f ­
fa ir s  of h is  co m m u n ity .
T h e re fo re  we find th a t ,  a f te r  a ll is sa id  
a n d  done, e th ic s  is p u re ly  a  m a t te r  of o u r 
d u ty  to  ou rse lv es , o u r  fam ily , o u r em ­
p loyer, o u r c o m p e tito r , o u r in d u s try , o u r 
cu sto m er, an d  o u r co m m u n ity . D u ty  is a 
n ecessity , n o t a fo rm , a n d  d u ty  is es­
s e n tia l  to  success. E th ic s  is  n o t a  se t 
of ru le s  o r a  th in g  to  be su b sc rib e d  to , o r 
th e  im p o s in g  of a d d itio n a l o b lig a tio n s  
upo n  b u sin ess , b u t e th ic s  is th e  fo u n d a ­
t io n  of p ro fitab le  b u s in e ss  a n d  m u st  be
a d h e re d  to  if  su ccess  is  o b ta in ed .
E th ic s  is  a  u n iv e rs a l  law , ju s t  a s  g ra v i­
ta t io n  is a  u n iv e rs a l law , a n d  a  law  can  
n o t be b ro k en , b u t w h en  d iso b ey ed  som e 
o ne  m u s t suffer, a n d  h e  w ho  a v o id s  th e  
p e n a lty  of h i s  ow n d iso b ed ien ce  w ill be 
o v e rta k e n  by  th e  d iso b ed ien ce  of o th e rs , 
so th a t  eq u al p u n ish m e n t w ill finally  
even  up lif e ’s score.
THE WORST WORRY
(The “Comic O pera” K ing’s Search fo r 
th e  M ost-To-Be-Pitied Subject in  
H is R ealm )
By MAURICE C. MOORE
I  re a d  a  Com ic T a le  once of a  W ise  Old 
K in g , w h o  m ad e  se a rc h  fo r th a t  one 
a m o n g  h is  peop le  w h o  w a s  M ost T o  B e 
P i t ie d  th ro u g h  h a v in g  a n  e sp ec ia lly  U n­
h a p p y  Lot.
A b o u t th re e -q u a r te rs  of th e  e n ti r e  body 
of h is  su b je c ts  a t  once b e g an  to  file, in  
a  p ro cess io n  m ile s  lo n g  th a t  la s te d  fo r  
days, th ro u g h  th e  P a lace . E a c h  c la im ed  
th a t  h e  w a s  c e r ta in ly  th e  m o st U n fo r tu n ­
a te  B e in g  n o t on ly  in  t h a t  S ta te  b u t  in  
th e  U n iv erse .
One h a d  f in an c ia l tro u b le , a n o th e r  a  
w ife w h o  th re w  fl a t  iro n s , a  th i r d  u n ­
d u tifu l  c h ild ren , a  f o u r th  a  re s id e n t  
m o th er-in -law , a  f if th  a  sh o c k in g  sh in y  
car-b u n c le  on h is  n o se ; a n d  so  on. E ac h  
be lieved  th a t  he  h a d  th e  h a rd e s t  t im e  
ever, a n d  w as  sc a n d a liz e d  w h en  th e  M on­
a rc h  p a sse d  h im  by.
A t la s t  th e  H ig h  P r ie s t  o r  som ebody in ­
te r ro g a te d  a  c e r ta in  a p p lic a n t. W h a t w as 
th e  m a t te r  w ith  imm ?  T h e  w ife?  No, he  
w as u n m a r r ie d ; no c h ild re n  o r w ife ’s 
m o th e r, th e re fo re . H a rd  u p?  N ot a t  
a ll— ro llin g  in  pelf. T h e n  w h a t  th e  D ick­
ens?  A  m a n  w ith o u t  a  care!
T h a t  w as ju s t  it. H e  w on, w ith  h o n o rs . 
F o r  th e  W ise  Old K in g  d e c la re d : “ T ru ly  
do I  k n o w  t h a t  M an is  B o rn  to  T ro u b le  
a s  th e  S p a rk s  F ly  U p w ard , an d  e x p e rien c e  
h a s  sh o w n  m e th a t  th e  W o rs t W o rry  of 
a ll  is  T H E  W O R R Y  T H A T  COM ES FR O M  
A B S E N C E  O F W O R R Y .” So th e y  lab e lled  
h im  M ost-T o-B e-Pitied .
W h a t sen se  th e re  w as in  th a t  n o n sen se !
W e sh o u ld  k n o w  i t  w h e n  w e a re  in ­
c lin ed  to  la m e n t o u r t r ib u la tio n s .  Y ou 
c an n o t liv e  w ith o u t g e tt in g  i t  in  th e  n eck , 
som ehow . F re e  y o u rse lf  f ro m  re a l tro u b le , 
an d , N a tu re  a b h o r r in g  a  v acu u m , th e  
sp ace  th a t  i t  occupied  h a s  to  be filled— so 
you  s t a r t  c o lle c tin g  im a g in a ry  tro u b le s , 
a s  th e  su ccess fu l p e ti t io n e r  in  th e  ta le  
show ed h e  h a d  do n e ; a n d  th e  old K in g  
w a s  r ig h t  in  sa y in g  th o s e  a re  th e  w o rs t  
w o rr ie s  of a ll, fo r  th e re  is n o th in g  ta n g i ­
ble to  be  g ra sp ed  a n d  overcom e.
T ro u b le s  m e a n  you  a r e  a n  in te l l ig e n t  
h u m a n  b e ing . I f  you  d id n ’t  h a v e  th o se  
you  h a v e  g o t now , you  w ou ld  h a v e  to  h a v e  
o th e rs . H A V E  to  h a v e : you w ould  w o rk  
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T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T  73
The Liability of Accountants
THE recen t case of U ltram ares Cor­poration  vs. Touche, N iven & Company, decided by th e  Appel­
la te  D ivision of th e  Suprem e C ourt of 
New York, F ir s t  D epartm ent, in s tead  of 
se ttling  a n  issue has provoked wide­
spread discussion of th e  C ourt’s con­
clusions. The decision of th e  m a jo rity  
of th e  Court, rev ersin g  the t r ia l  judge, 
who in  tu rn  set aside  th e  verd ic t of th e  
jury , is n o t a ltogether in  consonance 
w ith  th e  v iew points of courts in  o ther 
s ta tes of th is  coun try  and w ith  th e  view­
poin t of th e  E ng lish  courts as se t fo rth  
in  the  case of Le L ievre vs. Gould, L. R. 
1893, 1 Q. B. 491.
T he difference of view point, if  we m ay 
call i t  such ra th e r  th a n  calling  it  a  con­
flict of opinion, b rings in to  re lie f th e  en­
ti re  question  of th e  liab ility  of public 
accountan ts, as w ell as o ther p rofessional 
men.
In  order to  m ore clearly  unders tand  
th e  question  of liab ility , a  few  pre lim i­
n a ry  observations w ould be in  order. F o r 
th e  purpose of th e  d iscussion we shall 
divide the  liab ility  of accountan ts in to  
tw o p arts . F irs t, th e  du ties and obliga­
tions ow ing to  p a rtie s  w ith  whom th e  
accoun tan t has con trac tu a l re la tio n s; 
and second, th e  du ties ow ing to  th ird  
p arties  w ith  whom  th e  accountan t has no 
p riv ity  of con trac t.
A ctions fo r dam ages a re  usually  sound­
ed in  con trac t o r in to rt. T he form er 
a re  called actions in  assum psit and  are 
based upon th e  theo ry  of a  prom ise m ade 
by th e  defendant w hich  m ay have been 
expressly m ade or crea ted  by im plica­
tion  of law  by v ir tu e  of th e  re la tions of 
th e  p arties . A ctions in  to r t, or as m ore 
generally  called, actions in  trespass, a re  
generally  based upon an  inqu iry  to  th e  
person or p roperty  of th e  com plain ing 
party , and  a rise  upon th e  v io la tion  of a  
duty  or obligation  owed by th e  defend­
a n t w hich th e  law  recognizes and en­
forces.
O riginally , actions in  tresp ass  w ere 
b rough t fo r trespass  upon or to p roperty  
or assau lt upon persons, and  a fte r  de­
velopm ent of c e rta in  th eo rie s  of e th ica l 
and social conduct, a  person  w as pen­
alized for neg ligen tly  perfo rm ing  or om it­
tin g  an  act, causing  dam age to one to  
whom th e  v io lato r owed a  legal duty.
We m igh t th e re fo re  fit in to  our clas­
sification of th e  legal liab ility  of account­
an ts  to em ployers and  to  ou tsiders th e  
classification of actions in  co n trac t and 
in  to rt, as prev iously  described. Gen­
era lly  speaking, dam ages caused to  one 
who employs an  accoun tan t by neg li­
gence in  the  perform ance of th e  account-
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a n t’s duties, m ay be recovered in  actions 
in  con trac t. In  c e rta in  cases, an  action  
m ay a lso  be b rough t in  trespass , b u t th e  
num erous cases reported  a re  m ainly  ac­
tions in  assum psit. Conversely, dam age 
caused to  persons w ith  whom  th e  ac­
coun tan t has no co n trac tu a l re la tions a re  
recoverable only in  actions in  trespass.
In  considering  th e  accoun tan t’s duty 
to  clients, no new  p rincip les a re  p re ­
sented. T he m a tte r  is very  succinctly  
s ta ted  in  Cooley on T orts, second edition, 
page 277, w here in  he s ta te s : “E very  
m an who offers h is services to an o ther 
and is  employed, assum es th e  duty  to  ex­
erc ise  in  th e  em ploym ent such sk ill as he 
possesses w ith  reasonable  care  and dili­
gence, and  a ll those  em ploym ents w here 
peculiar sk ill is requ isite , if  one offers 
h is  services, he  is  understood  as hold­
ing  h im self out to  th e  public as possess­
in g  th e  degree of sk ill comm only pos­
sessed by o thers in  th e  sam e em ploym ent, 
and if h is  p re tensions a re  unfounded he 
com m its a species of frau d  upon every 
m an who employs h im  in  reliance upon 
h is public profession . B ut no m an, 
w hether sk illed  or unskilled , undertakes 
th a t  th e  ta sk  h e  assum es shall be per­
form ed successfully  and  w ithou t fau lt or 
e rro r. H e u ndertakes fo r good fa ith  and 
in teg rity , b u t no t in fa llib ility , and he is 
liable to h is  em ployer fo r negligence, bad 
fa ith , or d ishonesty, b u t no t fo r losses 
consequent upon m ere e rro rs  of judg­
m ent.”
T his p rinc ip le  has been followed by the  
New York courts in  th e  case of Sm ith  vs. 
London A ssurance C orporation, 1905, 109 
App. Div. 882, 96 N. Y. Sup. 820, and has 
also been followed by th e  P ennsy lvan ia  
courts and is quoted by Judge M artin  in  
h is  opinion in  th e  case of Landel vs. 
L ybrand, Ross B ro thers & M ontgomery, 
No. 1719, Common P leas C ourt, No. 5, 
P h ilad e lp h ia  C ounty, Septem ber T erm  
1916.
Every  professional m an w arran ts  th a t 
he possesses th e  requ isite  degree of sk ill 
to perform  his du ties w hich th e  average 
p rac titio n e r in  h is  p a rticu la r profession 
possesses, and th a t  h e  w ill perform  his 
du ties w ith  o rd in a ry  care  in  accordance 
w ith  th e  custom s and  p ractices p revalen t 
in  th e  profession. I f  he v io lates th is  
w a rra n ty  in  th e  execution of h is  ta sk  and 
dam ages h is  client, th en  for th e  breach of 
th is  w arran ty , an  action  in  con trac t m ay 
be in s titu ted  and w hatever dam ages a re  
occasioned to  th e  clien t, m ay be recov­
ered. T his sam e p rincip le  could be ap­
plied to law yers or bricklayers.
The accoun tan t is, of course, liable for 
th e  negligence of h is  p a rtn e rs  or em ­
ployees w hen engaged in  th e  w ork of th e  
firm. T h is is  a  fundam en ta l ru le  of 
agency and very  litt le  or no conflict of 
opinion ex is ts  w ith  reference to  i t  in  our 
courts. T his p rinc ip le  m ay be passed 
over therefo re  w ithou t discussion.
Aside from  negligen t perform ance of 
th e  accoun tan t’s duty, if he perp e tra te s  a  
fraud  upon th e  client, then  he is liable 
to  th e  c lien t in  dam ages. T he general 
consensus of opinion also holds th a t  an  
accoun tan t is g u ilty  for frau d s upon 
th ird  persons. In  o rder to und ers tan d  
th is  term , a definition would be in  order. 
Law son in  h is  book on C ontracts, th ird  
edition, page 318, defines frau d  to be, “A 
false rep resen ta tion  of fac t m ade by th e  
p a rty  who is  charged  w ith  it, w ith  a 
know ledge of its  falsehood, or in  reck­
less d isregard  w hether it  be tru e  or false, 
w ith  th e  in ten tio n  th a t i t  shall be acted  
upon by th e  com plain ing  p a rty  and  ac tu ­
ally inducing  h im  to ac t upon it  to h is 
dam age.” One w ho in ten tiona lly  de­
ceives h is  c lien t deservedly m erits  w h a t­
ever pun ishm en t th e  law  im poses.
T here  should be no question  w ith  re f­
erence to  the  professional m an who is 
recklessly  unm indfu l of the t r u th  or 
fa ls ity  of h is assertions. A t the  D enver 
m eeting  of T he A m erican Society of Cer­
tified Public A ccountants, Septem ber 12, 
F ra n k  W ilbur M ain, of P ittsb u rg h , cited 
an  exam ple w here tw o accoun tan ts cer­
tified a  sta tem en t w ithou t hav ing  m ade 
the  p roper exam inations, m erely  upon th e  
persuasion  of th e ir  client, who w ished 
th e  sta tem en t fo r ob ta in ing  c red it from  
a bank. W e m igh t logically  construe 
th is , in  view  of th e  definition, to  be fraud .
However, w ith  respect to  th e  question 
of th e  m isrep resen ta tion  of a  fact, th e  
question  opens avenues of leg itim ate  dis­
cussion. A ccounting is th o u g h t by m any 
to be an  exact science and  is con trasted  
w ith  th e  legal profession on questions of 
liab ility  fo r negligence in  th e  respect 
th a t law yers cannot be held liab le fo r 
opinions fo r th e  reason th a t  th ey  a re  
m ere expressions of judgm ent, and  no t 
rep resen ta tions of facts. I t  is poin ted  out 
th a t  accoun tan ts a re  called upon fre ­
quently  du ring  a u d its  to  express in  th e ir  
au d its  th e ir  opinion or judgm ents.
In  balance sheet aud its , v a lua tions 
have a la rg e  elem ent of opinion. Mer­
chandise  inventories, if  ta k e n  a t cost, can 
easily  be verified from  purchase  invoices, 
bu t value of m erchand ise  a t  m ark e t is 
based upon th e  judgm ent or opinion of 
m en who a re  m ore or less expert in  m a r­
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k e t  p rices . T h e re  is  f re q u e n tly  a n  in ­
a c tiv e  m a rk e t  a n d  th e  d iffe ren ce  b e tw een  
e s t im a te s  o f m a rk e t  v a lu a tio n s  v a r ie s  
la rg e ly . T h e  sa m e  m ig h t  be sa id  of v a lu ­
a tio n  o f  u n lis te d  se c u ri t ie s  a n d  in  r e ­
v a lu a tio n s  of fixed a s se ts . T h e  q u e s tio n  
o f a d eq u a te  re se rv e s  fo r  d e p re c ia tio n , a d e ­
q u a te  re se rv e s  fo r  a c c o u n ts  rece iv ab le , 
a n d  th e  t r e a tm e n t  of c o n d itio n a l l ia b i li ­
t ie s  leav es  th e  a c c o u n ta n t  w i th  a  w id e  
ra n g e  fo r th e  e x e rc ise  of d isc re tio n . T h e  
t r e a tm e n t  o f  c la ss if ica tio n  o f su rp lu se s , 
s u c h  a s  c a p i ta l  su rp lu se s  a n d  e a rn e d  s u r ­
p lu ses, m a y  a lso  be  d e p en d e n t u p o n  th e  
ju d g m e n t of a cc o u n ta n ts , e v en  a s  o th e r  
item s, su c h  a s  c a p ita liz in g  e x p e n d itu re s  
fo r  im p ro v e m en t o f  fixed a s s e ts  o r  in c lu d ­
in g  th e m  in  c u r re n t  ex p en ses. A ll te n d  
to  m a k e  th e  “sc ien c e  of a cc o u n tin g ” a  
l i t t le  le ss  exac t.
F a i r ly  s ta te d ,  ho w ev er, am a c c o u n ta n t  
w h o  d e lib e ra te ly  a n d  in te n t io n a l ly  m is ­
s ta te s  a  m a te r ia l  f a c t  o r  n e g lig e n tly  p e r­
fo rm s  h is  w o rk  c an  be  h e ld  l ia b le  in  d am ­
a g es  to  th e  c lien t, b u t  each  case  m u s t 
s ta n d  u p o n  i t s  o w n  m e r i ts ,  a n d  th e  ac ­
c o u n ta n t  sh o u ld  be  g iv en  th e  ben efit of 
th e  doub t, i f  a n y  e x is ts .
T h e  secon d q u e s tio n  fo r  c o n s id e ra tio n  
is  th e  l ia b ili ty  o f  a c c o u n ta n ts  to  th i r d  
p a r tie s .  A s p re v io u s ly  s ta te d , th e r e  
se e m s to  e x is t  n o  u n a n im ity  o f o p in io n . 
T h e  S u p re m e  C o u rt o f P e n n sy lv a n ia  in  
th e  case  o f  L an d e l v . L y b ra n d  e t  al., r e ­
p o rte d  in  264 P a . 406, h e ld  t h a t  a c c o u n t­
a n ts  a r e  n o t l ia b le  to  s to c k h o ld e rs  fo r  
n eg lig en ce  in  a n  a u d it :  “T h e re  w e re  no  
c o n tra c tu a l  r e la tio n s  b e tw een  th e  p la in tif f  
a n d  d e fe n d a n ts  a n d  i f  th e re  is  a n y  l ia ­
b i li ty  fro m  th e m  to  h im  i t  m u s t  a r is e  o u t 
o f so m e  b re a c h  of d u ty , fo r  th e r e  i s  no  
a v e rm e n t t h a t  th e y  m ad e  th e  r e p o r t  w i th  
in te n t  to  dece ive  h im . T h e  a v e rm e n t in  
th e  s ta te m e n t  o f  c la im  is  t h a t  th e  de­
fe n d a n ts  w ere  c a re le ss  a n d  n e g lig e n t in  
m a k in g  th e i r  r e p o r t ;  b u t  th e  p la in tif f  w as 
a  s t r a n g e r  to  th e m  a n d  to  it, a n d  a s  no  
d u ty  re s te d  u p o n  th e m  to  h im , th e y  c a n ­
n o t b e  g u ilty  of a n y  n eg lig en ce , of w h ich  
h e  can  c o m p la in  to  th e  C o u rt.”
In  th e  U ltra m a re s  case, th e  C o u rt s ta te s  
th is  d o c tr in e : “ F in a n c ia l  s ta te m e n ts  in  
th e  co u rse  o f t r a d e  h a v e  com e to  be  u sed  
c u s to m a r ily  fo r  th e  p u rp o se  o f se c u rin g  
c re d i t ;  a n d  a c c o u n ta n ts  in d ic a te  in  th e i r  
p u b lic  a d v e r t is e m e n ts  t h a t  m a k e rs  of 
lo a n s  sh o u ld  r e q u ire  th e  s a fe g u a rd  o f a n  
in d e p e n d e n t a u d i t  p re p a re d  b y  a  p u b lic  
a c c o u n ta n t, so  a  c o rre la t iv e  o b lig a tio n  is 
p laced  u p o n  th em . . . . B a n k s  a n d  m e r­
c h a n ts , to  th e  k n o w led g e  o f th e se  d e fen d ­
a n ts , re q u ire  certified  b a la n c e  sh e e ts  f ro m  
in d e p e n d e n t a c c o u n ta n ts , a n d  up o n  th e se  
a u d its  th e y  m a k e  th e i r  lo an s . T h u s , th e  
d u ty  a r is e s  to  th e s e  b a n k s  a n d  m e rc h a n ts  
of a n  ex e rc ise  o f  re a so n a b le  c a re  in  th e  
m a k in g  a n d  u t te r in g  o f certified  b a la n c e  
sh e e ts .”
L a te r  in  th e  sa m e  o p in io n , th e  C o u rt 
s ta te s  th a t ,  “ D e fen d a n ts  in  e x e rc is in g  
th e i r  p u b lic  c a ll in g  a s  a u d ito rs , d id  n o t
e x erc ise  th a t  c a re  a n d  s k i l l  re q u ire d  of 
th e m .”
T h e  v iew p o in t o f N ew  Y o rk  c o u rts  
b rie fly  m a y  be p u t  a s  fo llo w s:— T h a t  ac ­
c o u n ta n ts  e x e rc ise  a  p u b lic  c a llin g  a n d  a s  
su c h  ow e a  g r e a te r  d u ty  th a n  o th e r  p ro ­
fe ss io n s  to  p e rso n s  w h o m  th e y  k n o w , o r 
o u g h t to  k now , w ill  r e ly  u p o n  th e i r  a u d its . 
I n  c o n tr a s t  to  th is  v iew p o in t, w e m ay  
q u o te  fro m  th e  o p in io n  of Ju d g e  M a rtin  
in  th e  case  of L an d e l v. L y b ran d , “ . . . 
W h ile  ca lled  ‘P u b lic  A c c o u n ta n ts ,’ th e y  
a re  p r iv a te  in d iv id u a ls  p e r fo rm in g  a  p r i ­
v a te  b u s in e ss  fo r  p r iv a te  p e rso n s . T h ey  
p e rfo rm  n o  p u b lic  fu n c tio n s  a n d  ow e no  
d u tie s  to  th e  p u b lic  by  re a so n  of th e i r  
v o c a tio n .”
A lth o u g h  th e  N ew  Y o rk  C o u rt d id  n o t 
c ite  th e  case  o f L e L ie v re  v . G ould, n e v e r­
th e le s s  i t  is  p e r tin e n t .  Ju d g e  M a r tin  h a s  
q u o ted  th e  case  a n d  a d o p te d  th e  p r in c ip le  
o f  la w  inv o lv ed . “N e g lig e n t m is re p re ­
s e n ta t io n  can  g iv e  r is e  to  a  cau se  of a c tio n  
o n ly  if  a  d u ty  lie s  u p o n  th e  d e fe n d a n t n o t 
to  be  n e g lig e n t. T h e  law  does n o t con­
s id e r  th a t  w h a t  a  m a n  w r ite s  u p o n  a  
p a p e r  is  l ik e  a  g u n  o r o th e r  d a n g e ro u s  
in s tru m e n t,  a n d  u n le ss  h e  in te n d e d  to  de­
ceive a n d  in  th e  a b sen ce  of c o n tra c t,  h e  
c an n o t b e  h e ld  lia b le  fo r  d ra w in g  h is  c e r­
tif ic a te s  c a re le ss ly . . . . N o doub t, th e  de­
fe n d a n t  d id  g iv e  u n t r u e  c e rtif ic a tes . I t  
w a s  n eg lig en ce  on  h is  p a r t  to  do so, an d  
i t  m ay  e v en  b e  ca lled  g ro ss  neg lig en ce , 
b u t  can  th e  p la in tif f  re ly  u p o n  n eg lig en ce  
in  th e  ab sen ce  o f f ra u d ?  T h e  q u e stio n  of 
l ia b i li ty  fo r  n eg lig en ce  c an n o t a r is e  a t  
a ll  u n t i l  i t  is  e s ta b lish e d  t h a t  th e  m a n  
w ho h a d  b een  n e g lig e n t ow ed so m e d u ty  
to  th e  p e rso n  w h o  seek s to  m ak e  h im  
lia b le  fo r  h is  n eg lig en ce . W h a t d u ty  is  
th e re  w h en  th e r e  is  n o  r e la tio n  b e tw een  
th e  p a r t ie s  of c o n tra c t?  A  m a n  is  e n ti t le d  
to  be a s  n e g lig e n t a s  he  p lea se s to w a rd s  
th e  w h o le  w o rld  i f  h e  ow es no  d u ty  to  
th em , b u t  n eg lig en ce , h o w ev er g re a t,  does 
n o t of i ts e l f  c o n s t itu te  f ra u d . T h e  de­
fe n d a n t, th o u g h  h e  a c te d  n eg lig e n tly , h a d  
n o t w ilfu lly  m ad e  a n y  fa lse  s ta te m e n ts  o r 
been  g u ilty  o f a n y  f ra u d . A ll t h a t  h e  
h a d  d one  w a s  t o  g iv e  u n t r u e  ce rtif ic a te s  
n eg lig e n tly . S u ch  n eg lig en ce , in  th e  ab ­
sen ce  o f c o n tra c t  w ith  th e  p la in tiffs , can  
g iv e  no  r ig h t  of a c t io n  a t  law  o r  in  
eq u ity .” T h is  case  h a s  b een  c losely  fo l­
low ed b y  P e n n sy lv a n ia  c o u r ts  a n d  c o u rts  
in  o th e r  s ta te s ,  su ch  a s  Ohio, A rk a n sa s  
a n d  M isso u ri.
T h e re  is  a  d ec is io n  of th e  S u p rem e  
C o u rt of th e  U n ite d  S ta te s  in  th e  case  of 
N a tio n a l S a v in g s  B a n k  v . W ard , 100 U.
S. 195, to  th e  effect th a t  a n  a t to rn e y  cou ld  
n o t b e  h e ld  lia b le  to  a  le n d e r  of m oney  
on re a l  e s ta te  s e c u ri ty  fo r  n eg lig en ce  in  
e x a m in in g  a n d  c e r t ify in g  to  th e  t i t l e  of 
re a l  e s ta te , w h e re  h e  w as n o t em ployed  
by  th e  len d e r. T h e re  a re  n u m e ro u s  su p ­
p o r t in g  a u th o r i t ie s  w h ic h  n eed  n o t be 
qu o ted  h e re . H ow ever, th e r e  a re  a  few  
s ta te s  t h a t  h o ld  t h a t  a n  a t to r n e y  is  liab le  
fo r  n eg lig en ce  in  g iv in g  a  ce rtif ic a te  of
t i t le  o f re a l  e s ta te  to  a  m o n ey  len d e r, th e  
th e o ry  b e in g  t h a t  th e  a b s t r a c to r  o f th e  
t i t l e  i s  im p lie d ly  a n  a g e n t fo r  a n  u n d is ­
c losed  p r in c ip a l, th e  m o n ey  len d e r. N ew  
Y ork , T en n essee , a n d  Io w a  seem  to  h o ld  
th is  v iew  to  som e e x te n t. T h e  N ew  Y o rk  
C o u rt in  th e  U ltra m a re s  case  c ite d  a s  
p re c e d e n t fo r i ts  o p in io n  th e  p u b lic  w e ig h ­
e rs  cases, b u t  i t  is  h e ld  by  som e a u th o r i ­
t ie s  th a t  th e se  cases a re  in  th e  sa m e  c la ss  
a s  a tto rn e y s  w h o  a r e  c o n tru e d  a s  im p lied  
a g e n ts  fo r  m o n ey  len d e rs .
T h is  th e o ry  of im p lied  ag en cy  c re a te s  a  
se m i-c o n tra c tu a l re la tio n s h ip , b u t  i t  c an  
h a rd ly  be s tre tc h e d  to  in c lu d e  p u b lic  ac­
c o u n ta n ts , w h ic h  th e  N ew  Y o rk  C o u rt is  
a tte m p tin g  to  do a n d  w h ic h  b r in g s  i t  in to  
conflic t w ith  th e  p re v a ilin g  v iew p o in t of 
o th e r  c o u rts . T h e  N ew  Y o rk  C o u rt, h o ld ­
in g  a n  a c c o u n ta n t  lia b le  to  c e r ta in  c red ­
i to rs  fo r  n eg lig en ce  in  m a k in g  a n  a u d it  
w h e re  th e  a c c o u n ta n t  k n o w s th e  p u rp o se  
fo r  w h ic h  th e  a u d it  w a s  in te n d e d , is  
c re a tin g  in  effect a n  in v o lu n ta ry  p a r tn e r ­
sh ip  a r ra n g e m e n t  b e tw een  th e  a c c o u n ta n t 
a n d  h is  c lie n t. N u m e ro u s  s u i ts  a r e  p e n d ­
in g  a g a in s t  T ouche , N iv en  & C om pany  
by  o th e r  b a n k s  a n d  fa c to rs  w ho  re lied  
u p o n  th e  a u d it ,  a n d  th e  m e a su re  of d a m ­
a g es  w h ic h  th e  C o u rt ap p lie s , b e in g  th e  
lo ss o ccasio n ed  in  th e  ad v an ce  of c re d it  
to  th e  c lie n t, m ak e s  th e  a c c o u n ta n t a  
p a r tn e r  w i th  a ll  o f th e  b u rd e n s  of p a r t ­
n e rsh ip  a n d  n o n e  of i ts  benefits .
A g u a ra n ty  of so lv en cy  o f th e  c lie n t 
by  th e  a c c o u n ta n t  in  p re p a r in g  a n  a u d it  
n eg lig e n tly , w h e re  h e  k n o w s th e  p e rso n  
o r p e rso n s  fo r  w hom  i t  is  in te n d e d , is  th e  
p ra c t ic a l  effect of th e  d ec is io n  a n d  i t  is  
c e r ta in ly  in e q u ita b le  to  th e  a cc o u n ta n t. 
T h is  v iew  is  e x p re ssed  by  th e  t r ia l  
ju d g e  a n d  a lso  d is s e n tin g  ju d g es  in  
th e  U ltra m a re s  case. T h e  m in o r i ty  
o p in io n  h o ld s  t h a t  “ th e  p ro fe ss io n a l 
m an , be  h e  a c c o u n ta n t  o r  o th e rw ise , c e r­
tifie s  fo r  h is  c lie n t  a n d  n o t fo r  a ll  th e  
w o rld . I f  th e  c lie n t  m a k e s  i t  c le a r  to  
su c h  a  m a n  t h a t  th e  s ta te m e n t  is  to  be 
u sed  in  a  p a r t ic u la r  t ra n s a c t io n  in  w h ic h  
a  th i r d  p a r ty  is  in v o lv ed , su c h  c irc u m ­
s ta n c e s  sh o u ld  c re a te  a  d u ty  f ro m  th e  
p ro fe s s io n a l m a n  to  su c h  th i r d  p a r ty .  
I f  th e  a c c o u n ta n t  is  to  b e  h e ld  to  a n  u n ­
l im ite d  l ia b i l i ty  to  a ll  p e rso n s  w h o  m ay  
a c t  on  th e  f a i th  o f th e  ce rtif ic a tes , th e  
a c c o u n ta n t  w o u ld  b e  ob lig ed  to  p ro te c t 
h im se lf  by  a  v e r if ic a tio n  so  r ig id  t h a t  
i ts  co s t m ig h t  w e ll be  p ro h ib it iv e  a n d  a  
l im ite d  b u t  u se fu l field  of se rv ice  th u s  
be  c losed  to  h im . T h e  sm a lln e ss  of th e  
co m p e n sa tio n  p a id  th e  d e fe n d a n ts  fo r  th e  
se rv ice s  re q u e s te d  is  in  s t r ik in g  c o n tra s t  
to  th e  e n o rm ity  of th e  l ia b i li ty  now  
so u g h t to  be  im p o sed  u p o n  th e m .” C lea rly  
th e re  sh o u ld  be som e l im ita t io n  of l ia b il­
i ty  fo r  n eg lig en ce . I n  th e  sam e  o p in io n —  
“th e  c o u rts  h a v e  n o t g one  t o th e  le n g th  
of h o ld in g  th a t  d e fe n d a n ts  in  a  case  l ik e  
th e  case  a t  b a r  c a n  be h e ld  l ia b le  fo r  
n eg lig en ce  to  th e  w h o le  w o rld , o r  a s  h a s
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b een  a p tly  sa id , liab le  fo r  ‘n eg lig en ce  
in  th e  a i r . ’ ”
I n  l ig h t  of th is ,  w e q u o te  fro m  Ju d g e  
M a r tin ’s o p in io n  in  th e  case  of L an d e l 
vs. L y b ran d , w h ic h  w as  affirm ed by  th e  
S u p rem e  C ou rt, a n d  w h ic h  h e ld  th a t  ac­
c o u n ta n ts  cou ld  n o t  be h e ld  lia b le  to  
s to c k h o ld e rs  fo r  n e g lig e n ce  in  a n  a u d it—  
“T h e  g is t  of th e  c ase  is  th e  in te n t  to  de­
frau d , a n d  to  c re a te  l ib i l i ty  fo r  a  f r a u d ­
u le n t re p re s e n ta t io n  th e r e  m u s t  be som e 
m o ra l w ro n g ; leg a l f r a u d  u n a cco m p an ied  
by  m o ra l f ra u d  w ill f a il  to  su p p o r t  th e  
a c tio n  a n d  a  s c ie n te r  m u s t be a lleg ed  
th a t  th e  d e fe n d a n ts  m ad e  th e  s ta te m e n ts
k n o w in g  th e m  to  be fa lse  o r  w ith  con­
sc io u s ig n o ra n c e  of th e  t r u th  a s  to  be 
e q u iv a le n t to  a  fa lseh o o d .” I f  t h i s  o p in ­
io n  c o rre c tly  r e p re se n ts  th e  v iew p o in t 
of th e  P e n n sy lv a n ia  c o u rts , th e n  acc o u n t­
a n ts  in  P e n n sy lv a n ia  w ill n o t be h e ld  
lia b le  to  th i r d  p a r t ie s  ex cep t fo r  f ra u d . 
T h e  q u e s tio n  of f r a u d  h a s  been  d iscu ssed  
in  t r e a t in g  th e  f ir s t  p h a se  of acc o u n t­
a n ts ’ l ia b ili ty .
T h e  co n c lu s io n s  to  be  d ra w n  by  ac­
c o u n ta n ts , ev en  i f  th e  U ltra m a re s  case  is 
affirm ed  on  a p p ea l, m ay  b e  b rie fly  su m ­
m a riz e d  a s  fo llo w s: P ro p e r  q u a lif ica tio n s  
m ay  be in s e r te d  in  th e  c e r tif ic a te  to  lim ­
i t  th e  l ia b i l i ty  of th e  a c c o u n ta n t  to  
p a r tie s  o th e r  th a n  th e  c lie n t. T o  do th is ,  
h o w ev er, w o u ld  p ro b a b ly  e n d a n g e r  th e  
a c c o u n ta n t’s p ro sp e c ts  fo r o b ta in in g  a n ­
o th e r  e n g ag e m e n t fro m  th e  sa m e  c lie n t. 
A n  a l te rn a t iv e  to  th is  w o u ld  be th a t  th e  
c e r tif ic a te  sh o u ld  c o n ta in  a  s ta te m e n t  
th a t  is  su b je c t to  th e  co m m en ts  s e t  fo r th  
in  th e  sc h ed u le s  a tta c h e d , a n d  in  th e  
co m m en ts  m ay  be s ta te d  th e  p ro c ed u re  
a n d  e x te n t  of v e r if ica tio n  an d  e x a m in a ­
tio n s . A s lo n g  a s  th e  a c c o u n ta n t  sh o w s 
p re c ise ly  w h a t  h e  h a s  d one  a n d  h a s  d one  
th e  w o rk  h o n e s tly  a n d  w ith  o rd in a ry  
care , h e  n eed  n o t w o rry  o v e r l ia b ili ty .
E tiquette in Exam s
I  h a d  in te n d e d  th is  w eek  to  c o n tin u e  
m y  la s t  w e ek ’s t r e a t i s e  on  so c ia l fu n c ­
tio n s , b u t, in  v iew  of th e  fa c t  t h a t  ex­
a m in a tio n s  a r e  n e a r  a t  h a n d , I  h a v e  
decided  to  p o stp o n e  so c ia l fu n c tio n s  a n d  
g e t dow n to  ex am s. I  m ea n  t h a t  in  m o re  
w ay s th a n  one.
W h a t a r e  e x a m in a tio n s?  E x a m in a ­
t io n s  a re  a  s e r ie s  o f  q u e s tio n s  a sk e d  ex­
t r a o r d in a r i ly  ig n o ra n t  s tu d e n ts  b y  e x tra ­
o rd in a r i ly  c u r io u s  p ro fe s so rs  fo r  th e  p u r ­
pose of a s c e r ta in in g  h o w  m u ch  in fo rm a ­
t io n  is  p o ssessed  b y  th e  s tu d e n ts  (a n d  
I  d o n ’t  m ea n  in  h is  p o ck e ts , e i th e r ) .
R ig h t  now  I  w a n t  to  p ro te s t  a g a in s t  
e x a m in a tio n s  a s  u n f a ir  a n d  u n e th ic a l.  
( T h a t ’s a  good w o rd , “u n e th ic a l ,” I  g o t 
t h a t  f ro m  F a th e r  M. B u r k ) .  W e p a y  
o u r  (? )  good ( ? )  m o n ey  to  com e to  col­
lege  a n d  le a rn  so m e th in g  b y  a sk in g  q ues­
tio n s , a n d  w h a t  h a p p e n s?  T h e  ta b le s  a r e  
tu rn e d , a n d  w e o u rse lv es  a re  a sk e d  
q u e s tio n s , q u e s tio n s  of a  m o s t e m b a rra s s ­
in g  n a tu re .  T h is  s o r t  of th in g  c a n ’t  go 
on  fo rev e r. Som e fo rm  of s tu d e n t  o r­
g a n iz a tio n  sh o u ld  p ro te s t  a g a in s t  su c h  
g ro ss in ju s tic e . W e h a v e  so c ie tie s  fo r  
th e  p re v e n tio n  of e v e ry th in g  e lse, w h y  
n o t  a  S o c ie ty  fo r  th e  P re v e n tio n  of E x ­
a m in a tio n s?  M y g re a t-g ra n d  un c le , a  
g ra d u a te  of V a s s a r  ( ’0 2 ), a n d  end-m an  
on  th e  D a isy  C h a in , once to ld  m e  of th e  
S o c ie ty  fo r  th e  P re v e n tio n  of E x a m in a ­
tio n s  h e  o rg a n iz ed  in  h is  so p h o m o re  
y e a r . A s c h a irm a n  a n d  b e d m a n  of th is  
soc ie ty , i t  w a s  h is  lo t  to  t r y  to  p e rsu a d e  
th e  D ean  to  a b o lish  ex am s. H e  w o rk ed  
h a rd , n ig h t  a n d  d ay , a n d  fin ally , tw o  
y e a rs  la te r ,  D a y lig h t  S a v in g  T im e , th e  
w in so m e  D ean  p re se n te d  h im  w ith  a  
b o u n c in g , h e a lth y  n in e -p o u n d  c e r tif ic a te  
a b o lish in g  a ll  e x a m in a tio n s  fo re v e r  a t  
V assar. In c id e n ta lly , t h a t  w a s  w h y  m y  
g re a t-g ra n d  u n c le  g ra d u a te d .
H o w ev er, u n t i l  su c h  th in g s  com e to
By DONALD E. BIRDSONG.
T he M aroon, t h e  s tu d e n t  p a p e r  of L oy­
o la  U n iv e rs ity , N ew  O rlean s, in  i t s  is su e  
o f N o v em b er 7, p re se n te d  th e  th i r d  in  
a  se r ie s  o f R u le s  o f C h e s te rfie ld ian  Con­
d u c t. T w ice  a  y e a r , C. P . A. e x a m in a ­
tio n s  a r e  h e ld  in  m o s t of th e  s ta te s .  T h o se  
w h o  h a v e  been  c a n d id a te s  fo r  th e  c e rtif i­
c a te  w ill a p p re c ia te  t h is  d is s e r ta t io n .
p ass , w e  m u s t  m ak e  th e  b e s t of th e  p re s ­
e n t  s i tu a t io n .
P e rfe c t  p h y s ic a l c o n d itio n  is  a b so lu te ly  
n e c e ssa ry  to  p a ss  a n  exam . Good eye­
s ig h t  is  e s se n tia l .  B e fo re  g o in g  in to  th e  
e x a m in a tio n  room , be  su re  y o u  c a n  re a d  
fine w r i t in g  o u t o f th e  c o rn e r  o f th e  eye 
a t  a  d is ta n c e  of a t  le a s t  s ix  fee t. Good 
h e a r in g  is  a lso  to  be  d es ired . T h e  sc ra p ­
in g  o f a  c h a ir ,  o r  th e  so u n d  of a  l ig h t  
fo o tfa ll in  th e  r e a r ,  h e a rd  in  tim e  o ften  
p re v e n ts  a  g ra d e  of m in u s  zero.
E x a m in a tio n s  a r e  p a sse d  w ith  th e  a id  
of w h a t  is  te c h n ic a lly  k n o w n  a s  a  h o rse . 
H is to ry  fu rn is h e s  u s  w i th  n o tab le  ex ­
am p le s  of th e  u se  of h o rse s . A lm o st in ­
v a r ia b ly  w a rs  h a v e  b een  w o n  w ith  th e  
use  o f h o rse s . W h y  sh o u ld n ’t  ex am s b e  
p a sse d  w ith  t h e i r  a id ?  A g a in , d e lv in g  
in to  m y th o lo g y , w e find  th e  s to ry  of th e  
w ooden  h o rse  of T ro y . I t  seem s t h a t  
A r is to tle , th e  fa m o u s  H u n , h a d  eloped  
w ith  th e  E m p e ro r  N e ro ’s g ir l,  H e len  of 
T ro y . T h ey  h a d  b u i l t  a  love n e s t  in  
T roy , a n d , w h e n  N e ro  fo u n d  o u t w h e re  
th e y  w ere , h e  g a th e re d  to g e th e r  h is  g a n g  
a n d  d escen d ed  on  th e  c ity . F a i l in g  to  
g a in  e n tra n c e  ( th e  g a te m a n  th o u g h t  h e  
w a s  O ne-Eyed C o n n o lly ) , h e  c o n s tru c te d  
a  h u g e  w o oden  h o rse  filled  w ith  so ld ie rs . 
W h en  th e  h o rse  w a s  p lac ed  o u ts id e  th e  
g a te s , th e  fo o lish  T ro ja n s  th o u g h t  t h a t  
i t  w a s  a  n ew  e n try  in  th e  f if th  ra c e , a n d  
d ra g g e d  i t  in , w i th  th e  r e s u l t  t h a t  th e y
lo s t t h e i r  k in g d o m . T h is  is th e  o r ig in  
of th e  ex p ress io n , “M y h o rse  fo r  a  k in g ­
dom .” So a lso  c a n  th e  s tu d e n t  ex c la im , 
“M y h o rse  fo r  a n  e x a m in a tio n .” In c i­
d e n ta lly , p o o r old A r is to t le  w a s  to r tu r e d  
so m u ch  a t  th e  h a n d s  of th e  R o m an s  t h a t  
h e  lo s t h is  m in d , a n d  b e g an  te a c h in g  
p h ilo so p h y .
T h e re  a re  m a n y  w ay s of c o n s tru c t in g  
h o rse s , b u t  a  d e sc rip tio n  of th e s e  w o u ld  
in v o lv e  a  lo n g  d e ta ile d  e x p la n a tio n , 
w h ic h  h a s  n o  p lace  in  th is  a r tic le .  (T h e  
a v e ra g e  re a d e r  h a s  th e  in te llig e n c e  of 
a  tw e lve-year-o ld  c h ild ) .  (T h e  a v e ra g e  
w r i t e r ’s in te llig e n c e  h a s  n o t  b een  com ­
p u te d  a s  y e t, b ecau se  of la c k  o f m a­
te r ia l . )
P e rh a p s  th e  e a s ie s t  w a y  of p a s s in g  a n  
e x a m in a tio n  is  to  se c u re  a  copy  of th e  
q u e s tio n s  b e fo re h a n d . H o w ev er, th is  
m e th o d  is  f ro w n e d  on  b y  n a rro w -m in d e d  
p ro fe sso rs , w ho  o b jec t on  th e  g ro u n d s  of 
in c o m p a tib ili ty . (E d ito r ’s N o te : T h a t ’s 
n o t  th e  re a so n .)
(A u th o r ’s N o te : I t  is  th e  re a so n , a n d  
I  th in k  y o u  a re  a n  old m e a n ie  fo r  sa y ­
in g  i t ’s  n o t, a n d  I  h ope  a ll  y o u r  c h ild re n  
a re  co llege  p ro fe s so rs .)
T h e re  is  one o th e r  m eth o d  le f t  open  
to  th o se  w ho , l ik e  B less in g , w a n t  to  p a ss  
w i th o u t  e i th e r  s tu d y in g  o r  m a k in g  
h o rse s . B y  th is  m e th o d , th e  s tu d e n t  a t ­
te m p ts  to  g e t on  f r ie n d ly  te rm s  w ith  th e  
p ro fe s so r ;  h e  a g re e s  w i th  h im  in  ev ery ­
th in g  h e  s a y s ; e ach  d a y  h e  b r in g s  th e  
p ro f. a  re d  ro sy  ap p le , o r  so m e  flow ers. 
T h e re  is  a  w o rd  u sed  on  th e  c am p u s to  
d e sc rib e  t h is  m eth o d , b u t  a s  i t  is  of a  
r a th e r  te c h n ic a l n a tu re ,  I  w ill  n o t  d is ­
close i t  h e re .
In  co n clu sio n , I  w a n t  to  s t a te  th a t ,  
i f  a ll  th e  above m e th o d s  fa il , y o u  m ig h t 
t r y  s tu d y in g  to  p a ss  a n  e x a m in a tio n , a s  
se v e ra l s tu d e n ts  h a v e  b een  k n o w n  to  
p a ss  b y  th is  m eth o d .
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International Gold Problem
A
T the present time, when the 
world is suffering from a busi­
ness depression unprecedented in 
the history of the past fifty years, the 
gold problem has assumed an importance 
unknown in former years. This en­
hanced importance of gold arises out of 
the fact that a number of economists and 
bankers attribute the present depression 
to underconsumption which, in turn, 
they say is caused by the decrease in the 
production of gold and to the uneven 
distribution of gold. These authorities 
point out that since gold is the basis 
for credit and currency, any decrease in 
the production of gold or any failure in 
the production of gold to keep pace with 
the increased demand for credit, results 
in declining prices and business depres­
sion. They further argue that since 
gold is badly distributed at the present 
time and is sterilized to a considerable 
extent in a number of countries, par­
ticularly in the United States and 
in France, the shortage of gold is pri­
marily responsible for the decrease in 
the purchasing power and is one of the 
principal causes of the present business 
depression.
A careful analysis of the present gold 
situation reveals that the production of 
gold has kept pace both with the increase 
in business activity and with the increase 
in the demand for credit. The annual 
production of gold for the past few years 
has exceeded four hundred million dol­
lars of which more than one-half has 
been made available for monetary uses. 
The balance was used either for the 
arts and industry or was hoarded, no­
tably in India, Egypt and China.
The relationship between gold and 
business is three-fold. First, gold is 
used as a medium of exchange. Gold 
performs this function only so long as 
it is in circulation. At the present time, 
however, gold is not universally used 
as a medium of circulation and a num­
ber of central banks are prohibited by 
statute from redeeming their currencies 
in gold. This plan is called the gold 
bullion standard and has been adopted 
in a large number of countries.
The second use for gold for monetary 
purposes is as reserve against notes in 
circulation. At the present time all cen­
tral banks are required by statute to 
maintain a certain amount of gold 
against their notes in circulation. In 
this connection, it should be noted, how­
ver, that the statutes of a number of 
central banks permit them to maintain 
foreign bills of exchange or deposits kept 
in countries on the gold standard as part 
of their “metallic reserves.” Through
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this mechanism, a great economy of gold 
can be effected. Thus, to mention only 
one example, on a basis of $45,000 held 
by the Federal Reserve Bank in New 
York, the Austrian National Bank which 
operates on the gold exchange standard 
can theoretically issue three million dol­
lars of notes.
The third demand for gold for mone­
tary purposes arises out of the fact that 
the central banks, with few exceptions, 
are required by law to maintain a re­
serve of gold against their own demand 
deposits. Since, however, the deposits 
of the individual central banks represent 
the legal cash of the commercial banks, 
the amount of gold needed by the central 
banks for this purpose is, comparatively 
speaking, small. Hence, one may con­
clude that at the present time there is 
no shortage of gold. This opinion is 
also supported by the following table 
which shows the gold holdings of the 
leading central banks at the end of 1913 
as compared with post-war years.
Gold Holdings of Central Banks and 
Governments, 1913-1930
( In  thousands of dollars, converted  at par  
of  exchange )
E n d  of T o t a l U n it e d
Y e a r (45 countries ) St a t e s  A r g e n t in e
1913 4,932,445 1,290,420 256,126
1925 8,925,922 3,885,399 450,592
1927 9,546,363 3,977,181 529,134
1929 10,290,638 3,900,160 433,932
1930 (O c t .) 10,867,000 4,184,000 429,000
E n d  of
Y e a r E n g l a n d F r a n c e  G e r m a n y
1913 170,245 678,858 278,687
1925 703,482 710,968 287,763
1927 741,698 954,000 444,158
1929 710,645 1,633,402 543,838
1930 (O c t.) 782,000 1,992,000 519,000
E n d  of
Y ea r I t a l y  Ja p a n  Sp a i n S w it z .
1913 265,476 64,963 92,627 32,801
1925 218,825 575,768 489,630 90,140
1927 239,177 541,870 502,484 99,785
1929 273,001 542,475 495,227 114,832
1930 (O c t .) 278,000 414,000 478,000 128,000
From the above table one may see that 
the gold holdings of all the more im­
portant central banks are by far larger 
than before the war. This being the case, 
the question may be asked, “Why, then, 
this hue and cry about the gold prob­
lem?”
The present gold problem arises not 
out of a shortage of gold but because 
of the uneven distribution of gold and 
because the capital-rich countries, no­
tably the United States and France, are 
continuously drawing gold from coun­
tries where the yellow metal is needed 
more. For example, the United States 
and France combined hold 57% of the 
total world’s monetary stock of gold, 
and in spite of the fact that the gold 
holdings of these two countries com­
bined are more than three times as large 
as before the war, France and the United 
States still continue to draw gold from 
South America, England, Germany and 
the Far East. Since gold is used as a 
basis of credit, a decrease in the amount 
of gold held by countries where the gold 
stock is limited, immediately results in 
a curtailment of credit and in a decrease 
of purchasing power. If the United 
States and France would make use of 
these credits, the drawing of gold from 
one country by another would be with­
out effect. Since, however, the monetary 
stock of gold accumulated by France and 
the United States remains to a consider­
able extent unused, this means that so 
much potential purchasing power is idle.
To state merely that France and the 
United States together have a surplus 
of gold of at least one billion dollars does 
not state the problem correctly, because 
on the basis of this amount of gold, the 
notes in circulation throughout the 
world can be increased by about three 
billion dollars and the volume of credit 
extended by commercial banks can be 
increased by at least twenty billion dol­
lars. The fact that a potential purchas­
ing power of such magnitude is not used 
is one of the reasons for the present de­
pression in trade and industry and for 
the sharp decline in prices, although it 
should be noted that the decrease in 
the price level has been caused primarily 
by other factors and the sterilization of 
gold is merely a contributing factor.
The reason for maldistribution of gold 
in the present time is twofold. First, 
the maladjustment of the balance of pay­
ments and secondly, the sharp decrease 
in the international movement of long­
term capital. As long as the interna­
tional accounts of a nation balance, that 
country is not in danger of losing its 
gold, for, the demand for foreign ex­
change is equal to the supply. The bal­
ancing of international accounts can be 
accomplished either through the move­
ment of trade and services or the move­
ment of capital. That is, countries 
whose receipts from abroad are smaller 
Continued on page 86
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Som e A cco u n tin g  M ethods Peculiar to  M otion  
Picture Producers and D istributors
P R E F A C E  
"PU R V EY O R S of ro m an c e ,” a s  
  W illia m  R. D o n a ld s o n 1 a p tly  
d e sc rib e s  th em , is a  sy n o n y m  fo r 
m o tio n -p ic tu re  p ro d u c e rs  a n d  d is tr ib u to rs .
T h e  r ise  of th e  m o tio n -p ic tu re  in d u s try  
i s  one of th e  b u s in e ss  ro m an c es  o f th e  
U n ited  S ta te s . T w enty-five  y e a rs  ago th e  
f i r s t  m o tio n -p ic tu re  th e a t re  w as opened  
in  P it ts b u rg h , P e n n sy lv a n ia , a lth o u g h  
th e  f irs t m o tio n  p ic tu re  w as show n  
b y E d iso n  in  1896. A t th e  p re se n t tim e  
th e re  a re  a p p ro x im a te ly  tw en ty -tw o  th o u ­
sa n d  six  h u n d re d  m o tio n -p ic tu re  th e a tre s  
in  th e  U n ite d  S ta te s , w ith  a n  av era g e  
d a ily  a tte n d a n c e  o f se v e n te e n  m illio n  
people . A p p ro x im a te ly  tw o  h u n d re d  fifty  
th o u sa n d  people  a r e  em ployed  in  th e  in ­
d u s try , a n d  th e  a n n u a l  p ay -ro ll is  in  ex­
cess of $500,000,000. T h e  m o tio n -p ic tu re  
in d u s try  n o w  ra n k s  a s  th e  fo u r th  in d u s ­
t r y  of th e  c o u n try , w i th  a  c a p ita l  in v e s t­
m e n t e s tim a te d  a s  fro m  $2,500,000,000 to  
$2,650,000,000.2
N. M. S c h e n k 3 h a s  a b ru p tly  s ta te d  th e  
o u tlo o k  fo r  th e  in d u s try  a s  fo llo w s: 
“E x h ib ito rs  a n d  e x ecu tiv e s  of th e  
m o tio n -p ic tu re  in d u s try  m ay  jo in  
w ith  each  o th e r  in  w e lco m in g  th e  
com ing  y e a r  a s  one t h a t  is  c e r ta in ly  
to  be  a  la n d m a rk  in  th e  m otion - 
p ic tu re  in d u s try .  N e v er b e fo re  w ere  
th e r e  so  m a n y  o p p o r tu n it ie s  con­
f ro n t in g  th e  m a k e rs  o f m o tio n  p ic ­
tu re s . T h e re  h a v e  b een  m o re  devel­
o p m en ts  d u r in g  th e  p a s t  y e a r  th a n  
d u r in g  a n y  o th e r  y e a r  s in c e  th e  be­
g in n in g  of th e  in d u s try .  S o u n d  a n d  
c o lo r h a v e  e s ta b lish e d  th em se lv es  a s  
b a s ic  fa c to rs  in  th e  q u a li ty  e n te r ta in ­
m e n ts  of th e  co m in g  se a so n  a n d  m o­
tio n -p ic tu re  a u d ie n ce s  p u t  a n  u n q u a li­
fied s ta m p  of a p p ro v a l on th e  g re a t  
ad v an c es  m ad e  in  th is  d irec tio n .
T h e  fin an c ia l o u tlo o k  w a s  n e v e r 
b e t te r  a n d  m o st co m p an ies  h a v e  gone 
th ro u g h  a  p e r io d  o f e x p a n s io n  w h ich  
e n ab les  th e m  to  u t i l iz e  m o re  r e ­
so u rces  th a n  e v e r b e fo re  in  p ro v id in g  
th e  p u b lic  w i th  th e  k in d  of e n te r ta in ­
m e n t w h ich  i t  w ish e s .”
T h e  ab o v e  r e m a rk s  b y  th e  p re s id e n t  of 
M etro-G oldw yn-M ayer in d ic a te s  th e  con­
se n su s  of o p in io n  of th e  le a d e rs  of th e  
in d u s try .
T h e  p ro d u c tio n  b u d g e ts  of th e  m a jo r
1 “V a lu in g  th e  In v e n to rie s  o f M otion P ic ­
tu r e  P ro d u c e rs .” Jo u rn a l  of A ccountancy , 
1927.
2 C olum bia P ic tu re  C orpo ra tion , P ro sp ec tu s , 
A pril, 1930.
3 F ilm  D aily  Y e a r Book, 1930— P a g e  559.
B y  A L F R E D  K A P L A N
E d ito r 's  N o te :  W e a re  re p ro d u c in g  by  
p e rm iss io n , in  th is  a n d  th e  th re e  succeed­
in g  issu es, a  th e s is  p re p a re d  by  A lfred  
K a p lan , a  se n io r  a c c o u n ta n t  on th e  sta ff 
of L e o n a rd  L ev in e  & C om pany , C e rtified  
P u b lic  A c co u n ta n ts , w h ic h  w as accep ted  
fo r th e  M a s te r’s d eg ree  a t  B o sto n  U n iv e r­
s ity . In  i ts  r e p ro d u c tio n  d e ta ile d  fin an ­
c ia l s ta te m e n ts  a n d  sc h ed u le s  fo r  th e  
fiscal y e a r  1929 h a v e  been  o m itted .
p ro d u c in g  co m p an ies  fo r  th e  y e a r  1930 
a re  in  excess of $300,000,000. Su ch  a  
h u g e  su m  ex p en d ed  in  s e c u rin g  im ag es 
on  t in y  s t r ip s  of c e llu lo id  seem s to  a sk  
th e  q u e s tio n , “H ow  is  th e  a m o u n t sp en t, 
a n d  in  w h a t  w ay s  a re  th e  e x p e n d itu re s  
a n d  a m o r tiz a tio n  of th is  sam e  a m o u n t 
re co rd e d ? ”
T h e  a u th o r  h a s  a tte m p te d  to  a n sw e r  
th e  above q u e s tio n  in  th is  p a p e r  a n d  
m a n y  th a n k s  a re  e x te n d ed  to  th e  fo llow ­
in g  m en  fo r  t h e i r  h e lp fu l su g g e s tio n s  
a n d  fo r  t h e i r  c r it ic is m s  of th e  m a te r ia l  
em bod ied  in  t h is  th e s is :  M ax F le is c h e r  
(F le is c h e r  S tu d io s ) ; M yer C olem an 
( F i r s t  N a tio n a l P i c tu r e s ) ; J o h n  S h a n ley  
(V an  B e u re n ) , a n d  D ick  M u rra y  (P a ra ­
m o u n t P u b lix  O rg a n iz a tio n ) .
IN T R O D U C T IO N
T h e  m o tio n  p ic tu re  is  th e  la te s t  m a­
c h in e  to o l in  th e  se rv ic e  of ex p ress io n .4 
T h e  f irs t  m o tio n -p ic tu re  c a m e ra  b ro u g h t 
a c tio n  in to  g ra p h ic  a r t .
T h e  f irs t p ic tu re s  w e re  s im p le , a n d  w ere  
m e re ly  re c o rd s  of ev en ts . In  1907, D. W . 
G riffith  b ro u g h t  in to  f irs t  p ra c t ic a l  u se  
c e r ta in  m e th o d s  of p ic to r ia l  em p h asis , 
su c h  a s  th e  “close  u p ,” “c u t b a ck ,” “ fade  
o u t,” a n d  “ d isso lv e .” A ll p ic tu re s  w ere  
“o n e -ree le rs .” “B en  H u r ” w as m ad e  in  
1907 in  s ix te e n  scenes. M u lti-reel p ic ­
tu re s  b e g an  to  a p p e a r  la te r , d u e  to  th e  
h o s t i l i ty  of e x h ib ito rs .
F o r  m a n y  y e a rs  p la y e rs  a p p e a re d  a n o n y ­
m ous. I t  w as  th e  id e a  of A do lph  
Z u k o r to  b r in g  fam o u s n a m e s to  th e  
sc reen . H is  e x h ib itio n  o f S a ra h  B e rn ­
h a r d t  in  “Q ueen  E liz a b e th ” in  1912 in d i­
c a te d  th e  m e r i t  of h is  idea . T h is  im m e­
d ia te ly  re v o lu tio n iz e d  th e  in d u s try .  T he  
p ic tu re  “ Q uo V ad is ,” in  e ig h t  ree ls , r e ­
lea sed  in  1913, m e t  w i th  g re a t  success 
a n d  w a s  im m e d ia te ly  fo llow ed  by  m an y  
o th e r  p io n e e r  m u lti-ree l film s. T h e  g re a t-
4 E ncycloped ia  B r ita n n ic a  —  fo u rte e n th  
edition .
e s t su ccess of th is  p e rio d  w as G riffith ’s 
“B ir th  of a  N a tio n .” I t  w a s  n o t  lo n g  
a f te r  th i s  t h a t  co m ed ies w ere  p ro d u ced  
o v er o ne  re e l in  len g th .
T h e  a b il i ty  of film s to  c a s t  a s id e  la n ­
g u a g e  b a r r ie r s  m ad e  i t  a p p a re n t  a t  a n  
e a r ly  d a te  t h a t  m o tio n  p ic tu re s  h a d  a n  
in te rn a t io n a l  ap p ea l. A t th e  b eg in n in g , 
fo re ig n  p ro d u c e rs  d o m in a ted  th e  A m e ri­
can  m a rk e t. D u e  to  th e  W o rld  W ar, 
p ro d u c tio n  w a s  s to p p ed  in  E u ro p e , a n d  
A m e ric an  p ro d u c e rs  soon w e re  fa r  
a h e a d  of a n y  co m p e titio n . I n  1925 ex­
p o r ts  of A m e ric an  film  am o u n te d  to  235,- 
000,000 fe e t a n d  w ere  sh o w n  in  se v e n ty  
c o u n tr ie s .
T h e  la te s t  in n o v a tio n  in  th e  in d u s try  
to d a y  is  so u n d  a n d  co lor. S o u n d  h a d  a  
re v o lu t io n a ry  effect on  m a n y  p h a se s  of 
p ro d u c tio n  a n d  e x h ib itio n . R e p ro d u c in g  
dev ices w ere  in s ta lle d  in  m a n y  hou ses, 
bu t, d u e  to  th e  h ig h  co st o f th e  m ech ­
a n ism , m a n y  sm a ll ho u ses cou ld  n o t a f ­
fo rd  so und . T h is  cau sed  th e  p ic tu re s  to  
be p ro d u c ed  in  tw o  v e rs io n s , s i le n t  an d  
so u n d . A t th e  p re se n t  t im e  th e  p ro d u c e rs  
a r e  h a v in g  a  p ro b lem  w ith  fo re ig n  v e r­
s io n s, a s  i t  is  n o t  p ra c t ic a l  to  m ak e  
o th e r  th a n  E n g lish  v e rs io n s  a t  th e  
s tu d io s .
T h u s  fa r , tw o  m e th o d s  of re c o rd in g  a n d  
re p ro d u c in g  so u n d  h av e  b een  in v en te d . 
O ne of th e s e  em b od ies th e  sy n c h ro n iz a ­
t io n  of th e  film, w ith  th e  so u n d  re co rd  
re co rd e d  on  a  d isk , in  th e  sam e  m a n n e r  
a s  in  th e  case  of a  p h o n o g ra p h . T h is  
sy s te m  is  k n o w n  a s  th e  “V ita p h o n e .” 
T h e  o th e r  m eth o d  in v o lv es  th e  re c o rd in g  
of th e  so u n d  a lo n g  th e  edge of th e  film  
by  p h o to g ra p h ic  m ean s. T h e  film  a re a  is  
s l ig h tly  d im in ish e d  a n d  a  n a r ro w  s t r ip  
is d ev o ted  to  re c o rd in g  th e  so u n d  w aves.
T h e  so u n d  is  p ick ed  up  by  a  m ic ro ­
p h o n e , w h ic h  is  th e  sam e  m eth o d  u sed  
in  ra d io  b ro a d c a s tin g . T h e  e le c tr ic  c u r ­
r e n ts  a r e  th e n  am p lified  to  g iv e  e i th e r  
lo u d  o r so ft sounds, a s  d e s ired . C olored  
m o tio n  p ic tu re s  h a v e  been  in v en te d . Ce­
c il B. de M ille ’s “T en  C o m m a n d m en ts” 
a n d  o th e r  film s w ere  p io n ee rs  in  th e  use  
of color.
M any  p ro cesses w e re  in v en te d  to  in tr o ­
d uce  co lor, b u t  i t  re m a in e d  fo r  “T ec h n i­
c o lo r” to  in v e n t  th e  o n ly  success. In  th is  
p ro cess  tw o  n e g a tiv e s  a re  p r in te d  on  sep­
a r a te  s t r ip s  o f film . T he  p r in ts  of th e m  
a re  th e n  co n v erted  in to  re lie fs  by  ta n ­
n in g  a n d  w a sh in g ; a f te r  th is  p rocess , 
th e y  a re  dyed. T h e  tw o  film s a re  th e n  
cem en te d  to g e th e r  b ack  to  b ack  in  e x ac t 
r e g is te r  to  m ak e  a  film  o f s ta n d a r d  th ic k ­
n e ss  c a r ry in g  a  co lo red  im a g e  on  each
78 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T March,
s ide . M o d ifica tions of th is  m e th o d  a re  
a lso  used .
M o tion  p ic tu re s  sy n c h ro n ize d  w ith  d ia ­
logue, m u sic , a n d  co lo r h a v e  in  m a n y  in ­
s ta n c e s  e n r ic h e d  th e  l i t e r a tu r e  of th e  
sc reen . I t  is  n o w  p o ss ib le  to  d e p ic t c e r­
ta in  ty p e s  of s to r ie s  to  b e tte r  a d v a n ta g e  
th a n  p e rm it te d  by  s i le n t  film s. M any 
sc re e n  s to rie s , ho w ev er, a r e  m o st effec­
tiv e  w h en  d ep ic ted  in  s ilen ce , a n d  in  som e 
case s  sy n c h ro n iz e d  m u sic  a n d  so u n d  e f­
fe c ts  co m b in e  to  m ak e  th e  p ic to r ia l  m a t­
t e r  m o re  e n te r ta in in g  th a n  w o u ld  b e  th e  
c a se  if  sp o k e n  d ia lo g u e  w e re  u sed . P ic ­
tu r e s  of th e  c a lib e r  of “U ncle  T o m ’s 
C a b in ” a n d  “W in g s” h a v e  a  g re a te r  ap ­
p e a l a s  s i le n t  film s, sy n c h ro n ize d  w ith  
so u n d  a n d  m u sic , th a n  th e y  w o u ld  a s  
d ia lo g u e  v e rs io n s . I n  o th e r  w o rd s , som e 
sc ree n  s to r ie s  a re  a d a p te d  to  th e  h u m a n  
v o ice  a n d  som e a re  n o t. I t  is  th e re fo re  
n e c e ssa ry  to  m ak e  ju d ic io u s  u se  of e ac h  
of th e s e  e le m e n ts  i f  th e  b e s t r e s u l ts  a re  
to  be  o b ta in ed .
M otion P ic tu re  P roducers and  D istribu­
to rs  o f A m erica, Inc.5
T h is  a sso c ia tio n  w a s  fo rm ed  fo r  th e  
p u rp o se  of a d v a n c in g  th e  in d u s try .  A t­
te m p ts  w e re  m ad e  to  o rg a n iz e  th e  in ­
d u s try  in  o rd e r  to  a c h ie v e  th e  above 
p u rp o se .
A  c o n fe ren ce  o f th e  le a d e rs  in  th e  in ­
d u s try  in  1921 in c lu d e d  th e  le a d in g  p ro ­
d u c e rs  a n d  d is t r ib u to r s  in  A m erica , a n d  
re su lte d  in  th e  fo rm a tio n  o f th is  o rg a n ­
iza tio n , c o m p ris in g  tw e n ty -fo u r  su b s id ia ry  
offices in  th e  U n ite d  S ta te s  a n d  C an ad a . 
T h is  g ro u p  is  a lso  k n o w n  a s  th e  “H a y s” 
o rg a n iz a tio n , d ue  to  th e  fa c t th a t  W ill
H . H a y s  is  i ts  p re s id e n t.
T h e  m a in  p u rp o se  of th is  g ro u p  w as 
to  s e t tle  d isp u te s  b e tw een  d is t r ib u to r s  
a n d  e x h ib ito rs  by  m ea n s  of co m p u lso ry  
a rb i t r a t io n .  A  s ta n d a rd  e x h ib itio n  con­
t r a c t  w a s  d ra w n  u p  fo r  u se  in  th e  in ­
d u s try ;  th i s  c o n tra c t  in c lu d e d  a n  a rb i­
t r a t io n  c lau se . R u le s  fo r  s e t t le m e n t of 
d isp u te s  w e re  a lso  d ra f te d  a n d  ad o p ted  
by  e x h ib ito rs  a n d  d is tr ib u to rs .
T h e  se rv ice  re n d e re d  by  a r b i t r a t io n  
w a s  g re a t.  A  su m m a ry  o f 1926 fig u res 
fo llow s: T w elve th o u sa n d  five h u n d re d  
a n d  six ty -s ix  d isp u te s  w e re  d isp o sed  of, 
a n d  o f th e se , 5,018 d isp u te s  w e re  se ttle d  
b e fo re  su b m iss io n  to  th e  B o a rd s  of A rb i­
t r a t io n ;  5,476 a w a rd s  w e re  m ad e  by  th e s e  
b o a rd s ; 812 d isp u te s  w e re  w ith d ra w n  by 
th e  c o m p la in a n ts ;  440 d isp u te s  w e re  d is­
m issed . I n  o n ly  tw en ty -five  cases o f th e  
to ta l  n u m b e r  of d isp u te s  w a s  a n  o u ts id e  
a r b i t r a to r  re q u ire d . I t  is  o bv ious fro m  
th e  ab ove  t h a t  th e s e  so-called  “F ilm  
B o a rd s  of T ra d e ” w e re  a  v e ry  good 
m eth o d  of s e t t l in g  d isp u tes .
W e sh a ll  n o t d isc u ss  th e  a r b i t r a t io n  
ru le s  a n d  re g u la tio n s , d u e  to  th e  fa c t
5 A rb itra tio n  T e a r  Book. 1927.
t h a t  c o m p u lso ry  a r b i t r a t io n  h a s  been  
ru le d  ille g a l b y  a  fe d e ra l c o u rt, a n d  th u s  
c o m p u lso ry  a r b i t r a t io n  is  d en ied  to  th e  
film  b u sin ess .
[E D IT O R ’S N O T E : T he case  to  w hich 
re fe ren ce  is m ad e  d id  n o t d e a l w ith  th e  s ta n d ­
a rd  a rb i t ra t io n  c lau se  o f th e  A m erican  
A rb itra tio n  A ssocia tion  w hen  em bodied  in  
co n tra c ts . T he issue in  t h a t  c a se  a ro se  over 
th e  inc lusion  in  c o n tra c ts  b e tw een  p rod u cers  
a n d  o p e ra to rs  in  th e  m o tion  p ic tu re  in d u s try  
of a rb itra t io n  c lau ses w hich  w ere  w holly  one­
sided  in  re sp ec t to  th e  se lec tion  o f a rb i t r a to r  
o r  a rb i t r a to r s  o f a  d ispu te . T hey  w ere  one­
sided  in  th a t  th e y  co n ferred  on th e  p ro d u cer 
th e  sole r ig h t  a n d  p riv ileg e  o f n a m in g  th e  
a r b i t r a to r  o r  a rb itra to r s .  S tr ic tly  speak ing , 
th e re fo re , com pu lso ry  a rb i t ra t io n  h a s  no t 
been  ru led  illeg a l b u t  a  p a r t ic u la r  fo rm  of a n  
a rb i t ra t io n  c lau se  o f a  h ig h -b in d e r ty p e  w as  
so d ec la red .]
Some A ccounting M ethods P ecu liar To 
M otion-P icture P roducers And 
D istribu to rs
“T h e  books m u s t  be  in  code.” T h is  is  
th e  im p re ss io n  th e  u n in i t ia te d  rece iv e  
w h en  in tro d u c e d  to  a  se t of books con­
ta in in g  th e  a c c o u n ts  of m o tio n -p ic tu re  
p ro d u c e rs  a n d  d is tr ib u to rs .
T h e  a u th o r , w h o  h a s  been  co n n ec ted  
w ith  th e  in d u s try  fo r  se v e ra l y e a rs , h a s  
se rv ed  in  a ll  c a p a c itie s  re la te d  to  th e  
a c c o u n tin g  d e p a r tm e n ts  of th e s e  in d u s ­
tr ie s .  I  s a y  in d u s tr ie s  b ecau se  th e r e  a re  
th re e  d is t in c t  p h a se s  o f th e  m otion-pic- 
tu r e  in d u s try ,  n a m e ly — p ro d u c tio n  of p ic ­
tu re s ,  d i s t r ib u t io n  of p ic tu re s , a n d  ex­
h ib it io n  of p ic tu re s . T h ese  th re e  in d u s ­
t r ie s  a re  u su a lly  s e p a ra te  a n d  d is t in c t  by 
th e  fo rm a tio n  of su b s id ia ry  co m p an ies . I 
h a v e  o n ly  to  p o in t o u t su c h  c o m p an ies  a s  
P a ra m o u n t  P u b lix , W a rn e r  B ro th e rs , F o x  
F ilm  C o rp o ra tio n , a n d  R . K . O. to  su p ­
p o r t  th e  fo reg o in g  s ta te m e n t.
T h e  a u th o r  o f  th is  p a p e r , w h ile  in  th e  
cou rse  of h is  ex p erien ce , h a s  m a n y  t im e s  
h a d  occasio n  to  look  fo r  ad v ice  on ac ­
c o u n t o f som e p e c u lia r  t r a n s a c tio n  th a t  
h a d  a r is e n  in  th e  u su a l c o u rse  of ev en ts . 
B u t, a s  f a r  a s  l i t e r a tu r e  on th e  su b jec t, 
th e r e  w a s  v e ry  l i t t le .  M any  tex tb o o k s  
w e re  ta k e n  d ow n  a n d  p e ru sed , v a r io u s  
a c c o u n tin g  jo u rn a ls  w e re  th u m b e d  a g a in  
a n d  a g a in , b u t  a ll  in  v a in . C on seq u en tly , 
th e  o n ly  so lu tio n  of th e  p ro b lem  w a s  to  
a p p ly  com m on-sense  p ro c ed u re , w h ich  
w a s  ex  ca th ed ra , a s  f a r  a s  th is  w r i te r  
co u ld  le a rn .
I n  v iew  of th e  above, th e  a u th o r  ap o lo ­
g izes fo r  w r i t in g  th is  p a p e r. H e  w ill 
n ow  ta k e  u p  th e  p ro c e d u re  in  th e  co u rse  
of th e  p ro d u c tio n  o f  a  p ic tu re  a n d  th e  
e x h a u s tio n  of i t s  cost.
M otion P ic tu re  P roduction  And 
E xhaustion
A cco u n tin g  m e th o d s  p e c u lia r  to  th is  
p h a se  of th e  in d u s try  h a v e  to  do w ith  
c o s tin g  a  p ic tu re  a n d  w ith  th e  e x h a u s tio n  
of i t s  cost. P ic tu re s  a re  p ro d u ced  w ith  
th e  in te n tio n  of se llin g  th e m  a n d  m a k in g
a  pro fit, a lth o u g h  m an y  p ro d u c tio n s  h av e  
b een  “sh e lv ed ,” to  th e  u l t im a te  d is s a t is ­
fa c tio n  of a  sa d d e r  b u t  w ise r  p ro d u cer.
T h e re  a re  n o t m a n y  p e c u lia r i t ie s  to  
c o s tin g  a  “v eh ic le .” A ll e le m e n ts  of co st 
e n te r in g  in to  a  p ic tu re  a r e : 6
S y n c h ro n iz a tio n  a n d  L icen se  A gree­
m en ts .
A r t i s t s ’ C o m p en sa tin g  A g reem en ts .
S tu d io  P ro p e r t ie s .
L ite r a r y  R ig h ts .
L a b o ra to ry  E q u ip m e n t a n d  In v e n to r ie s .
N e g a tiv e  C osts.
P o s itiv e  C osts.
T h ese  sp ec ia l f e a tu re s  w ill be  d iscu ssed  
in  th e  o rd e r  n am ed .
S yn ch ro n iza tio n  and L icen se  A gree ­
m e n ts .7
A ll e le m e n ts  of expense, su c h  a s  sa la ry  
of m u s ic ia n s , eq u ip m e n t, etc ., w h ic h  a re  
u sed  in  p ro d u c tio n  com e u n d e r  th e  h e ad ­
in g  of sy n c h ro n iz a tio n .
W ith  th e  in n o v a tio n  of so u n d  p ic tu re s , 
p ro d u c e rs  o f “ ta lk ie s ” h a v e  h a d  to  p a y  a  
l ic en se  fee  fo r  each  re e l o f p ic tu re  r e ­
co rd ed  on  so u n d . U n d e r  th e  f ra n c h ise  
a g re e m e n t of th e  E le c tr ic a l  R e se a rc h  
P ro d u c ts , In c . ( su b s id ia ry  of W e s te rn  
E le c tr ic ) ,  p ro d u c e rs  p a y  $500 p e r  re e l fo r 
e ac h  p ic tu re  m ad e  by  th is  W e s te rn  E lec ­
t r ic  re c o rd in g  m ec h an ism . T h e  sam e  
p r ic e  p e r  re e l is  ad d ed  fo r  e ac h  a d d i­
t io n a l  v e rs io n  ( fo re ig n ) ,  a n d  s t i l l  a n ­
o th e r  $500 p e r  re e l i f  th e  fo re ig n  e d itio n  
is  to  be  sh o w n  in  th e a t re s  of th is  coun­
t ry .  T h is  re c o rd in g  fe e  a m o u n ts  to  
a b o u t $4,000 p e r  fe a tu re  p ic tu re  p ro d u ced  
fo r  A m e ric a n  re le ase , a n d  sh o u ld  be  im ­
m e d ia te ly  ab so rb ed  in to  th e  co st of p ro ­
d u c tio n  o f th e  re sp e c tiv e  p ic tu re s  p ro ­
duced .
T h e  lic e n se  fees  p a id  fo r  th e  use  of 
th e  so u n d  re c o rd in g  m ec h an ism  sh o u ld  
be  c a p ita liz e d  a n d  w r i t te n  off o v er a  
p e rio d  of a b o u t  five y e a rs . T h e  a m o u n t 
w r i t te n  off sh o u ld  be  in c lu d e d  a s  p a r t  
of th e  s tu d io  o v e rh ead , a n d  ab so rb ed  in to  
p ro d u c tio n  costs.
A r t i s t s ’ C om pen sa tin g  A g reem en ts .
S om e of th e  le a d in g  a c to rs  a n d  ac­
tr e s s e s  a re  en g ag e d  u n d e r  a g re e m e n ts  
w h ich  p ro v id e  th a t  th e y  sh a ll  b e  p a id  
fo r  t h e i r  se rv ice s  a  su m  e q u iv a le n t  to  a  
specified  p e rc e n ta g e  of a ll g ro ss  re c e ip ts  
fo r  th e  u se  of p ic tu re s  in  w h ic h  th e y  
a p p e a r . T h ese  a g re e m e n ts  u su a lly  g u a r ­
a n te e  a  m in im u m  in co m e to  th e  a r t i s t  o f 
n o t  le s s  th a n  a  s ta te d  a m o u n t p e r  p ic ­
tu re .  U n d e r  o th e r  a r ra n g e m e n ts ,  th e  
c o m p e n sa tio n  of som e o f th e  m o st p ro m ­
in e n t  m o tio n -p ic tu re  s t a r s  is  o b ta in e d  
th ro u g h  th e  d iv is io n  o f th e  p ro fits  o f a n  
in d iv id u a l c o m p an y  o rg a n iz ed  fo r  th e  
e x c lu s iv e  p u rp o se  o f p ro d u c in g  th e  p ic­
tu r e s  o f su c h  a c to rs , a s  in  th e  “U n ited
6 R . H . M ontgom ery— A u d itin g  T h eory  a n d  
P ra c tic e — V olum e 2.
7 V arie ty , J u ly  2, 1930— P a g e  49.
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C. P. A. EXAMINATION QUESTIONS, 
NOVEMBER, 1930
PRACTICAL ACCOUNTING
P ro b le m  1:
F ro m  th e  fo llo w in g  in fo rm a tio n  yo u  a re  re q u ire d  to  p re p a re  re v is e d  fin an c ia l 
s ta te m e n ts  a s  a t  J u ly  1, 1930.
A, B, C, a n d  D, fo rm  a  sy n d ic a te  a n d  c o n tr ib u te  eq u a l a m o u n ts  of ca sh  n e ce ssa ry  
to  p u rc h a se  a ll  th e  o u ts ta n d in g  s to c k  of th e  M o u n ta in  C oal C om pany , a  m in in g  
e n te rp r is e . B, w h o  h a s  p ro m o te d  th e  d ea l a n d  w il l  o p e ra te  th e  com p an y , h a s  
a g ree d  to  a s su m e  p e rso n a lly  a  $50,000.00 m o rtg a g e  o b lig a tio n  of th e  c o m p an y  to ­
g e th e r  w ith  a ll  in te re s t  th e re o n  a f te r  J u ly  1, 1929, a n d  to  d o n a te  u n c o n d itio n a lly  
new  e q u ip m e n t a n d  to  m a k e  c e r ta in  im p ro v e m e n ts  o n  e x is tin g  p ro p e rty  w ith o u t  
co st to  th e  com p an y , in  r e tu r n  fo r  w h ich  h e  w ill re ce iv e  o n e-half th e  p ro fits ; th e  
re m a in in g  o n e-half wi ll be sh a re d  eq u a lly  by  th e  fo u r  sy n d ic a te  m em b ers . T h e re  
is  n o  w r i t te n  a g re e m e n t b e tw een  sy n d ic a te  m em b e rs  n o r  w ith  B ; a n d  th e r e  a re  no  
re c o rd s  o f m e e tin g s  o f d ire c to rs  a n d  s to c k h o ld e rs . I t  is  ex p ec ted  t h a t  eq u a l 
a m o u n ts  of coal w ill be m in e d  each  y e a r  a n d  th a t  b y  J u ly  1, 1939, a ll  d e p o sits  w ill 
be e x h au s te d .
E a c h  sy n d ic a te  m em b e r c o n tr ib u te s  $40,000.00, a n d  B  p u rc h a se s  th e  o u ts ta n d ­
in g  2,500 s h a re s  of s to c k  of th e  co m p an y  a t  a  co s t of $160,000.00. B  h o ld s  th e  
s h a re s  in  th e  n a m e  o f th e  sy n d ic a te . O n th e  books o f th e  co m p an y  a t  th e  t im e  
of p u rc h a se  th e  fo llo w in g  a cc o u n ts  a re  fo u n d :
M O U N TA IN  COAL CO M PANY 
B a lan ce  Sheet. J u ly  1, 1929
A r tis ts ” o rg a n iz a tio n . I n  som e cases 
one  h a lf  of th e  s to c k  is  ow ned  by  th e  
m a in  p ro d u c in g  c o rp o ra t io n ;  th e  o th e r  
h a lf  is  ow ned  by  th e  a r t i s t ;  a n d , w ith  
th e  ex cep tio n  of th e  s a la ry  p a id  to  th e  
a c to r  o r  a c tre s s , no  in co m e  is  rece iv ed  by  
e i th e r  th e  p ro d u c in g  c o m p an y  o r th e  a r t ­
i s t  up o n  a n y  p ic tu re  u n t i l  th e  re c e ip ts  
f ro m  i t s  e x h ib itio n  exceed  i ts  to ta l  cost. 
S tu d io  P ro p ertie s .
S tu d io  p ro p e r t ie s  in c lu d e  th e  s tu d io  
b u ild in g s ; c a m e ra  e q u ip m e n t;  l ig h t in g  
e q u ip m e n t; “p ro p s ,” in c lu d in g  fla ts , f u r ­
n i tu re ,  ru g s , p ic tu re s , e tc .;  w a rd ro b e , in ­
c lu d in g  c o stu m e s; h a n d  “p ro p s ,” su ch  a s  
c an e s  a n d  s ta g e  jew elry .
T h e  s tu d io  b u ild in g  m ay  be  of m o d ern  
c o n s tru c tio n , s tee l, a n d  b r ic k  o r  con­
c re te ;  in  th is  case, i f  g la s s  sk y lig h t  an d  
lik e  re p la c e m e n ts  a re  c h a rg e d  to  m a in ­
ten a n ce , th e  d e p re c ia tio n  r a te  m ay  be a s  
low  a s  2% . I f  th e  b u ild in g s  a re  of less 
p e rm a n e n t  c h a ra c te r ,  th e  d e p re c ia tio n  
r a te  m ay  be a s  h ig h  a s  15% .
C am era  eq u ip m e n t is  m o v ab le ; th e re ­
fo re  th e  a cc u rac y  of th is  a cc o u n t is  b e s t 
sa fe g u a rd e d  by  f re q u e n t  p h y s ic a l in v en ­
to rie s .
L ig h tin g  e q u ip m e n t m ay  be d iv id ed  
in to  tw o  c lasses . T h e  f irs t  is  fixed eq u ip ­
m e n t c o n s is tin g  of th e  g e n e ra tin g  o r 
t r a n s fo rm in g  u n its , sw itc h b o a rd s  an d  
p an e ls , a n d  th e  w ir in g  to  th e  v a r io u s  
s ta g e  o u tle ts . T h is  eq u ip m e n t is  com ­
p a ra b le  to  th e  e le c tr ic  g e n e ra tin g  eq u ip ­
m en t in  a n  in d u s t r ia l  p la n t, a n d  is  sub ­
je c t to  th e  sam e d e p rec ia tio n . T h e  o th e r  
g ro u p  c o n s is ts  of th e  p o r ta b le  o r  m ovable  
e q u ip m en t, su ch  a s  e le c tr ic  l ig h ts  an d  
re flec to rs . T h is  p o r ta b le  eq u ip m e n t is 
su b je c t to  h a rd  u sa g e  a n d  lo ss fro m  
b re ak a g e , a n d  th e  r a te  of d e p re c ia tio n  
a n d  obso lescence  is  h ig h . I t  is  a  good 
p la n  to  in v e n to ry  th is  eq u ip m e n t f re ­
q u e n tly  fo r  th e  p u rp o se  of a sc e r ta in in g  
th e  v a lu e  in  i t s  p re s e n t  c o n d itio n .
“P ro p s” a re  e i th e r  m ad e  a t  th e  stu d io , 
p u rc h ase d , o r  re n te d . W h en  re n te d , th e  
ite m  sh o u ld  n o t be  in c lu d e d  in  th e  eq u ip ­
m e n t a cco u n t. T h e  p ra c t ic e  in  som e in ­
s ta n ce s  is  n o t  to  c a r ry  th e  o r ig in a l cost 
of m a n u fa c tu re  o r  p u rc h a se  p r ic e  of th e  
eq u ip m e n t, b u t  to  c h a rg e  th e s e  ite m s  
d ire c tly  to  th e  co st o f  th e  p ic tu re  in  
w h ich  th e  a r t ic le s  w e re  f irs t u sed . T h is  
m eth o d  is  c o rre c t  w h e n  th e  “p ro p s” a re  
of a  sp ec ia l n a tu r e  a n d  c a n n o t be  u sed  
in  o th e r  p ic tu re s . I f  th e  “p ro p s” a re  
fo r  g e n e ra l u se , w h ic h  is  f re q u e n tly  th e  
case, th e  o r ig in a l  co s t sh o u ld  be  c a r r ie d  
a s  e q u ip m e n t. T h e  life  of th is  eq u ip m e n t 
is  sh o r t ,  a n d  a  p e rio d ic  in v e n to ry  is  a  
m o re  s a t is f a c to ry  m eth o d  of a r r iv in g  a t  
i t s  v a lu e  th a n  th e  c o st less  a  fixed r a te  
of d e p re c ia tio n  m eth o d .
S c e n e ry  m ay  be  defined  fo r  o u r  p u rp o se  
a s  t h a t  p o r t io n  o f th e  scen e  o r  se t w h ich  
is  fixed o r  a tta c h e d  to  th e  s ta g e  p la t- 
C ontinu ed  on p age  82
A s s e ts
Land, ow ned in  fee, a t  c o s t ......... $ 40,000.00
Leases, a t  cost ................................... 120,000.00
M ining equ ipm ent, a t  c o s t ..............  68,496.02
T re a su ry  s to c k  (500 sh a res , a t
co s t)  ................................................  41,000.00
A ccounts rece iv ab le  .......................  32,651.18
T ota l a s s e t s ............................................$302,147.20
* Red.
L ia b il i t ie s  a n d  N e t  W o r th
C u rre n t l ia b ilitie s  ..............................$ 14,560.13
R eserve fo r am o rtiz a tio n  of leases  60,000.00 
R eserve fo r  d ep rec ia tio n  of equ ip ­
m en t ................................................... 46,570.77
F irs t m o rtg a g e  6% notes, due in  
an n u a l in s ta lm e n ts  o f  $5,000.00  
beg inn ing  D ecem ber 31, 1 9 2 9 .. .  50,000.00 
C ap ita l stock, 3,000 s h a r e s . . . . . .  300,000.00
L osses from  o p e r a t io n ....................... *168,983.70
T o ta l lia b ilitie s  a n d  n e t  w o rth  . .  .$302,147.20
A n  a p p ra is a l  of th e  la n d  im m e d ia te ly  b e fo re  th e  p u rc h a se  in d ic a te d  t h a t  i t s  
f a ir  v a lu e  w as $50,000.00, c o n s is tin g  o f w o rk ab le  coal d e p o sits  v a lu e d  a t  $30,- 
000.00, a n d  re s id u a l  v a lu e  of $20,000.00. T h e  f a i r  v a lu e  of th e  leases, w h ich  
h a d  r u n  one-h a lf of th e i r  40-year life , w a s  fo u n d  to  eq u a l a p p ro x im a te ly  th e i r  
p re s e n t  n e t  book v a lu e . T h ey  w ill h a v e  n o  re m a in in g  v a lu e  w h e n  th e  coal de­
p o s its  h a v e  b een  d ep le ted . A n  in v e n to ry  o f th e  e q u ip m e n t re v ea le d  t h a t  i t s  
f a i r  v a lu e  a t  J u ly  1, 1929, w a s  $2,500.00. A cco u n ts  re ce iv a b le  w e re  e s tim a te d  
to  be  50%  co llectib le . C u r re n t  l ia b i li t ie s  a s  sh o w n  on  th e  b a la n ce  sh e e t w e re  
fo u n d  to  be u n d e rs ta te d  $8,266.24. T h e  excess of th e  su m  p a id  b y  th e  sy n d i­
ca te  fo r  th e  s to c k  of th e  co m p an y  ov er th e  v a lu e s  in d ic a te d  in  th is  p a ra g ra p h  
r e p re se n ts  th e  p re m iu m  th e  sy n d ic a te  m em b e rs  w e re  w il lin g  to  p a y  a n d  d id  p ay  
fo r  th e  p ro sp e c t of f u tu re  p ro fits  fro m  th e  coal d e p o sits  ow ned  by  th e  co m p an y  a t  
th e  t im e  th e  s to c k  w as p u rc h ase d .
D u r in g  1929, in  a cco rd an ce  w ith  th e  u n d e rs ta n d in g , B, o u t of h is  p e rso n a l 
fu n d s , p u rc h a se d  n ew  eq u ip m e n t a n d  m ad e  im p ro v e m e n ts  on  e x is tin g  eq u ip ­
m e n t ( a ll  of w h ich , old a n d  new , h a v in g  a n  a v e ra g e  n o rm a l l if e  of 20 y e a rs  
fro m  J u ly  1, 1929, w i th  n o  re s id u a l  v a lu e  w h e n  th e  coal d e p o sits  h a v e  b een  
e x h au s te d , m ay  be  a ssu m e d  to  h a v e  b een  p u t  in to  u se  a s  of J u ly  1, 1 9 2 9 ); a n d  
p a id  th e  m o rtg a g e  n o te  in s ta lm e n t of $5,000.00, a n d  a cc ru ed  in te re s t  of $1,500.00, a t  
D ecem ber 31, 1929, a n d  $1,500 a t  J u n e  30, 1930.
A t J u n e  30, 1930, B p re se n te d  to  th e  s y n d ic a te  m em b e rs  th e  fo llo w in g  s ta te ­
m e n ts  w h ich  h e  h a d  p re p a re d  fro m  th e  boo k s:
S T A T E M E N T  OF  N E T  P R O F IT  
F isc a l T e a r  E n d in g  Ju n e  30, 1930
P a r tic u la r s  A m o u n t
C oal sa les, less la b o r  co s ts  an d  c a sh  p a id  o u t fo r  o rd in a ry  o p e ra tin g  
expenses in c u rre d  since J u ly  1, 1929, n o t in c lu d in g  w ag es  u n p a id  o f
$550.00 a n d  u n p a id  o p e ra tin g  expenses o f $1,216.30 a t  J u n e  30, 1930 $132,435.06
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L ess—
B a d  d eb ts  w r itte n  off—
S a le s  prior to  J u ly  1, 1929, n o t including: $4,060.41 e st im a te d  a s
rem a in in g  u n co llec tib le  .............................. ....................................................  $12,265.18
S a le s  a fte r  J u ly  1, 1929, n o t in c lu d in g  $145.22 e st im a te d  a s  re ­
m a in in g  u n co llec tib le  ........................................................................................... 230.40
L easeh o ld  d ep recia tion  ............................................................................................. ...   3 ,000.00
D ep rec ia tio n  a t  10% on o ld  m a ch in ery  ............................................................... 6 ,849.60
D ep rec ia tio n  a t  20%  on  n ew  eq u ip m en t an d  im p ro v e m e n ts ....................  4 ,911.07
In te r e s t  on  m o r tg a g e  b on ds ..........................................................................................  3,000.00 30,256.25
N e t profit 
B ’s sh are  ⅝ . .  




B a la n c e  Sh eet. Ju n e 30, 1930
A s s e ts L ia b il i t ie s  a n d  N e t W o r th
Land ...............................................................$ 40,000.00 F ir s t  m o rtg a g e  b o n d s ...........................$ 45,000.00
L ea se s  ..........................................................  120,000.00
M ining eq u ip m en t .................................  93,051.39
T reasu ry  s to ck  ......................................... 41,000.00
A cco u n ts  r e c e iv a b le ..............................  48,386.40
C ash  in  b an k  ...........................................  81,377.89
Old lia b ilit ie s  p a i d .................................  8 ,266.24
O w ing to  B  ................................................  96,417.13
O w ing to A, C, and  D .........................  38,317.05
L ea se  a m o rtiza tio n  ............................... 63,000.00
E q u ip m en t d ep rec ia tio n  ....................  58,331.44
N e t w orth , J u ly  1, 1 9 2 9 ....................  131,016.30
T ota l a s s e ts  ........................................ $432,081.92 T o ta l lia b ilit ie s  an d  n e t w o r th . . $432,081.92
R ev ise  th e  above  s ta te m e n ts  in  a cco rd an ce  w ith  th e  a g re e m e n t b e tw een  
sy n d ic a te  m em b ers  a n d  in  su ch  a  m a n n e r  th a t  th e  in v e s tm e n t a n d  p ro fits  
(o n  a  s t r i c t  a c c ru a l b a s is )  of a ll sy n d ic a te  m em b ers  m ay  a p p e a r  on  th e  b a lan ce  
sh e e t in  l ie u  of c a p ita l  s to ck  a n d  su rp lu s . B a d m its  th a t  h e  h a s  m ad e  a  n u m ­
b e r  of e r ro rs  in  th e  s ta te m e n ts ;  h e  a n d  th e  o th e r  in v e s to rs  h a v e  a g re e d  to  
accep t y o u r  c o rre c tio n s .
P ro b le m  2:
In  a u d it in g  th e  books of a  m a n u fa c tu r in g  com p an y  fo r  th e  y e a r  e n d in g  
D ecem ber 31, 1929, you  find th e  fo llo w in g  s i tu a t io n  in  co n n ec tio n  w ith  th e  
m a c h in e ry  a cc o u n t:
N o fixed r a te  of d e p re c ia tio n  h a s  been  used , th e  co m p an y  a r b i t r a r i ly  w r i t in g  
off a  c e r ta in  a m o u n t each  y e a r  a n d  c re d itin g  th e  a sse t. T h e  p ro p e r  a n n u a l  r a te  
fo r  th is  ty p e  of m a c h in e ry  m ay  be a ssu m e d  to  be  8% .
M ach in e  C w as c o n s id e re d  to  h a v e  a  life  of 10 y e a rs  a f te r  i t  w as  co m p le te ly  
o v e rh au led  on A u g u s t 1, 1929.
A n a p p ra is a l  w as  m ad e  by  th e  A  A p p ra isa l  C om pany  a s  of D ecem ber 31, 
1929, w i th  th e  fo llo w in g  r e s u l t :
C ost o f  R e se rv e  fo r  N e t  sound
M ach in e  rep rod u ction  d e p rec ia tio n  v a lu e
A  ..................................................................................................  $12,000.00 $ 7,680.00 $ 4,320.00
C .................................................................................................. 18,000.00 7 ,860.84 10,139.16
D  ..................................................................................................  7 ,000.00 4,480.00 2,520.00
E  ..................................................................................................... 8,000.00 1 ,151.33 6,848.67
F  ..................................................................................................  11,500.00 1,150.00 10,350.00
G ..................................................................................................... 15,000.00 500.00 14,500.00
T o ta ls .....................................................................  $71,500.00 $22,822.17 $48,677.83
T he fo llow ing  e n try  a p p ea rs  on th e  re c o rd s :
M achinery  accoun t .....................................................................................................  $14,500.00
S u rp lu s .......................................................................................................................... 8,322.17
R eserve fo r  d ep rec ia tio n  ................................................................................. $22,822.17
To se t up re su lts  of a p p ra isa l  m ade  D ecem ber 31, 1929, by  th e  A  A p p ra isa l Com pany. 
A ssu m in g  th a t  th e  B o a rd  of D ire c to rs  h av e  v o ted  to  a d ju s t  th e  books to  
th e  a p p ra isa l  figures, do y o u  be lieve  t h a t  th e  e n try  is  c o rre c t?  I f  n o t, m ake  
th e  n e ce ssa ry  a d ju s tin g  e n tr ie s , w ith  com ple te  ex p lan a tio n , to  p u t th e  books on 
th e  p ro p e r  basis.
A n a ly sis  of th e  m a c h in e ry  acco u n t fo llow s:
M A C H IN E R Y  ACCOUNT
D eb its
1— 1— 1922 M achine A  ........................................................................................... $10,000.00
1— 1— 1923 M achine B ................................................................................... 12,500.00
1— 1— 1924 M achine C .....................................................................................  16,000.00
1— 1— 1925 M achine D  .....................................................................................  8,000.00
5— 1— 1927 N ew  m o to r fo r  M achine A, rep lac in g  m o to r w hich
cost $1,200.00, included in  o rig in a l cost of m ach ine  1,800.00
11— 1— 1927  R ew ind ing  o f  b u rn ed -o u t coils of m o to r on M achine B 350.00
3— 1— 1928 M achine E  ........................................................................................... 7 ,850.00
10— 1— 1928 M achine F  ............................................ ......................................... 11,500.00
8— 1— 1929 M achine G .....................................................................................  15,000.00
8— 1— 1929 Com plete o v e rh au lin g  of M achine C ................................  3,500.00
8— 1— 1929 C ost o f ch a n g in g  positions o f M ach ines C an d  D  so
a s  to  place M achine G in  th e  m o st efficient position  2,000.00
12— 31— 1929  A p p ra isa l ........................................................................................ 14,500.00 $103,000.00
C red its
12— 31— 1922 D eprecia tion  ..............................................................................  $ 4,000.00
12— 31— 1923 D eprecia tion  ............................................................................  2,000.00
12— 31— 1924 D eprec ia tion  ............................................................................ 10,000.00
12— 31— 1925 D eprec ia tion  ..............................................................................  8,000.00
12— 31— 1926 D epreciation  ................................................................... .. 1,000.00
12— 31— 1927 D eprecia tion  ............................................................................  2,000.00
12— 31— 1928 D eprecia tion  ................................................................................ 2,000.00
8—  1— 1929 A llow ance on M achine B trad ed  in  on p u rch ase  of G 2,500.00 31,500.00
B a lan ce  in a s se t D ecem ber 31, 1929. p e r  a p p r a is a l .......................  $71,500.00
P ro b le m  3:
J o h n  M. G ood, a  m e r c h a n t ,  h a s  ca lle d  y o u  in  to  r e v ie w  h is  in d iv id u a l  F e d e r a l  
in c o m e  t a x  r e t u r n  fo r  th e  c a le n d a r  y e a r  1929, w h ic h  w a s  p r e p a r e d  b y  h i s  b o o k ­
k e e p e r .  A s id e  f ro m  h i s  b u s in e s s  p r o p r ie to r s h ip ,  n o  b o o k s  w e r e  k e p t .
M r. G ood is  a  c i t iz e n  o f  th e  U n ite d  S ta te s ,  m a in ta in in g  h is  h o m e  in  C h ic a g o , 
I l l in o is .  H e  i s  t h e  f a th e r  o f tw o  c h i ld r e n  i n  sc h o o l, n e i t h e r  o f w h o m  c o n t r ib u te  
to  t h e i r  o w n  s u p p o r t ,  o n e  s e v e n te e n  a n d  th e  o th e r  tw e n ty  y e a r s  o f a g e .
M r. G o o d ’s w ife , M a ry  B. G ood, d ie d  A u g u s t  5, 1929. T h e  a d m in i s t r a t o r  o f h e r  
e s t a t e  f ile d  a n  in d iv id u a l  F e d e r a l  in c o m e  t a x  r e t u r n  f o r  h e r  c o v e r in g  t h e  p e r io d  
u p  to  a n d  in c lu d in g  th e  d a te  o f  d e a th . O n th e  in d iv id u a l  r e t u r n  h e  d e d u c te d  
$3,500.00 f o r  p e r s o n a l  e x e m p tio n .
T h e  b o o k k e e p e r  h a s  c o m p u te d  M r. G ood’s t a x  a s  fo llo w s :
P a r tic u la r s  A m o u n t
IN C O M E :
S a la ry  .........................................................................................................................  $ 3,600.00
Incom e fro m  b u s in e ss .............................................................................................. 32,540.76
In te re s t  on deposits , bonds, e tc ........................................................................... 12,172.48
R e n ts  a n d  ro y a ltie s  ................................................................................................  2,210.65
P ro fit fro m  sa le  of re a l e s ta te , stocks, bonds, e tc ....................................... 90,671.30
D iv idends on s to c k ..................................................................................................  5,720.52
Incom e fro m  fire in su ra n c e ......................... ........................................................ 1,778.40
T o ta l in co m e...................................................................................................... $148,694.11
D E D U C T IO N S :
In te re s t  p a id ................................................................................................................ $2,648.73
T ax es  p a id ....................................................................................................................  3,017.21
B a d  d e b t s ....................................................................................................................  2,000.00
C o n trib u tio n s  ............................................................................................................ 600.00
T o ta l d e d u c tio n s .............................................................................................. 8,265.94
N e t in c o m e .........................................................................................................  $140,428.17
COM PUTA TION O F  T A X
N e t in co m e ....................................................................................................................... $140,428.17
L ess—
D ividends ....................................................................................................................  $5,720.52
C re d it fo r  d e p e n d e n ts .............................................................................................  800.00
P e rso n a l exem ption  ...............................................................................................  3,500.00 10,020.52
B a la n ce  .............................................................................................................. $130,407.65
N o rm a l t a x — 1½% on $4,000.00...................... .......................................................  $ 60.00
3% on n e x t $4,000.00.............. ...................................................  120.00
5% on  b a lan ce  of $122,407.65................................................  6,120.38
S u rta x  o f 20% on $140,428.17................................................................................  28,085.63
$ 34,386.01
L ess— C red it o f 25%  on ea rn ed  in co m e.............................................................  422.00
N et ta x  ................................................................................................................ $ 33,964.01
Y o u  d e te r m in e  t h e  fo l lo w in g  f a c t s  p e r t i n e n t  t o  t h e  s i t u a t i o n :
T h e  s a l a r y  o f  $3,600.00 w a s  re c e iv e d  f ro m  t h e  D C o r p o r a t io n  o f w h ic h  M r. 
G ood  i s  a n  o fficer a n d  d ir e c to r .
In c o m e  f ro m  a  p r iv a te  b u s in e s s  o f  Mr. G o o d ’s w a s  c o m p u te d  a s  fo l lo w s :
P a r tic u la r s  A m o u n t
T otal rece ip ts  .................................................................................................................................$781,426.38
C ost o f m erch an d ise  sold ( n e t ) .............................................................................  $525,469.09
S a la r ie s  ...........................................................................................................................  100,048.60
In te re s t  ...........................................................................................................................  6,211.14
T ax es ............................................................................ .....................................................  895.32
B ad  d e b ts ......................................................................... .................................................  9 410.16
D ep recia tio n  ....................................................................................................................  14, 786.92
R en t, re p a irs  an d  o th e r  e x p e n se s .........................................................................  92,064.39 748,885.62
N et p ro fit ..................................................... .....................................................  $ 32,540.76
R ece ip ts  in c lu d ed  $150.00 fro m  th e  sa le  of c e r ta in  o ld f ix tu res  w h ich  h a d  o rig ­
in a lly  co st $1,355.00, an d , in c lu d in g  th e  w riteo ff fo r  1929, h a d  been d e p rec ia ted  by 
$1,005.00. T h e  fix tu re s  h a d  n o t been rem oved  fro m  th e  a sse t acco u n t on th e  books 
of th e  b u sin ess .
O th e r b u s in e ss  expense  in c lu d ed  $728.48, th e  co st of r e p a ir s  a n d  upkeep  of 
M r. G ood’s au to m o b ile  w h ich  w as u sed  fo r  b u s in e ss  p u rp o ses  a b o u t 75%  of th e  tim e .
I n te r e s t  in co m e in c lu d ed :
P a r tic u la r s  A m o u n t
On b an k  d e p o s its .................................................................................................... $ 769.48
F rom  in d u str ia l b o n d s ........................................................................................... 5,388.00
F rom  u t ility  b o n d s ..................................................................................................  4 ,365.00
F rom  Cook C ounty  H ig h w a y  b o n d s ..........................................................  1,650.00
$12,172.48
A ll u t i l i ty  b o n d s ow ned by M r. Good w ere  tax -free-co v en an t issu es  on w h ich  
a  2%  ta x  h a d  been  p a id  a t  th e  source.
R e n ts  w e re  an a ly zed  a s  fo llow s:
A m ou n t C ost O ther N e t
P a r ticu la rs  rece ived  o f  a s se t  D ep rec ia tion  R ep a irs  ex p en se  profit
B u ild in g  A  .................... $16,245.00 $192,645.00 $3,852.90 $3,621.16 $6,480.03 $2,290.91
B u ild in g  B  ....................  6 ,000.00 78,240.00 1,564.80 1,195.20 3,320.26 *80.26
* R ed  $2,210.65
T h e  lo ss  fro m  B u ild in g  B w as a tt r ib u te d  to  th e  fa c t th a t  M r. Good occupied  one 
o f th e  s ix  a p a r tm e n ts  in  th is  b u ild in g  a n d  th a t  no incom e w as re a liz e d  fro m  th a t  
a p a r tm e n t.
P ro f it  fro m  sa le  of re a l  e s ta te , sto ck , bonds, etc., w as m ad e  up  of th e  fo llo w in g  
i te m s :
D a te  A m ou n t D ep rec ia tio n  S u b seq u en t N e t
acq u ired  rece iv ed  a llo w a b le  C ost im p rovem en ts  profit
F a c to ry  b u i ld in g ...............  1928 $73,425.00 $12,865.80 $77,349.50 $7,480.00 $1,461.30
S tock  r ig h ts  (M a ste r
C orp .) .................................  1929 210.00 210.00
B a rr in g to n  M ach . s to c k . 1925 110,500.00 21,500.00 89,000.00
90,671.30
T h e  20 s to ck  r ig h ts  (o n e  r ig h t  h a d  b een  rece iv ed  fo r  e ach  5 sh a re s  h e ld )  w ere  
so ld  a t  $10.50 each  a n d  h a d  b een  a c q u ire d  a s  th e  r e s u l t  of th e  o w n e rsh ip  of 100 
sh a re s  of M a s te r  C o rp o ra tio n  s to ck  p u rc h a se d  in  1922 by M r. Good a t  $93.00 p e r 
sh a re . T h e  m a rk e t  p r ic e  of th e  s to ck  a t  th e  t im e  th e  r ig h ts  w e re  is su e d  w as $138.00 
p e r  s h a re  a n d  th e  m a rk e t  v a lu e  of th e  r ig h ts  w as  $7.50 each . T h e  p ro p e r  p ro p o r­
tio n  of c o s t sh o u ld  be  a llo c a ted  to  th e  r ig h ts .
D iv id en d s  w ere  r ece iv ed  f r o m :
200 sh a r e s  M and  M B a n k  sto c k  .......................................................................................................  $3,000.00
50 sh a r es  B e ld in g  F o u n d ry  s to c k ................................................ ....................................................  175.00
82 5-6 sh a r es  Jord an  B u ild in g  Co. s to ck  ................................................................................................ 538.52
60 sh a r es  H em p le  & Co. s to c k .......................................................................................................... 2 ,007.00
5,720.52
H em ple  & C om pany  h a d  d isco n tin u ed  b u s in e ss  in  1928 a n d  th e  d iv id en d  re ­
ceived  in  1929 w as th e  f irs t l iq u id a tin g  d iv id en d . T h e  s to ck  h ad  been  p u rc h ase d  
a t  p a r  ($100.00) in  1920.
In co m e fro m  fire  in su ra n c e  w as rece iv ed  a s  co m p en sa tio n  fo r  d am ag e  done to  
a  g a ra g e  w h ic h  w as e n tire ly  d e s tro y ed  by fire. T h e  g a rag e  w as b u i lt  by  M r. Good 
a t  a  co st of $1,890.00 on w h ich  d e p rec ia tio n  of $629.50 h ad  been  ta k e n . A fte r  
th e  fire  th e  s t ru c tu re  w as re b u il t  a t  a  co st of $2,118.00.
In te r e s t  ex p en se  of $2,648.73 covered  p e rso n a l b o rro w in g s  a n d  in c lu d ed  $378.15 
of a cc ru ed  in te re s t .  T ax es p a id  w ere  as fo llow s:
P e r so n a l p roperty  .......................................................................................... ......................................................... $ 216.85
R ea l e sta te , in c lu d in g  $1,047.60 o f sp ecia l n ew  p a v in g  a s s e s s m e n t ...................................  2.800.36
$3,017.21
R e a l e s ta te  ta x  b i lls  o f $ 4 ,9 3 2 .6 0 , in c lu d in g  $ 1 ,9 9 8 .5 7  o f sp e c ia l  p a v in g  a s se s s ­
m en ts  w e re  d ue  b u t  u n p a id .
T h e  $2,000.00 b a d  d eb t c o n s is ted  of m o n ey  lo an ed  to  M r. G ood’s b ro th e r  in  
1928. T h e re  w as n o  n o te  to  su p p o r t th e  lo an . T h e  b ro th e r ’s d e a th  in  1929 p re ­
c lu d ed  th e  p o ss ib il ity  of c o lle c tin g ; M r. Good d id  n o t d e s ire  to  p re ss  th e  c la im  be­
cau se  th e  n e t  e s ta te  g o in g  to  th e  w idow  w as o n ly  $5,000.00. C o n tr ib u tio n s  w ere  
m ad e  up  a s  fo llo w s:
C hurch ................................................................................................................................................................................  $350.00
Y. M. C. A . b u ild in g  fu n d .....................................................................................................................................  50.00
S a lv a t io n  A rm y  C h r is tm a s  c h e s t ......................................................................................................................  50.00
D e m o cra tic  p a r ty  ca m p a ig n  fu n d ......................................................................................................................  150.00
T ota l .........................................................................................................................................................  $600.00
82 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T March,
R eco m p u te  M r. G ood’s incom e ta x  l ia b ili ty , p re p a re  th e  n e c e ssa ry  su p p o r tin g  
sch ed u les , a n d  e x p la in  a n y  d iffe ren ces b e tw een  y o u r  f ig u res a n d  th o se  of th e  book­
k eep e r.
T h e  ap p lic ab le  s u r ta x  r a te s  in  fo rce  d u r in g  1929 w e re :
Rate applicable to Tota l











100,000.00 + 20 —
P ro b le m  4:
T h e  B u sy  B ee S a les  C o m p an y  w a s  in c o rp o ra te d  J a n u a ry  1, 1928, to  o p e ra te  
a s  a  sa le s  a g e n t fo r  a  c e r ta in  l in e  of m erc h an d ise . I n  a d d itio n , o th e r  m e rc h a n d ise  
is  so ld  o n  a  co n s ig n m e n t b a s is . T h e  books h a v e  b een  k e p t on  a  c a sh  b a s is  a n d  
y ou  h a v e  b een  en g ag ed  to  p re p a re , on  a n  a c c ru a l b a sis , a  b a la n ce  sh e e t a t  D ecem ber 
31, 1929, a n d  a  c o m p a ra tiv e  s ta te m e n t  of p ro fit a n d  lo ss fo r  th e  y e a rs  e n d in g  
D ecem ber 31, 1928 a n d  1929.
T h e  p ro fit a n d  lo ss s ta te m e n t  sh o u ld  be p re p a re d  to  b r in g  o u t c le a r ly  th e  r a t io  
of n e t  o p e ra t in g  p ro fits  to  to ta l  v o lu m e of b u sin ess .
Y o u r in v e s tig a tio n  d isc lo ses th e  fo llo w in g  fa c ts :
(1 )  T h e  a u th o r iz e d  c a p ita l  s to ck  of 2,000 sh a re s , p a r  v a lu e  $100.00, w as issu ed  
to  th e  p re s e n t  s to c k h o ld e rs  a n d  p a id  fo r  a s  fo llow s:
P a r t ic u la rs  A m ount
C ash  in  b a n k ..............................................................................................................................................  $25,000.00
L an d  ..............................................................................................................................................................  50,000.00
F u rn itu re  a n d  f ix tu re s ............................................................................................................................  25,000.00
B uild ing  ........................................................................................................................................................ 100,000.00
T o ta l .................................................................................................................................................  200,000.00
(2 )  A  su m m a ry  of cash  re c e ip ts  fo llow s:
A m oun t
P a r t ic u la rs  1928 1929
Cash s a le s .............................. .................. .........................................................................  $98,437.18 $116,984.83
C ollected on open a c c o u n ts .......................................................................................  64,393.43 139,876.14
Collected on consignm ent acco u n ts rece iv ab le ..............................................  46,388.89 69,438.99
B an k  loan— 90 days, due S eptem ber 1, 1929................................................  5,000.00
B an k  loan— 90 days, due M arch  1, 1930.......................................................... 15,000.00
T o ta l .....................................................................................................................  209.219.50 346,299.96
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fo rm  o r a n y  o th e r  fo u n d a tio n  w h ic h  is  
used . T h e  ty p e  of sc e n e ry  m o st f r e ­
q u e n tly  u sed  is  b u i lt  up  of a  n u m b er of 
u n its , su c h  a s  m an tlep iece s , doors, s t a i r ­
w ays, a n d  th e  fla ts  of w h ic h  th e  w a lls  
a n d  ce ilin g s  a r e  co n s tru c ted . T h ese  v a ­
r io u s  u n i ts  a re  u sed  o v er a n d  over a g a in  
u n t i l  u n fit fo r  use . M any  s tu d io s  c h a rg e  
th e  co st of m a k in g  th e s e  p ieces  to  th e  
p ic tu re  u n d e r  p ro d u c tio n  a t  th e  tim e  
th e  p ieces a re  m ade, b u t  th e  c o sts  of 
th e s e  u n i ts  sh o u ld  be  c a r r ie d  a s  eq u ip ­
m en t, a n d  th e  v a lu e s  a d ju s te d  by  p e r i­
odic in v en to rie s .
A n o th e r  ty p e  of scen ery  is  t h a t  w h ich  
is  sp ec ia lly  c o n s tru c te d  fo r  th e  p a r t ic u la r  
p ic tu re  in  w h ic h  i t  is  used . In  such
c ases th e  co st sh o u ld  be c h a rg e d  d irec tly  
to  th e  p ic tu re . H ow ever, th is  spec ia l 
scen ery  is n o t a lw ay  d ism an tled , b u t m ay  
be u sed  in  la te r  p ic tu re s ;  in  su ch  cases 
th e  s tu d io s  c h a rg e  a  m a jo r  p o r tio n  of th e  
cost oth e  f irs t p ic tu re , c a r ry in g  th e  re ­
m a in d e r  of th e  co st a s  eq u ip m en t a n d  d is­
t r ib u t in g  i t  to  su b seq u en t p ic tu re s .
I t  is  th e  c u s to m  fo r  th e  p ro d u c e rs  to  
su p p ly  th e  a c to rs  w ith  c h a ra c te r  co stu m es 
only, th e  a c to rs  fu rn is h in g  su ch  o rd in a ry  
o r  m o d ern  w a rd ro b e  a s  m ay  b e  req u ire d . 
A s a  re su lt, su c h  co stu m es a s  a re  m ad e  
o r  p u rc h ase d  b y  th e  p ro d u c e r a re  u su a lly  
fo r  a  p a r t ic u la r  p ic tu re , a n d  of l i t t le  o r 
no  u se  fo r  o th e r  p ic tu re s ;  th e  co st is 
th e re fo re  ch a rg e ab le  d ire c tly  to  th e  cost 
o f th e  f irs t  p ic tu re . T h e  a u d ito r  m ay  find 
th e  book  v a lu e  o f “p ro p s” a n d  w ard ro b e  
to  be to o  h ig h , du e  to  th e  o p tim ism  of 
th e  m a n a g em e n t a b o u t th e i r  p o ss ib ilit ie s  
fo r  fu tu re  use . I n  su c h  cases, p h y sica l 
in v e n to r ie s  sh o u ld  be  ta k e n  a n d  th e
“p ro p s” an d  w a rd ro b es  th u s  e v a lu a ted . A  
com m en d ab le  p ra c tic e  is  to  c h a rg e  th e  
f irs t  p ic tu re  w ith  th e  fu ll c o s t of su ch  
item s, a n d  c re d it  som e p ic tu re  w ith  th e i r  
sa lv ag e  va lu e .
L ite r a r y  R ig h ts .
E x p e n d itu re s  fo r  l i te r a ry  r ig h ts  a re  
c a r r ie d  a s  a n  in v e s tm e n t u n t i l  w o rk  i s  
s ta r te d  on  th e  p ic tu re , a t  w h ich  tim e  
th e y  a re  t r a n s f e r r e d  to  p ic tu re  costs. T h e  
a u d ito r  sh o u ld  see  th a t ,  on a ll p ic tu re s  
s ta r te d , th e  cost of l i te r a r y  r ig h ts ,  if  any , 
h a s  b een  t r a n s f e r r e d  to  p ic tu re  costs, a n d  
t h a t  th e  re m a in d e r  re p re s e n ts  l i te r a ry  
r ig h ts  ex clu siv ely  th e  p ro p e rty  of th e  com ­
p an y . T h e re  h a v e  b een  in s ta n c e s  in  
w h ich  l i te r a r y  r ig h ts  w e re  c a r r ie d  as in ­
v e s tm e n ts , a n d  th e  book o r  p lay  on  w h ich  
th e  r ig h ts  w e re  b ased  h a d  a lre a d y  been 
p ic tu r iz e d  a n d  re le a sed  by a  co m p e tito r; 
u n d e r  su c h  c o n d itio n s  i t  is  d o u b tfu l 
w h e th e r  su c h  r ig h ts  h av e  a n y  v a lue . 
W h en  l i te r a ry  r ig h ts  h a v e  b een  h e ld  fo r  
a  co n sid e ra b le  tim e  a n d  w h en  d u r in g  t h a t  
p e rio d  th e  com p an y  h a s  b een  h a rd -p re ssed  
fo r  sc e n a r io s  to  k eep  th e  s tu d io  busy , i t  
is  s tro n g  ev idence  t h a t  th e  l i te r a ry  r ig h ts  
ow ned a re  o f d o u b tfu l v a lu e .
L i te r a ry  r ig h ts  a re  fre q u e n tly  a  con­
s id e ra b le  ite m  in  th e  co st of a  p ic tu re . 
W h en  th e  r ig h ts  h a v e  b een  p u rc h ase d  fo r  
a  fixed su m , n o  difficulty  p re se n ts  its e lf  
in  th e  t r e a tm e n t  of su c h  a n  ite m  as  p a r t  
of th e  p ic tu re  costs, b u t w h en  th e  r ig h ts  
a re  p u rc h a se d  on a  ro y a lty  b a s is  i t  i s  
n o t fe a s ib le  to  d e te rm in e  th e  costs. In  
su ch  cases no  p a r t  of th e  ro y a lty  is  in ­
c lu d ed  a s  a  cost, b u t  is  co n sid ered  a  re ­
d u c tio n  of g ro ss  incom e.
A lm o st ev ery  s tu d io  h a s  on  h a n d  a  n u m ­
b er of s to r ie s  fo r  fu tu re  use, th e  cost of 
w h ich  is  show n  on th e  books in  th e  scen ­
a r io  acco u n t. O nly  u n u se d  sc e n a r io s  
sh o u ld  be  in clu d ed , a n d  no  w o rth le s s  
s to r ie s  sh o u ld  be  in  th e  u n u sed  a m o u n t 
lis ted .
L a b o ra to ry  E q u ip m en t and  In ven to ries .
T h e  p ro p e rty  a cco u n ts , in c lu d in g  th e  
lab o ra to ry  b u ild in g s  a n d  th e  eq u ip m en t i n  
w h ich  th e  n e g a tiv e s  a r e  developed a n d  
th e  p o s itiv e s  m a n u fa c tu re d , p re se n t p rob ­
lem s n o  d iffe ren t fro m  th o se  invo lved  in  
th e  v e rif ic a tio n  of th e  u su a l in d u s tr ia l  
p la n t  acco u n ts .
N eg a tive  Costs.
S tu d io  c o s t is  a  te rm  co rre sp o n d in g  to  
fa c to ry  cost. T h e  fo llo w in g  o u tlin e  in d i­
ca te s  g e n e ra lly  th e  c h a ra c te r  of th e  ex­
p e n d itu re s  e n te r in g  in to  th e  co st of p ro ­
d u c in g  th e  n e g a tiv e s :
D ire c t C h arg es.
S a la ry  a n d  W ag es of:
A r tis ts ,  C o n tra c t T a len t.
E x tra s .
D ire c to rs  a n d  A ss is tan ts .
C am eram en .
S cen ario .
P u rc h a se  p rice , o r sc e n a rio  d ep art-
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m e n t co st a p p ly in g  to  sc e n a rio  p re ­
p a re d  fo r  p ic tu re .
L o ca tio n  F ees.
S cen ery .
C ost f ro m  tec h n ic a l d e p a rtm e n t.
P ro p e r t ie s  ( “P ro p s” ) .
P u rc h a se  o r  re n ta l.
W ard ro b e .
P u rc h a se  o r  re n ta l .
L ig h ts .
C ost of l ig h tin g .
N e g a tiv e  F ilm s .
R aw  N e g a tiv e  film .
L a b o ra to ry  ex penses.
C u ttin g , e d itin g , a n d  t i t l in g .
P o s it iv e  F i lm s  a n d  S tills .
R a w  film s.
P la te s  a n d  la b o ra to ry  ex penses.
M isce llan eo u s ex p en ses:
A u to , tra v e l,  h o te l, a cc id e n t, an d  
o th e r  in c id e n ta ls .
In d ire c t  C h a rg es .
O verhead .
G e n era l sa la r ie s .
R e n t.
S ta tio n e ry .
P o s ta g e , te lep h o n e , a n d  te le g ra p h .
In su ra n c e .
P la n t  m a in te n a n c e .
S up p lies .
S c e n a r io  exp en se .
R e se a rc h  a n d  lib ra ry .
D e p rec ia tio n .
L ig h t, h e a t, a n d  pow er.
L ig h tin g , po w er, a n d  o th e r  in d ire c t  ex­
pen ses, a s  sh o w n  in  th e  a tta c h e d  su m ­
m ary , a re  g ro u p ed  u n d e r  th e  one t i t l e  of 
S tu d io  O verhead , w h ic h  w a s  fo rm e rly  
c h a rg e d  to  p ic tu re s  o n  th e  p e c u lia r  b a s is  
of “C a m e ra  D ay s.” T h a t  is, th e  n u m b er 
o f d ay s t h a t  e lap sed  b e tw een  th e  firs t 
sh o o tin g  d a te  a n d  th e  la s t  sh o o tin g  d a te  
of a  p ic tu re  c o n s t itu te d  th e  n u m b e r  of 
c a m e ra  d a y s  fo r  th e  p ic tu r e ; a n d  th e  su m  
of a ll c a m e ra  d ay s  on  a ll p ic tu re s  in  w o rk  
d u r in g  th e  p e rio d  w a s  u sed  a s  th e  b a s is  
fo r  s p re a d in g  th is  o v e rh ead . A n  in v es­
t ig a t io n  p ro v e d  th is  to  be  a n  u n fa ir  m e th ­
od, p a r t ic u la r ly  fo r  th e  c h e a p e r  p ic tu re s . 
T h ese  c h a rg e s  a re  n o w  s p re a d  on  th e  
b a s is  of to ta l  d ire c t  c h a rg e s  a g a in s t  e ach  
p ic tu re  fo r  th e  p e rio d .
W eek ly  a n d  m o n th ly  in v e n to r ie s  of foo t­
a g e  a r e  ta k e n , a n d  la b o ra to ry  co s ts  a re  
p re p a re d  sh o w in g  th e  fo o tag e  co st of posi­
t iv e s  a n d  n e g a tiv e s  dev e lo p ed  d u r in g  th e  
p e rio d . L a b o ra to ry  e x p en se  is  d is tr ib u te d  
to  p ic tu re  c o s ts  on  th e  b a s is  of film  fo o t­
age.
O v erh ead  is  u su a lly  d is tr ib u te d  on  th e  
b a s is  o f p r im e  c o s t c h a rg e d  to  th e  p ic­
tu re s .  M ost o f th e  c h a rg e s  to  th e  p ic ­
tu re s  com e th ro u g h  th e  v o u c h e r re g is te r , 
o v e rh ea d  u su a lly  b e in g  d is t r ib u te d  by  a  
jo u rn a l  e n try . I t  m ay , ho w ev er, b e  p u t  
th ro u g h  th e  v o u c h e r  r e g is te r  on  a  p re ­
d e te rm in e d  b a s is , th e  a cco u n t, “R e se rv e  
fo r  O v erh ead ,” b e in g  th e  o ffse ttin g  c re d it.
To be con tin u ed
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(3 )  C ash  d isb u rse m e n ts  w e re  su m m a riz e d  by  yo u  a s  fo llow s:
A m ount
P a r t ic u la rs  1928 1929
C ash  p u r c h a s e s ................................................................................................................. $52,468.31 $28,463.27
P a y m e n ts  to  c r e d i to r s ......... .................................................................... .................. 40,633.19 142,611.24
P a y m e n ts  to  co n s ig n o r................................................................................................. 46,690.57 66,663.48
S a la rie s— Officers .......................................................................................................... 12,000.00 16,000.00
S a la rie s— O ther ............................................................................................................  28,260.52 44,282.18
1928 re a l e s ta te  ta x e s ................ ................................................................................ 1,583.00
In su ra n c e  (o n  b u ild in g  fro m  1-1-28 to  1 -1 -3 3 ) ..............................................  1,400.00
O th er in su ra n c e  (1-1-28 to  1 -1 -2 9 ) ...................................................................  400.00
O th er in su ra n c e  (1-1-29 to  1 -1 -3 0 ) ...................................................................  750.00
F u rn i tu re  a n d  f ix tu re s ..............................................................................................  6,000.00 452.00
R em odeling  s to r e ............................................................................................................  12,000.00
D o n atio n s ................................................ .........................................................................  250.00 250.00
F e d e ra l incom e t a x .....................................................................................................  1,279.09
In te re s t  p a id  in  a d v a n c e ............................................................................................  300.00
B a n k  lo an  p a id ..............................................................................................................  5,000.00
D iv idend  p a id  9-1-29 ...................................................................................................  20,000.00
O th er ex p e n se s ................................................................................................................. 16,707.85 29,581.94
T o t a l . . . . ............................................................................................................  216,810.44 357,216.20
(4 )  A  re c a p itu la t io n  of c h a rg e  sa le s  a n d  p u rc h a se s  fo llow s:
A m ount
P a r t ic u la rs  1928 1929
S ales— O pen a c c o u n t.....................................................................................................  $79,431.26 $162,387.26
Sales— C onsignm en t, firs t eleven  m o n th s .......................................................... 58,363.21 74,893.16
S a le s— C onsignm ent, D ecem ber ............................................................................  8,436.19 10,416.93
P u rc h a se s  ............................................................................ ........................................... 48,396.43 153,493.18
(5 )  A cco u n t sa le s  a r0  re n d e re d  a n d  a  ch eck  fo r  th e  n e t  p roceeds a r e  se n t to  
co n sig n o r on  th e  te n th  day  of each  m o n th  co v erin g  th e  sa les  m ad e  in  th e  p re v io u s  
m o n th . T h e  co m m issio n  d ed u cted  by  th e  co n sig n ee  is  20% of th e  sa les . A ll r e ­
ce iv ab les a n d  co llec tio n s p e r ta in in g  th e re to  a re  h a n d le d  by  th e  consignee , w ho  
a lso  a b so rb s a n y  lo sses on  b ad  acco u n ts . No c a sh  sa les  a re  m ad e  fro m  th e  con­
s ig n m e n t m erc h an d ise .
(6) In v e n to r ie s  w ere  ta k e n  a t  D ecem ber 31, 1929, b u t none a t  D ecem ber 31,
1928. Y ou le a rn , how ever, t h a t  a  g ro ss  p ro fit r a t io  of 50% h a s  b een  m a in ta in e d  
th ro u g h o u t  th e  tw o  y ea rs . C om pute  th e  m erc h an d ise  in v e n to ry  of D ecem ber 31,
1928, b u t  a ccep t th e  e s tim a te  of th e  su p p ly  in v en to rie s .
T h e  in v e n to r ie s  w ere  a s  fo llow s:
E stim a te d  A ctu al
D ecem ber D ecem ber
P a r t ic u la rs  3 1 ,  1928  3 1 , 1928
M erchandise (n o t inc lud ing  consigned m erch an d ise ) .......................................  (? )  $54,200.92
Office s u p p l ie s .......................................................................................................................... $100.00 153.00
S to re  su p p lie s .......................................................................................................................... 850.00 1,251.26
W rap p in g  su p p lie s ..............................................................................................................  125.00 604.01
A ll su p p lie s  h a v e  been  in c lu d ed  in  “o th e r  ex p en ses” in  th e  d isb u rse m e n t r e ­
c a p itu la tio n .
(7 )  D e p rec ia tio n  r a te s  to  be u sed  a r e :
P a r t ic u la rs  R a te
B u ild in g .......................................................................................  3 % p e r an n u m
F u rn itu re  an d  f ix tu re s .......................................................10%  p e r  an n u m , 5% on c u rre n t ad d itio n s
R em odeling  e x p en se .............................................................. 1 0 % in 1928 an d  20%  in  1929
(8 ) A ccru ed  s a la r ie s  h av e  b een  co m p u ted  a s  fo llow s:
A m ount
P a r t ic u la rs  1928 1929 
A ccrued s a la r ie s ................................................................................... ....................................  $643.47 $1,021.27
(9 )  1929 re a l  e s ta te  ta x  m ay  be  a cc ru ed  on th e  b a s is  of th e  1928 ta x  p a id  in
1929.
(10) D o n a tio n s  o f $250.00 a re  th e  on ly  n o n -d ed u ctib le  ex penses fo r  incom e 
ta x  p u rp o ses. T h e  1928 ta x  p a id  in  1929 w as co m p u ted  a s  fo llow s:
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A ccountancy as a ProfessionW hy I C hose
W . H . G R IM S H A W
B y o s tra c iz in g  th e  f irs t  w o rd  in  th e  
t i t l e  to  t h is  a r tic le , th e  re a d e r  w ill n o te  
f irs t  of a ll th a t  I  h av e  a  d e fin ite  p u r ­
pose o r  goal w h ich  I  d e s ire  to  accom ­
p lish . T h e  s to ry  of th e  th r e e  P ’s m ay  be 
ap p lie d  v e ry  c le a r ly  a t  th is  p o in t. A 
p u rp o se  is  e s se n tia l  an d  a lo n g  w ith  th is  
e s se n tia l  w e  m u s t  ad d  a n o th e r  e lem en t, 
t h a t  of P re p a ra t io n , w h ic h  if  p ro p e rly  
k n e ad e d  r e s u l ts  in  P ro g re ss , w h ic h  
e v e n tu a lly  sp e lls  success . Som eone h a s  
sa id  th a t  a  g e n iu s  is  c o n s id e re d  su c h  s im ­
p ly  b ecau se  h e  k n o w s som e specific th in g  
b e tte r  th a n  a n y o n e  e lse  a n d  c an  m ak e  
o th e rs  u n d e rs ta n d  w h a t  he  k n o w s in  a  
s im p le  w ay . B y se le c tin g  A cco u n tan cy ,
I  feel t h a t  by  le a rn in g  th is  one su b je c t 
w ell, I  c an  b e  m o re  u se fu l th a n  if  I  k n ew  
a  l i t t le  a b o u t se v e ra l th in g s , b u t  n o th in g  
v e ry  d e fin ite  a b o u t a n y th in g .
O b se rv a tio n  is  a  w o n d e rfu l th in g !  H av e  
yo u  ev er n o tic e d  th e  b u s  d r iv e r  a s  h e  
tra v e ls  u p o n  th e  h ig h w a y , h ow  o b se rv an t 
h e  m u s t be  a n d  h o w  h e  is  fo re v e r  lo o k in g
E d ito r ’s N o te : T h e  W alsh  In s t i tu te ,  De­
t r o i t ,  M ich igan , offered  p rize s  of a  y e a r ’s 
su b sc r ip tio n  to  T H E  C E R T IF IE D  P U B ­
L IC  A CCO UNTAN T to  th e  e ig h t s tu d e n ts  
e n ro lled  in  th e i r  a c c o u n ta n c y  co u rses  w ho 
p re se n te d  th e  b e s t 200-word s ta te m e n ts  
w i th  re fe ren ce  to  th e  A cco u n tan cy  p ro ­
fessio n . F ro m  th e s e  e ig h t  p r iz e  w in n e rs  
w e h a v e  se lec ted  th e  p a p e rs  o f th re e  a n d  
a re  p re se n tin g  th e m  in  th is  issue .
a h ea d ?  W h en  h e  a p p ro a c h e s  a  ra ilro a d  
t r a c k  h e  b r in g s  th e  v eh ic le  to  a  stop , 
ta k e s  a  look  a n d  th e n  l is te n s  fo r  fe a r  he  
h a s  overlo o k ed  so m e th in g . A cco u n tan cy , 
to  m e, m ea n s  lo o k in g  a h ea d  a n d  see in g  
m o u ld ed  in  th e  d is tan c e , a  ta s k  w h ic h  I 
h a v e  been  a b le  to  acco m p lish  m yself. 
R e a liz in g  w h a t  l ife  is  to  th o se  w ho  h av e  
n o th in g  d e fin ite  to  do, I  am  th e re fo re  w ill­
in g  to  s to p  a n d  o b se rv e  w h a t  I  c a n  be if  
I w ill ju s t  stop , look  a n d  l is te n  w h ile  I 
h a v e  th e  o p p o rtu n ity .
A f te r  m e e tin g  a  d is t in g u ish e d  p e rso n ­
a lity , h a v e n ’t  you o ften  w o n d e red  ju s t  
w h a t  w a s  b eh in d  th a t  m ake-up?  N ine  
t im e s  o u t of te n  th e  c h a ra c te r  is d is t in ­
g u ish e d  s im p ly  becau se  h e  k n o w s som e­
th in g  d efin ite . K ip lin g  once  w ro te :
“ I f  you c an  d re a m — a n d  n o t m ak e  
d re a m s y o u r  m a s te r ;
I f  you  c an  th in k — a n d  n o t  m ak e  
th o u g h ts  y o u r  a im .”
I  h a v e  o ften  th o u g h t  ju s t  how  m an y  
ca s tle s  h av e  been  b u ilt , b u t h av e  n e v er 
been  m a te r ia lly  rea liz e d . I t  is m y p u r ­
p ose  to  k n o w  th o ro u g h ly  th e  th in g  I  am  
t r y in g  to  con v ey  to  o th e rs  a n d  I  h av e  de­
c ided  u p o n  A c co u n tan cy  fo r t h a t  p u rp o se .
B E N  W E S L E Y
I t  h a s  a lw ay s  seem ed  to  m e th a t ,  a s  
th e  p h y s ic ia n  is  to  th e  p e rso n a l w orld , 
so  th e  a c c o u n ta n t  is  to  th e  b u sin ess  
w orld .
I t  is  th e  p h y s ic ia n ’s  d u ty  a n d  p r iv ile g e  
to  m in is te r  to  t h e  i l l s  of m a n k in d ;  to  
d isco v er w ay s a n d  m ea n s  th a t  te n d  to  
keep  th e  ra c e  in  a  n o rm a l, h e a l th y  con­
d itio n ;  a n d  to  c a r ry  on  an  e d u ca tio n a l 
c a m p a ig n  a c q u a in t in g  th e  p u b lic  w ith  
th e  fa c ts  n e c e ssa ry  to  th e  m a in te n a n c e  of 
t h a t  so u n d  a n d  h a rd y  co n d itio n  w h ic h  is  
in d isp e n sa b le  to  th e  r e n d e r in g  of a  life  
of se rv ic e  a n d  b en efit to  o ne’s c o u n try  
a n d  th e re b y  to  th e  w o rld  a s  a  w hole.
So, i t  is  th e  a c c o u n ta n t’s d u ty  a n d  p r iv i­
lege to  f e r r e t  o u t a n d  re m e d y  th o se  con­
d itio n s  w h ic h  c au se  b u s in e ss  to  su ffer 
n e ed le ss  a g o n ie s  a n d  r e v e rsa ls ;  to  c re a te  
a n d  d isc o v e r a n d  p u t  to  u se  n ew  m eth o d s  
t h a t  w ill te n d  to  m a in ta in  a  h e a l th y  s ta te  
of a ffa irs ;  a n d  to  c o n d u c t a n  in te n s iv e  
a n d  e x te n s iv e  e d u c a tio n a l p ro g ra m  to  ac ­
q u a in t  th e  b u s in e ss  w o rld  W ith fa c ts  e s­
s e n t ia l  to  a n  u n in te r ru p te d  co n d itio n  of 
so u n d  eco n o m ica l w ell-being , so  v i ta l ly  
im p o r ta n t  to  th e  life  blood of a  n a tio n .
A n d  so, b e ca u se  i t  is  e v id e n t to  m e 
th a t  o ne  cou ld  n o t  a c q u ire  a  g re a te r  
p r iv ile g e  th a n  t h a t  of k e ep in g  o ne’s 
h a n d s  on th e  b u s in e ss  p u lse  of a  n a tio n ;  
o fferin g  c o n s tru c t iv e  c r it ic ism  a n d  ad ­
v ice  fo r  t h e  c o n tin u a n c e  of a  n o rm a l an d  
su s ta in e d  h e a r tb e a t ,  I  h a v e  ch o sen  th e  
P ro fe ss io n  of A c co u n tan cy  a s  m y  life  
w o rk .
K A R L  H . H A R R IS
No e x p lo re r  w o u ld  s e t fo r th  in  q u est 
of som e goal w i th o u t  k n o w led g e  of c e r­
t a i n  fa c ts  a n d  th e o r ie s . H e  w o u ld  k n o w  
th e  sc ien ce  o f th e  s t a r s ;  h e  w o u ld  k n o w  
th e  g e n e ra l to p o g ra p h y  of th e  la n d  h e  
w o u ld  t r a v e r s e ,  a n d  h is  e q u ip m e n t w ou ld
P a r t ic u la rs  A m ount
S ales ............................................................................................................................................................  $209,219.50
P u rc h a se s  ...................................................................................................................................................  139,792.07
G ross p ro fit ....................... ......................................................................................................... 69,427.43
E x p enses ...................................................................................................................................................  59,018.37
P ro fit, p e r  b o o k s ..........................................................................................................................  10,409.06
D on atio n s ................................................................................................................................................... 250.00
T ax ab le  in co m e ............................................................................................................................  10,659.06
T ax  a t  1 2 % ................................................................................................................................................. 1,279.09
(11) B ad  a cc o u n ts  a re  m e re ly  rem o v ed  fro m  th e  a cc o u n ts  re ce iv a b le  led g e r 
w h e n  th e y  a re  d e fin ite ly  k n o w n  to  be  u n co llec tib le . A cco u n ts  rem o v ed  d u r in g  
1929 (n o n e  in  1928) w e re :
P a r t ic u la rs  A m ount
1928— R e g u la r  s a l e s ...................................................................................................................................  $1,256.14
1928— C onsignm en t s a le s ......................... , ......................................................................... ....................  916.39
1929— R e g u la r  s a le s .............................. ......................................................................................................  846.32
1929— C onsignm ent s a l e s .......................................................................................................................... 150.00
A n e x a m in a tio n  of th e  rece iv ab le  led g e rs  a t  M arch  1, 1930, th e  d a te  of y o u r
a u d it, rev ea ls  th a t  a cco u n ts  lis te d  th e re in  deem ed u n co llec tib le  a re :
P a r t ic u la rs  A m ount
1928— R e g u la r  s a le s .....................................................................................................................................  $163.82
1928— C onsignm ent s a le s ..........................................................................................................................  83.64
1929— R e g u la r ...s a le s .....................................................................................................................................  3,281.18
1929— C onsignm en t s a le s ..........................................................................................................................  1,046.37
(12) No fo rm a l d e c la ra tio n  of th e  d iv id e n d  p a id  a p p e a rs  in  th e  m in u te s .
P ro b le m  5:
F ro m  th e  d e ta il  a p p e a r in g  below , ta k e n  fro m  th e  re co rd s  of th e  C onw ay Con­
v e rs io n  C om pany  (a ) d e te rm in e  th e  c o rre c t n e t  p ro fit fo r  each  of th e  five y e a rs  
show n , a n d  p re p a re  (b )  a  s ta te m e n t  o f su rp lu s  a s  re v ised  fo r  th e  five-year p e rio d  
e n d in g  D ecem ber 31, 1929, a n d  (c )  a n  a d ju s t in g  jo u rn a l  e n tr y  a s  a t  D ecem ber 
31, 1929, to  b r in g  th e  books in to  a g re e m e n t w ith  y o u r  figures.
C ontinu ed  on page 85
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n o t on ly  be com posed  of th e  n e c e ss itie s  
o f life , b u t a lso  c h a r ts  a n d  im p le m e n ts  
to  g u ide. H e, a lth o u g h  th e  o n ly  one to  
t ra v e l  in  som e u n k n o w n  icy  w ild e rn e ss , 
w ou ld  be  d e p en d e n t u p o n  k n o w led g e  th a t  
fo re ru n n e rs  in  o th e r  icy  w ild e rn e sse s  
h a v e  la id  dow n b e fo re  h im . W e w o u ld  a ll 
lik e  to  be e x p lo re rs . T h e  ro m an c e  of 
th e  w ild e rn e ss  ca lls  to  us, b u t  few  of u s 
a re  a b le  to  accep t.
B u sin e ss  is  n o t s ta id . I t  is  n o t devoid  
of a d v e n tu re . T h e re  is  th e  th r i l l  of com ­
p e tit io n  a n d  of p h e n o m e n a l r ise s . A  ch ild  
se llin g  m ag az in es  r is e s  to  lea d  th e  o r­
g a n iz a tio n  t h a t  p r in ts  th o se  sam e  m ag ­
azin es . A  s h i r t  sa le sm a n  becom es one of 
th e  w o r ld ’s g re a te s t  p h i la n th ro p is ts ,  and , 
w h ile  m a n y  rise , th o se  w h o  a r e  u n p re ­
p a red  a re  c a s t  a sid e .
In  ev ery  b u s in e ss  th e r e  a re  m an y  de­
p a r tm e n ts  a n d  d iv is io n s  of i ts  w o rk ; of 
th e se  th r e e  a r e  o u ts ta n d in g :  S a lesm a n ­
sh ip , p ro d u c tio n , a n d  m a n a g e m e n t o r con­
tro l.  Of th ese , c o n tro l is  th e  m o st ad ­
v e n tu ro u s  a n d  th e  m o st n ecessa ry , an d  
co n tro l m e a n s  a d e q u a te  acco u n tan cy .
A cco u n tan cy  is  th e  a r ti f ic ia l  b e in g  th a t  
keep s i ts  fin g er o n  th e  p u lse  of b u sin ess . 
I t  e lim in a te s  w aste , i t  k eeps b u s in e ss  r u n ­
n in g  sm o o th ly , i t  p re v e n ts  th e  g re a te s t  
lo ss to  th e  w o rld — fa ilu re s . I t  m ak e s  
po ss ib le  c h e a p e r  p ro d u c tio n  p a sse d  on to  
th e  p u b lic  in  lo w er p rice s . I t  is  th e  
fo u n d a tio n  o f b u s in e ss  fo re c a s tin g  an d  
th e  p ilo t o f th e  sh ip . L ik e  th e  e x p lo re r  
w ho  c an n o t s e t  fo r th  w ith o u t  c e r ta in  
c h a r ts  a n d  im p le m e n ts  to  gu id e , no  b u s i­
n ess  c an  p ro p e rly  seek  so m e  goal! w ith ­
o u t a cco u n tan cy .
To m e, a cco u n tan cy , a lth o u g h  a  sc ience, 
is  th e  ro m an c e  of b u s in e ss  com bined  w ith  
th e  p ra c t ic a l  w o rk in g  of fac t-fin d in g  fig­
u re s . I n  s e le c tin g  a  v o ca tio n , m y  con­
c lu s io n  w a s  ir re s is tib le .
BOOK R E V IE W
R E T A IL E R S ’ E X P E N S E S  (R ev ised  E d i­
tio n , O ctober, 1930). P u b lish e d  by  Do­
m es tic  D is tr ib u tio n  D e p a r tm e n t of th e  
C h am b er o f C om m erce  of th e  U n ited  
S ta te s , W ash in g to n , D. C. 137 p ages. 
P ric e , 50 cen ts .
T h is  b o o k le t g ives to  th e  r e ta i le r  in ­
fo rm a tio n  on h o w  to  t r e a t  h is  e x p en se  ac­
co u n ts  a n d  show s h im  w h e th e r  h is  cost 
p e rc e n ta g e s  a re  in  l in e  w ith  th o se  of 
o th e r  m e rc h a n ts . T h re e  e d itio n s  of th is  
book h a v e  been  e x h a u s te d . T h is  in d i­
c a tes  th e  d e s ire  fo r  k n o w led g e  a lo n g  th e  
lin e s  of c o m p a rin g  o n e ’s  b u s in e ss  w ith  
o th e rs  in  th e  sam e  in d u s try .  T h e  figu res 
p re se n te d  cover th e  fo llo w in g  r e ta i l  b u s i­
n esses: g ro cery , shoe, d e p a r tm e n t, jew ­
e lry , d ru g , a u to  t i r e  a n d  accesso ry , spe­
c ia lty , h a rd w a re , m e n ’s  c lo th in g , s ta t io n ­
e ry  an d  office o u tf it te rs ,  b u ild in g  m a te r ia l  
d ea lers , f u r n i tu r e  a n d  p h o to g ra p h ic  
s tu d io s.
C. P . A . EX A M IN A TIO N  Q U ESTIO N S, 
N O V EM BER, 1930
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CONW AY C O N V ER SIO N  COM PANY 
A N A LY SIS O F S U R P L U S  F O R  F IV E  Y E A R S 
J a n u a ry  1, 1925— D ecem ber 31. 1929
D ebit C red it
Ja n . 1, 1925 B alance  ............................................................................................  $191,265.17
A pril 4, 1925 D o lan  su it  se ttled  (d a m a g e s  allow ed  by  co u rt 
M arch  15, 1925, to  in ju re d  em ployee n o t covered  
by  in su ran ce— su it s ta r te d  in  1924. On D ecem ber 
31, 1924, a tto rn e y s  o f com pany  su b m itted  an
opinion th a t  no  lia b ility  e x is te d ) ................................... $5,450.00
Aug. 2, 1925 A d d itio n a l F e d e ra l incom e ta x  a s se ssm e n t fo r  c a l­
e n d a r  y e a rs  1920-1921.......................................................  1,148.60
Dec. 31, 1925 P ro fit an d  loss fro m  o p e ra tio n s .......................................... 137,648.70
Ja n . 2, 1926 D ividends .......................................................................................  150,000.00
Feb. 1, 1926 J . M. W a lte rs— B alance  of com m issions; 1925 sa les
liab ility  n o t de term ined  a t  close of y e a r ................  1,700.49
Ju n e  30, 1926 A d ju stm e n t o f acco u n ts  rece iv ab le  con tro l (b rin g ­
ing  con tro l in to  a g reem en t w ith  d e ta i l .........................  89.10
Aug. 18, 1926 A p p rec ia tio n  o f p la n t v a lu es  (see  a p p ra is a l  of
M essrs. K ing, Cole a n d  W o o d ) .......................................  110,469.26
Nov. 11, 1926 A d ju stm e n t o f accru ed  ta x  acco u n t (a n tic ip a te d  ta x
on re a l e s ta te  o v er-e stim ated , D ecem ber 31, 1925) 2,354.00
Dec. 28, 1926 C h ris tm a s  bonus fo r. em plo y ees............................................  17,500.00
Dec. 31, 1926 P ro fit a n d  loss from  o p e ra tio n s .......................................... 235.681.14
Ja n . 3, 1927 D ividend .......................................................................................... 150,000.00
A pril 30, 1927 C ost o f re p a irin g  roof dam ag ed  by  w in d sto rm  in
A pril, 1927...................................................................................  4,819.60
Ju ly  7, 1927 E x tra  d iv id en d ..............................................................................  100,000.00
Oct. 31, 1927 C ash  received  fo r  b o rin g  m ach ine  p u rch ase d  J a n u a ry  
1, 1920, fo r $3,950.00, an d  d ep rec ia ted  up  to  d a te
of d isposal by  $3,520.00 (n ev e r w rit te n  off books) 1,000.00
Dec. 31, 1827 P ro fit an d  loss from  o p e ra tio n s .......................................... 180,472.88
Ja n . 10, 1928 D ividend .........................................................................................  150,000.00
M ay 30, 1928 A d d itional F ed e ra l incom e ta x  asse ssm en ts  an d  
c red its—
1922 .......................................................................................... 742.11
1924  .............................................  178.52
1925  ......................................................................... 1,004.06
Ju n e  30, 1928 E x tr a  d iv idend  ..............................................................................  100,000.00
Nov. 30, 1928 A p p rec ia tio n  o f v a lu e  o f v a rio u s  se cu ritie s  ow ned
b y  com pany  to  m a rk e t  v a lu e ............................................  72,580.00
Dec. 31, 1928 P ro fit a n d  lo ss fro m  o p e ra tio n s ............................................  112,043.17
Ja n . 16. 1929 D iv idend  .......................................................................................... 150,000.00
A pril 30, 1929 C ost o f rep lac in g  fa u lty  m a te r ia l  m a n u fa c tu re d  
an d  sold in—
1927   6,510.97
1928   12,518.20
A pril 30, 1929 In te re s t  accru ed  n o t on  books a t  D ecem ber 31,
1928   1,725.34
Ju n e  30, 1929 E x tr a  d iv id e n d ..............................................................................  50,000.00
Oct. 31, 1929 L o ss  on sa le  o f se cu ritie s  (a l l  ho ld ings d isposed o f) 89,562.75 
Nov. 15, 1929 F in a n c in g  c h a rg e  on tw o -y e a r  no te  d a te d  N ovem ber
15, 1929 .......................................................................................... 10,000.00
Nov. 30, 1929 A d d itio n a l assessm en t F e d e ra l incom e ta x e s—
1926  ................................................................ 2,610.19
1927   514.27
Dec. 31, 1929 D ep rec ia tio n  of in v en to ry  to  m a rk e t  p r ic e s ................  54,243.06
D ec. 31, 1929 B ell & C om pany  b a n k ru p t— A ccount u n c o lle c t ib le .. .  12,900.00
Dec. 31, 1929 P ro fit an d  loss fro m  o p e ra tio n s ............................................  55,218.44
B alance ............................................................................................ 26,050.74
1,099,000.38 1,099,000.38
In v e s t ig a t io n  in d ic a te s  th a t  d e p re c ia tio n  of p la n t  a n d  eq u ip m e n t h a d  been  
p ro v id ed  on  a  p e rc e n ta g e  of sa les . T h e  fo llo w in g  sch ed u le  re fle c ts  th e  d e p re c ia tio n  
c h a rg e d  a n d  th e  p ro p e r  c o m p u ta tio n  a c c o rd in g  to  s ta n d a rd  r a te s :
C harged  off C o rrec t
Y e a r p e r  books ch a rg es
P r io r  to  1925................................................................................................................. $198,313.20 $183,617.38
1925   37,724.48 35,520.16
1926   68,419.26 40,113.09
1927   49,200.41 42,301.47
1928   28,653.97 43,662.51
1929   20,135.60 44,728.96
T o ta ls  ................................................................................................................. 402,446.92 389,943.57
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A n e x a m in a tio n  of v o u c h e rs  a n d  p h y s ic a l in v e n to r ie s  d isc lo sed  th e  fa c t th a t  
c e r ta in  ite m s  h a d  b een  ta k e n  u p  in  in v e n to r ie s  t h a t  h a d  n o t b een  e n te re d  in  th e  
v o u c h e r r e g is te r  u n t i l  th e  fo llo w in g  p e r io d ;  a lso  t h a t  a  n u m b e r  of p u rc h a se s  h a d  
n o t  b e en  g iv en  e x p re ss io n  to  on  th e  in v e n to ry , a lth o u g h  th e  m a te r ia ls  h a d  been  
v o u c h ere d  a n d  w e re  on  h a n d  a t  th e  c lose  of th e  p e rio d . B elow  is  a n  a n a ly s is  of 
t h is  c o n d itio n :
M a te ria l in  M a te ria ls  
in v en to ry  vouchered  
b u t  n o t b u t 
in  o m itted  
v oucher from
D a te  re g is te r  in v en to ry
D ecem ber 31—
1924  .. . .  ........................................ $ 756.28
1925   3,620.40
1926  .................................................................................. $1,182.15
1927   9,417.38 2,046.50
1928   14,691.07
1929   3,912.63
T o ta ls  ........................................................................................................................ 28,485.13 7,141.28
I n te r e s t  a cc ru ed  a n d  in te r e s t  p re p a id  h a d  n o t  b een  e x p ressed  o n  th e  books 
a t  th e  c lose  o f th e  v a r io u s  y e a rs ;  th e  p ro p e r  c o m p u ta tio n  b e in g  fo u n d  to  b e :
In te re s t  In te re s t
D a te  accru ed  p rep a id
D ecem ber 31—
1924  ...............................  $ 428.15
1925  .................. $ 591.10 1,617.30
1926  ....................................  948.78 1,145.26
1927  ....................................................................................................................................... 1,993.93 633.27
1928   1,725.34
1929  ....................................................................................................................................... 4,860.55
T o ta ls  ............................................................................ .............................................  10,119.70 3,823.98
B ad  d e b ts  a n d  b ad  d e b t reco v e rie s  h a d  n o t b een  h a n d le d  on  a  re se rv e  b asis . 
I t  w as deem ed ad v isab le  to  p lace  th e  com p an y  on  a  re se rv e  b a s is ;  fo llo w in g  a re  th e  
c o rre c t  c h a rg e s  a n d  th e  a c tu a l  a m o u n ts  c h a rg e d  a n d  c re d ite d  to  p ro fit a n d  lo ss:
C red its  C orrec t
B ad  deb ts  to  p ro fit ch arg es to
Y ear end ing  charg ed  off to  a n d  loss fo r  b ad  expense on
D ecem ber 31 p rofit an d  loss deb t recoveries reserv e  basis 
B alance— 1924 ................................................................  $8,182.50
1925   $1,421.16 $169.20 6,926.58
1926   10,660.42 116.79 7,837.85
1927   2,952.68 259.43 7,615.23
1928   5,653.22 40.06 5,764.02
1929   3,856.77 178.52 8,971.45
In su ra n c e  on  officers’ liv e s  on  w h ic h  th e  co m p an y  w as th e  b en efic ia ry  c a rr ie d  
c a s h  s u r re n d e r  v a lu e s  w h ic h  h a d  n o t b een  c ap ita liz ed . T h e  to ta l  cash  s u r re n d e r  
v a lu e  on  D ecem ber 31 of each  y e a r  w as as fo llow s:
T o ta l cash
D ate  su rre n d e r  value
D ecem ber 31—
1924   $4,550.90
1925  ..................................................................................................  6,142.07
1926   7,783.27
1927   9,484.47
1928   .......................................................................................... 11,229.47
1929   13,039.62
To be con tin ued
INTERNATIONAL GOLD 
PROBLEM
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th a n  th e i r  p a y m e n ts  to  fo re ig n  c o u n tr ie s , 
b a la n ce  th e i r  a cco u n ts  th ro u g h  long-te rm  
o r sh o rt- te rm  b o rro w in g . T h is , fo r  ex­
am ple , to o k  p lace  in  G e rm an y  a f te r  th e  
e s ta b lis h m e n t of th e  D aw es P la n  w h en  
th e  in v e s tm e n ts  by  fo re ig n e rs  c o u n te r­
b a lan ced  th e  excess of im p o rts  o v er ex­
p o r ts  a n d  th e  excess of p a y m e n t of p r in ­
c ip a l a n d  in te re s t  to  fo re ig n e rs  o v er cor­
re sp o n d in g  re ce ip ts . A t th e  p re s e n t  tim e , 
ho w ever, due to  th e  p o litic a l u n c e r ta in ty
p re v a ilin g  th ro u g h o u t th e  w orld , th e  
m o v em en t of lo n g -te rm  c a p ita l  h a s  p ra c ­
t ic a lly  sto p p ed  a n d  se c u rit ie s  o f fo re ig n  
n a tio n s  q u o ted  in  L ondon  a n d  N ew  Y ork  
h av e  show n  a  s u b s ta n t ia l  d ep rec ia tio n .
W h ile  th is  c o n d itio n  la s ts , som e of th e  
c o u n tr ie s  w h ich  h av e  la rg e  in d eb ted n ess  
ab ro ad , su c h  a s  th e  S o u th  A m erican  
c o u n tr ie s  a n d  G erm an y , c an  m ee t th e i r  
o b lig a tio n s  o n ly  th ro u g h  th e  e x p o rta tio n  
of gold w h ich , in  tu rn ,  d ecreases  th e i r  
p u rc h a s in g  p o w er a n d  w o rk s  to w a rd  
b u s in e ss  d ep ress io n . W ith  th e  re s to ra ­
tio n  of p o litic a l confidence in  th e  v a r io u s  
c o u n tr ie s , th e  in te rn a t io n a l  m o v em en t
of c a p ita l  w ill be re su m ed  a n d  th is ,  in  
tu rn ,  w ill h a v e  a  beneficia l effect on th e  
re d is tr ib u t io n  of gold . A s lo n g  a s  th e  
p re s e n t  p o litic a l u n c e r ta in ty  ex is ts , th e  
gold  p ro b lem  is  b o u n d  to  p lay  a n  im ­
p o r ta n t  ro le  in  w o rld  econom ics a n d  th e  
m a ld is tr ib u tio n  of gold  w ill c o n tin u e  to  
be a n  im p o r ta n t  fa c to r  in  th e  w orld-w ide 
b u s in e ss  d ep ress io n .
NOTES
F ro m  L. V. G opalan , a c c o u n ta n t fo r M. 
& S. M. Ry., M ad ras , In d ia ,  w e  h a v e  re ­
ceived C h r is tm a s  a n d  N ew  Y ear g re e t­
in g s  in  th e  fo rm  of a  c a le n d a r  r e p re s e n t­
in g  th e  four-fo ld  m eth o d  by  w h ich  tim e  
is  e v a lu a te d  in  t h a t  c o u n try . T h e  E n g ­
g lish  sq u a re  c a le n d a r  p ro v id es  tw elve  
m o n th s ;  th e  T am il sq u a re  c a le n d a r  h a s  
th ir te e n  m o n th s ;  th e  M u h am m ad an  
sq u a re  c a le n d a r  h a s  tw e lv e  an d  th e  B en­
ga lee  sq u a re  h a s  tw e lv e . In  tw o c a le n d a rs  
th e re  a re  th ir ty - tw o  d ay s in  one m o n th . 
In  one c a le n d a r  t h i r ty  is  th e  la rg e s t  n u m ­
b e r  of d ays in  a  m o n th  a n d  in  a n o th e r  th e  
m ax im u m  n u m b er is  th ir ty -o n e . S ev era l 
o th e r  d ifferen ces a re  n o ted , too  n u m ero u s  
to  m e n tio n . N o  w o n d e r G an d h i h a s  h is  
tro u b le s!
V olum e I, No. 1 of T h e  A cco u n tan t in  
A u s tra lia , th e  official o rg a n  of th e  I n s t i ­
tu te  of C h a r te re d  A c co u n ta n ts  in  A u s­
tra l ia ,  h a s  b een  rece iv ed . I t s  lea d in g  
a r tic le , a s id e  fro m  th e  e d ito r ia ls , w as by 
P ro fe ss o r  D. B. C op lan d , D ean  of th e  fac­
u l ty  o f C om m erce  of th e  U n iv e rs ity  of 
M elbourne, on  “T h e  A c co u n ta n t a n d  
H ig h e r  E d u c a tio n .”
W e h av e  rece iv ed  a  re q u e s t fro m  th e  
P h il ip p in e  Is la n d s , a sk in g  fo r  copies of 
th e  issu e s  of T h e  B o o k k eep er a n d  Ac­
c o u n ta n t  m ag az in e  fo r  th e  y e a rs  1921 and  
1922. I f  a n y  o f  o u r r e a d e rs  h av e  su ch  
issu e s  w h ic h  a r e  n o t in  a  file w e  sh o u ld  
be g lad  to  f u rn is h  th em  fo r  th e  sou rce  
of th is  req u es t.
A n o th e r  good m o v em en t t h a t  is  p a r ­
t ic u la r ly  in te re s t in g  to  b u s in e ss  in  gen ­
e ra l  is  sp re a d in g  th ro u g h o u t th e  w orld . 
T h e  a d v a n ta g e s  of th e  N a tu ra l  F isc a l 
Y ear a re  b e in g  s tre sse d  by  a  n u m b e r  of 
b u s in e ss  o rg a n iz a tio n s  in  A u s tra lia  a n d  
N ew  Z ea lan d .
T h e  N ovem ber 1930 is su e  of The A u s­
tra la s ia n  A ccou n tan t and  S ecre ta ry , p u b ­
lis h e d  in  M elbourne, c a r r ie s  a  r e p r in t  of 
“T h e  N a tu ra l  B u sin ess  Y ear,” by  J o h n  
E . W ilson , c e rtif ie d  p u b lic  a c c o u n ta n t of 
N o rth  C a ro lin a , w h ic h  ap p ea red  in  th e  
A p ril 1929 is su e  of T h e  C e r t i f i e d  P u b l i c  
A c c o u n t a n t .
J .  O. P eavey , C. P . A., h a s  r e t i r e d  from  
p u b lic  p ra c tic e  a n d  e n te re d  th e  em ploy 
of th e  F e d e ra l  F a rm  L o an  B u re a u  w ith  
h is  office a t  M erid ian , M ississipp i.
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U tility  Rates
A C C O R D IN G  to  a  “W o rld ” co r­re sp o n d e n t w r i t in g  fro m  W a rm  S p rin g s , Ga., w h e re  G o v ernor 
R o o sev e lt h a s  re c e n tly  been  e n jo y in g  
a  b r ie f  —  a n d  w e ll e a rn e d  —  v a ca tio n , 
th e  G o v ern o r w ill “ m ak e  s t r ic te r  re g u ­
la t io n  of p u b lic  u t i l i t i e s  one of th e  
p r in c ip a l  o b jec tiv e s of h is  second  a d ­
m in is t r a t io n ,” a n d  w ill p re s e n t  to  th e  
L e g is la tu re  a  b ro a d  p ro g ra m . T h is  p ro ­
g ra m  w ill in c lu d e  “ th e  s u b s t i tu t io n  of 
p re se n t  in v e s tm e n t  c o s t fo r  th e  ever- 
c h a n g in g  re p ro d u c tio n  co st a s  th e  base  
u p o n  w h ic h  th e  in co m e  of p u b lic  u t il i t ie s  
sh a ll  be c a lc u la te d  a n d  th e  fix in g  of th e  
r a te  b a se s a n d  th e  p e rc e n ta g e  of r e tu r n  
to  be  a llo w ed  u p o n  th e m  th ro u g h  con­
t r a c t s  b e tw een  th e  u t i l i t ie s  a n d  th e  
s ta te s .” F u r th e rm o re ,  h e  w ill p re s s  fo r  
“ le g is la tio n  p e r m it t in g  m u n ic ip a li tie s  a n d  
g ro u p s  of m u n ic ip a li tie s  o r  v illa g es  to  
e s ta b lish  t h e i r  ow n p la n ts  a n d  to  se ll 
th e i r  p ro d u c ts  o u ts id e  t h e i r  l im its  a s  w ell 
a s  w ith in  th e m .”
T h is  c o rre sp o n d e n t d e sc rib e s  th e  Gov­
e rn o r  a s  r e g a rd in g  “ h is  o v e rw h e lm in g  
re e lec tio n  a f te r  a  c a m p a ig n  in  w h ic h  he  
la id  g re a t  s t r e s s  u p o n  c h e a p e r  e le c tr ic ity  
a n d  o th e r  u t i l i ty  c o m m o d itie s  a s  a  m a n ­
d a te  to  p ro ceed .” T o u ch in g  th e  m a t te r  
of “p ru d e n t  in v e s tm e n t” a s  a  r a te  b ase  
im posed  u p o n  th e  u t i l i t ie s  by  th e  s ta te , 
th e  G o v e rn o r i s  sa id  to  a d m it  t h a t  “ i t  
w ou ld  be u n w ise  i f  n o t  im p o ssib le  to  
m ak e  in v e s tm e n t co st r e tro a c t iv e ” b u t  he  
a p p e a rs  to  b e liev e  i t  co u ld  be  e s tab lish e d  
fo r th e  fu tu re .
Governor’s M essage Im portan t
I t  is  g re a t ly  to  be  d e s ire d  t h a t  th e  Gov­
e rn o r  w ill co m p le te ly  s ta te  h is  m in d  on 
th ese  m a tte rs , a n d  h is  m essage, i f  h e  does 
so, sh o u ld  be in  m a n y  re sp e c ts  second  to  
no  s im ila r  official u t te r a n c e  in  n a tio n w id e  
in te re s t  a n d  im p o rta n ce . I f  th e  “W o rld ’s ” 
c o rre sp o n d e n t i s  c o rre c t in  h is  s ta te ­
m en ts , a s  is  e x tre m e ly  p ro b ab le , th e  all- 
im p o r ta n t  is su e  is  “c h e a p e r  e le c tr ic i ty ” 
an d  how  to  g e t i t .  So  be  i t— fo r  i t  is  a  
le g i t im a te  issu e  in  e v e ry  sen se  of th e  
w o rd . B u t le t  u s  a p p ro a c h  i t  sy s te m a t­
ica lly  a n d  lo g ica lly , w i th  ex c lu sio n  of a ll 
i r re le v a n t  m a tte r s .
T h e  q u e s tio n  is  w h e th e r  c o n su m ers  of 
e le c tr ic  c u r re n t  fu rn is h e d  b y  th e  u t i l i ty  
c o rp o ra tio n s  in  t h is  s ta te  a re  p a y in g  “ too 
m u ch ” fo r  th e  c u r re n t  th e y  use . B efo re  
th a t  q u e s tio n  can  be a n sw e red  one m u s t 
a s c e r ta in  w h a t  th e y  sh ou ld  p a y ; w e m u s t 
h a v e  a  y a rd s t ic k  b y  w h ic h  “ too  m u c h ” o r 
“ too  l i t t le ” c an  be m ea su re d . O bviously  
th e  firs t y a rd s t ic k  is  fu rn ish e d  b y  th e  
cost a t w h ich  th e  pu b lic  cou ld  fu rn ish  
i ts e lf  w ith  cu rren t u n d er pu b lic  ow ner­
sh ip  and  o p era tio n  of th e  n ecessa ry  
p la n t. “C ost,” of co u rse , in c lu d e s  o p er­
a tio n , m a in te n a n c e , d e p re c ia tio n  a n d  in ­
te re s t  on c a p ita l  em ployed . A n d  th e  f irs t
B y  T H O M A S F .  W O O D L O C K
[N o te :— R e p r in t  by  p e rm iss io n  fro m  
T h e  W all S tr e e t  Jo u rn a l ,  D ecem ber 2,
1930.]
q u e s tio n  to  be  a n sw e re d  is— c an  th e  “pu b ­
l ic ” in  N ew  Y o rk  S ta te  su p p ly  i ts e l f  w ith  
“c h ea p e r e le c tr ic i ty ” th a n  th e  u t i l i ty  
c o rp o ra tio n s  c a n  f u rn is h  to  th e  “p u b lic ” ? 
I f  th e  a n sw e r  to  t h a t  is  in  th e  affirm a­
t iv e  th e  w h o le  q u e s tio n  i s  a n sw ered .
I f  th e  a n sw e r is  in  th e  n e g a tiv e , th e  
n e x t q u e s tio n  is  — how  m uch m ore  
ch ea p ly  m u s t  th e  u t i l i ty  c o rp o ra t io n s  
fu rn is h  c u r re n t  th a n  cou ld  th e  “p u b lic ” 
f u rn is h  i t  fo r  i ts e lf?  W h a t i s  th e  n o rm  
fo r  th is  a n d  u p o n  w h a t  p r in c ip le  does i t  
r e s t?  I t  is  im p o r ta n t  to  b e a r  in  m in d  
th a t ,  th u s  fa r ,  th e  q u e s tio n  is  w h o lly  a s  
to  th e  co st of c u r re n t  as a w h o le  a n d  n o t 
a s  to  th e  p r in c ip le  b y  w h ic h  t h a t  co st is  
d is t r ib u te d  by  m e a n s  of se rv ice -ra te s  to  
th e  v a r io u s  c la sses  of u se rs . T h a t  is  a n  
e n ti r e ly  d if fe re n t q u estio n .
A ccurate D ata Needed
I t  is  e v id e n t t h a t  w h e n  w e d ea l w ith  
q u e s tio n s  of “c o st” i t  is a ll- im p o r ta n t th a t  
w e h a v e  a c c u ra te  a n d  co m p le te  k n o w l­
edge  of th e  fa c ts  a n d  of th e  e le m en ts  t h a t  
e n te r  in to  co sts, w h e th e r  i t  be  u n d e r  
“p u b lic ” o r  p r iv a te  o p e ra tio n . I f  th e re  
is  to  b e  le g is la tio n  to  em pow er m u n ic ip a l­
i t ie s  to  go in to  th e  b u s in e ss  of su p p ly in g  
n o t o n ly  c o n su m ers  w ith in  th e i r  ow n 
b o rd e rs  w ith  e le c tr ic  c u r re n t  b u t  a lso  
co n su m ers  o u ts id e  th o se  l im its  th e re  
sh o u ld  b e  p ro v is io n  fo r  su c h  a  co m ple te  
a n d  a c c u ra te  a c c o u n tin g  by  th e s e  m u n ic ­
ip a l i t ie s  a s  w o u ld  en ab le  th e i r  ta x p a y e rs  
to  k n o w  w ith  c e r ta in ty  w h e th e r  o r n o t 
th e i r  ta x e s  w e re  b e in g  u sed  to  su b s id ize  
c o n su m ers  e i th e r  w i th in  o r  w ith o u t  m u ­
n ic ip a l b o rd e rs . T h is  is  a n  a b so lu te ly  
e le m e n ta ry  n e c e ss ity  a n d  in  p ro v id in g  
fo r  i t  le g is la tio n  sh o u ld  do so  in  su c h  a  
w ay  th a t  n e i th e r  in co m p e ten ce  u p o n  th e  
p a r t  o f m u n ic ip a l a c c o u n tin g  officers n o r  
“p ro p a g a n d a ” b y  p o lit ic ia n s  w o u ld  be 
p e rm it te d  to  o b scu re  th e  a c tu a l  fa c ts . I t  
is  u n fo r tu n a te ly  o n ly  to o  com m on in  m a t­
t e r s  o f th is  s o r t  t h a t  b o th  in co m p e ten ce  
a n d  p ro p a g a n d a  m a rk  su c h  m u n ic ip a l ac­
c o u n tin g  a s  is  g iv en  to  th e  pub lic .
T h e  id ea l fo rm  of p ra c t ic a l  ch eck  up o n  
b o th  is  a n  in d e p e n d e n t a u d it  of a cco u n ts  
by  c o m p e ten t a n d  re sp o n sib le  certified  
p u b lic  a c c o u n ta n ts . P r iv a te  c o rp o ra tio n s  
q u ite  g e n e ra lly  r e s o r t  to  th is  m e a n s  of 
a s s u r in g  th e i r  s to c k h o ld e rs  w i th  re sp e c t 
to  th e  in te g r i ty  of re p o rte d  re s u l ts .  T h e re  
is  n o t a  sh re d  of re a so n  w h y  th is  ch eck  
sh o u ld  n o t be  a p p lie d  to  m u n ic ip a l p la n t  
o p e ra tio n s  n o r  is  th e r e  a n y  im p o r ta n t  
p ra c t ic a l  d ifficu lty  in  th e  way of i ts  a p ­
p lic a tio n . D oes G overn or R o o se v e lt fa v o r
th e  in co rp o ra tio n  o f a  su ita b le  p ro v isio n  
to  th a t effect in  such leg is la tio n  as he 
w ill  p ropose  on th e  m a tte r ? A nd, i f  not, 
w h y  not?
Only “F a ir  R e tu rn ” Is Law ful
W ith  re sp ec t to  “ r a te  b a se ” a n d  re tu rn ,  
th r e e  th in g s  a re  to  be  no ted . T h e  f irs t  is  
t h a t  by  n o  p ro c ess  of leg is la tio n , e ith e r  
s ta te  o r fe d e ra l,— w h ile  th e  C o n s titu tio n  
of th e  U n ite d  S ta te s  s ta n d s  a n d  th e  S u ­
p re m e  C o u rt c o n tin u e s  to  in te r p r e t  i t  a s  
i t  h a s  d o n e  fo r  ov er t h i r t y  y e a rs— can  
“v a lu e  fo r  r a te  m a k in g  p u rp o se s” be 
“ fixed” a s  to  p a s t  o r p re se n t. I t  is  a  fa c t  
to  be foun d  a n d  fo u n d  b y  a  ju d ic ia l p ro ­
cess. T h e  second  i s  t h a t  a n y  k in d  of 
“ r a te  b a se ” m ay  be fixed b y  co n tra c t  be­
tw e en  a  s ta te  o r a  m u n ic ip a lity  a n d  a  
u t i l i ty  c o rp o ra tio n  u n d e r  th e  g e n e ra l 
p r in c ip le s  of th e  law  on c o n tra c ts .
T h e  th i r d  is  a  q u e stio n . C an  a  so v e re ig n  
s ta te  im p o se  “p ru d e n t  in v e s tm e n t” a s  a  
r a te  b a se  u p o n  a  u t i l i ty  co m p an y  so f a r  
a s  f u tu r e  r a te s  a re  co n ce rn ed ?  T h e  Gov­
e rn o r  a n d  h is  ad v iso rs  th in k  i t  c a n ; o th e r  
leg a l a u th o r i t ie s  th in k  i t  c an  n o t. T h e  
S u p re m e  C o u rt in  S m y th  v s. A m es  l im ­
i te d  w h a t  u p  to  th a t  t im e  h a d  b een  r e ­
g a rd e d  a s  th e  p le n a ry  p o w er of th e  le g is ­
la tiv e  b ra n c h  ov er r a te s  by  i ts  d o c tr in e  
of “ f a i r  r e tu r n  on  v a lu e ” a n d  la id  dow n 
th e  p r in c ip le  t h a t  r a te s  w h ic h  d id  n o t 
p ro d u c e  th is  r e tu r n  w ere  con fisca to ry , 
a n d  le g is la tio n  o f su c h  r a te s  w as conse­
q u e n tly  u n c o n s titu tio n a l.
I t  is  n o t  b eco m in g  f o r  lay m e n  to  ex ­
p re ss  o p in io n s  u p o n  p o in ts  of law , le a s t  
of a ll w h e re  la w y e rs  d iffer. B u t i f  v a lu e  
fo r  r a te  m a k in g  p u rp o se s  is  a  fa c t  to  be 
fo u n d  by  a  ju d ic ia l  p rocess , c a n  a n y  
r a te s  be  “ la w fu l” ra te s , w h ic h  do n o t  in  
fa c t  p ro d u c e  a  f a i r  r e tu r n  on  v a lu e  th u s  
fo u n d ?  A nd  w h e n  r a te s  a re  te s te d  fo r  
le g a lity  m u s t  th e y  n o t b e  te s te d  in  th e  
l ig h t  o f t h a t  v a lu e ?
M ore th a n  e v e r is  i t  n e c e ssa ry  fo r  th e  
G o v e rn o r to  ta k e  u s  in to  h is  fu ll  confi­
dence  on  th e s e  th in g s .
POSTAL SAVINGS DEPOSITS  
A N D  BA N K  FAILURES
T h e  la rg e s t  peace  t im e  g a in  in  th e  h is ­
to ry  o f th e  U n ite d  S ta te s  P o s ta l  S a v in g s  
S y stem  w as m ad e  d u r in g  th e  l a s t  fiscal 
y e a r. A t p re s e n t  th e  sy s te m  h a s  m o re  
th a n  $200,000,000.00 in  t r u s t  fo r  d e p o s ito rs  
th ro u g h o u t  th e  U n ited  S ta te s . A c co rd in g  
to  F re d e r ic  A. T ilto n , T h ird  A s s is ta n t  
P o s tm a s te r  G en era l, t h i s  is  th e  la rg e s t  
a m o u n t ev er h e ld  a t  a n y  o n e  tim e .
I t  is  s ta te d  t h a t  w i th in  tw o  d ay s a f te r  
a  la rg e  N ew  Y o rk  b a n k in g  c o n ce rn  w as 
o rd e re d  to  c lose  i ts  d o o rs  th e  P o s ta l  S av ­
in g s  d e p o s its  in  th a t  c ity  in c re a se d  
$6,0 0 0 ,000.00 .
A t f irs t  th o u g h t  i t  m ig h t  a p p e a r  t h a t
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P o s ta l S av in g s  d ep o sits  re p re s e n t  m oney  
lif te d  o u t o f g e n e ra l b u s in e ss  c irc u la tio n  
b u t th a t  is  n o t th e  case. E ig h ty -fo u r  p e r  
c en t o f a ll  m o n ey  rece iv ed  by  th e  P o s ta l 
S a v in g s  S y stem  is  im m e d ia te ly  d ep o sited  
by  th e  S y stem  w ith  th e  b a n k s  in  th e  com ­
m u n ity  fro m  w h ich  i t  is  rece iv ed . O ut 
o f th e  16 p e r  c e n t re m a in in g  11 p e r  c e n t 
is  in v es te d  in  b o n d s w h ile  5 p e r  c e n t is 
dep o sited  w ith  th e  T re a su ry  a s  a  re se rv e  
fu n d .
T h e  re a l  effect of th is  t r a n s f e r  of fu n d s
b y  th e  d e p o sito rs  is  t h a t  84 p e r  c en t of 
th e  d ep o sits  re m a in  in  g e n e ra l b u s in e ss  
c irc u la tio n  w ith  th e  F e d e ra l  G o v e rn m en t 
a c t in g  a s  g u a ra n to r  fo r  th e  e n t i r e  100 
p e r  cen t. T h e  P o s ta l  S a v in g s  S y stem  
fills a  g ap  in  o u r  fin an c ia l s t r u c tu r e  be­
cau se  th ro u g h  i t  c o n sid e ra b le  m o n ey  ap­
p a re n t ly  beyond  th e  re a c h  of o th e r  de­
p o s ito rs  h a s  b een  b ro u g h t in to  g e n e ra l 
c irc u la tio n . T h e  w illin g n e ss  to  a cc ep t th e  
n o m in a l r a te  o f 2 p e r  c en t in d ic a te s  th a t  
th e  p u b lic  is  p r in c ip a lly  in te re s te d  in
th e  sa fe ty  of i ts  sa v in g s  an d  th e  a b il i ty  to  
o b ta in  th e m  o n  dem an d .
T h e  U n ited  S ta te s  P o s ta l S av in g s S y s­
tem  h a s  been  o p e ra t in g  fo r a b o u t tw e n ty  
y e a rs  a n d  i t  h a s  466,401 d ep o sito rs . In  
1911 th e  a v e ra g e  p e r  d e p o s ito r  w a s  $52.86 
w h ile  a t  th e  e n d  of th e  la s t  fiscal y e a r  
i t  a m o u n te d  to  $375.80. A  d e p o sito r  is  
a llow ed  o n ly  o ne  sa v in g s  acc o u n t a n d  
th e  m ax im u m  c re d it  b a lan ce  a t  an y  one 
tim e  m u s t n o t exceed  $2,500.00.
A N O U N CEM EN TS
C h a rle s  L. S tick n ey , J r . ,  C. P . A., a n ­
n o u n ces  th e  o p e n in g  of offices to  e n g ag e  
in  th e  p ra c tic e  of acc o u n ta n c y  u n d e r  th e  
firm  n am e  of S tic k n e y  & C om pany  a t  428 
L ig g e tt  B u ild in g , S e a ttle , W ash in g to n .
B ro o k s  G eoghegan  a n d  A lb e rt  L . N o r­
r is ,  C e rtified  P u b lic  A c co u n ta n ts , a n ­
n o u n ce  th e  p u rc h a se  o f th e  a c c o u n tin g  
p ra c tic e  of J .  L e ro y  H olcom be, a n d  th e  
o p en in g  of offices a s  of J a n u a ry  1, 1931, 
u n d e r  th e  firm  n a m e  of G eoghegan  a n d  
N o rr is , 527-29 M acon S av in g s  B a n k  B u ild ­
in g , M acon, G eorg ia .
O. R . A bel, C. P . A., a n n o u n ce s  th e  
o p e n in g  of a n  office fo r  th e  p ra c tic e  o f 
p u b lic  a c c o u n tin g  a t  219 D w ig h t B u ild ­
ing , K a n sa s  C ity , Mo.
H e rsk o w itz  & H e rsk o w itz , C ertified  
P u b lic  A c co u n ta n ts , 225 B ro ad w ay , N ew  
Y o rk  C ity , a n n o u n c e  t h a t  K. S. R o g ers , 
In d u s t r ia l  E n g in e e r , h a s  becom e assoc i­
a te d  w ith  th e  firm  a s  h e a d  of th e  In d u s ­
t r ia l  E n g in e e r in g  D e p a rtm en t.
S e w a rd  a n d  M onde, C ertified  P u b lic  Ac­
c o u n ta n ts , T h e  T r u s t  C o m p an y  B u ild in g , 
N ew  H av en , C o n n ecticu t, an n o u n ce  t h a t  
K e n n e th  W . H a d le y  a n d  J .  H a ro ld  Cobb, 
C e rtified  P u b lic  A c co u n ta n ts , h a v e  been  
a d m itte d  to  th e  firm  a s  sp ec ia l p a r tn e rs .
T hos. P . Z um  B r u n n e n ,  C. P. A., a n ­
n o u n ces  th e  re m o v a l o f  h is  office to  
515-516 W allace  B u ild in g , S a lisb u ry , N. C.
H ilto n , Sheffield a n d  H ilto n , C ertified  
P u b lic  A c co u n ta n ts , a n n o u n ce  th e  re ­
m o v al of th e i r  offices fro m  th e  B a n k  o f 
C om m erce  B u ild in g  to  119 W es t T azew ell 
S tre e t, N o rfo lk , V irg in ia .
T he  firm  of H o r to n  & G ould, A lb u q u e r­
que, N ew  M exico, co m posed  of R od n ey  B. 
H o rto n , C. P . A., of G eo rg ia  a n d  F re d  R . 
Gould, C. P . A., of N ew  M exico, h a v e  
affiliated  w ith  J o n a th a n  C ook an d  Com­
p an y , C ertified  P u b lic  A c co u n ta n ts , fo r  
th e  g e n e ra l p ra c tic e  of a cc o u n ta n c y  in  
N ew  M exico.
P ace, G ore a n d  M cL aren  a n d  S tag g , 
M a th e r  a n d  H o u g h  a n n o u n ce  th e  co nso li­
d a tio n , a s  of J a n u a ry  1, 1931, of th e  ac­
O U R R E A D E R S’ FO RU M
C o n tr ib u t io n s  f o r  t h is  s e c tio n  w ill be  l im ite d  to  in  th e  n e ig h b o rh o o d  
o f  2 50  w o rd s . A  f r e e  b u t  s h o r t  e x p re s s io n  o f  o p in io n  is  r e q u e s te d  on 
s u b je c ts  in  w h ic h  th e  c e r tif ie d  p u b lic  a c c o u n ta n t  is  in te r e s te d .
S e v e ra l le t te r s  h a v e  b een  rece iv ed  w ith  re fe re n c e  to  th e  so lu tio n  w h ic h  a p ­
p e a re d  on  p ag e  296 of th e  O ctober, 1930, issu e  of th e  B o n u s a n d  T ax  p ro b lem , Q ues­
tio n  9, on p ag e  85 o f th e  M arch , 1930 issue .
W e a re  p r in t in g  th e  f irs t  so lu tio n  w h ich  re a c h e d  u s  c a llin g  a t te n tio n  to  a n  
e r ro r  in  th e  so lu tio n  p r in te d .
A r i th m e t ic a l  F o r m u la
= 1 0 6 ,4 0 0 .= 4 0 % ÷ 100= 2 .5$110 ,000.-3 ,600.
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A lg e b ra ic  F o r m u la
L e t “X ” e q u a l th e  G en era l M a n a g e r’s sa la ry .
“X ”= 4 0 %  [1 1 0 ,0 0 0 .-1 2 %  (110,0 0 0 .+ 8 ,500.— 3,600— “X ” )]  
“X ’ — 40%  [1 1 0 ,0 0 0 .-1 2 %  (114,900.— “X ” )]
“X ”= 4 0% [110,000.—  (1 3 ,7 8 8 .-1 2 %  “X ” )]
“X ”= 4 0 %  (110,000— 13,788+12%  “X ” )
“X ” =  (110,000— 1 3,788+ 12%  “X ” ) ÷5 X 2 , o r
“X ”= 192,424+24%  “ X ”
5“X ”=  
5“X ”— 24%  
4.76
192 ,424+24%  “X ”
“X ”= 1 92 ,424 .
‘X ”= 1 92 ,424 .
192,424.÷ 4 .7 6 = $40,425.21------- “X ,” o r B o n u s
12%  (110,0 0 0 .+ 8 ,500.— 3,600— “X ” ) = T a x .
12%  (110,000.+8,500.— 3,600— 4 0 ,4 2 5 .2 1 )= T ax  
12%  of 74,474.79, o r  $8,936.97= T ax
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co u n tan cy  p ra c tic e s  h e re to fo re  co n d u cted  
in d ep e n d en tly  by  th em . F o r  a  t im e  b o th  
firm  n am es a n d  s ty le s  w ill be c o n tin u ed  
an d  re p o rts  w ill be  re n d e re d  a n d  ce rtif i­
c a tes  w ill be m ad e  a t  th e  o p tio n  of each  
c lie n t in  e i th e r  of th e  firm  n a m e s an d  
sty les .
T he law  firm  of E sch, K e rr , W oolley , 
N ew to n  & S h ipe , T ra n s p o r ta tio n  B u ild in g , 
W ash in g to n , D. C., a n n o u n ce  th a t  th ey  
h av e  a sso c ia ted  w ith  th em  H a r ry  G eist, 
C. P . A., of N ew  Y ork . B o th  G e ist an d  
h is  p a r tn e r ,  S c h a rf  a re  m em b ers  of T he 
A m erican  S o c iety  w ith  offices a t  570 Sev­
e n th  A venue, N ew  Y ork  C ity .
L. K. W atk in s , C. P . A., L ib e r ty  B a n k  
B u ild in g , B uffalo, N ew  Y ork , a n n o u n ce s  
th e  fo rm a tio n  of a  p a r tn e r s h ip  w ith  P ace, 
G ore  & M cL aren , a n d  th a t  th e  p ra c tic e  
of t h a t  office w ill b e  co n d u c ted  u n d e r  th a t  
nam e  b u t  u n d e r  h is  c o n tin u e d  p e rso n a l 
su p e rv is io n .
R o b e rt D av idson , C. P . A., a n n o u n ce s  
th e  o p en in g  of h is  offices a t  826 D im e 
B an k  B u ild in g , D e tro it , M ich ig an .
K onopak , H u rs t  & D alto n , C ertified  
P u b lic  A c co u n ta n ts , an n o u n ce  th e  r e ­
m o v al of th e i r  offices to  th e  n in e te e n th  
floor of th e  O hio  B a n k  B u ild in g , Toledo, 
Ohio.
J . F . W . H e in b o k e l, C. P . A., an n o u n ces 
t h e  a d m iss io n  to  p a r tn e r s h ip  of J o h n  J. 
G oodw in a n d  D ona ld  C. G riffith , C ertified  
P u b lic  A cco u n tan ts , w h o  h av e  been  m em ­
b e rs  of h is  s ta ff fo r  a  n u m b e r of y e a rs . 
T h e  firm  w ill be  s ty led  H e in b o k el, Good­
w in  & G riffiths, C e rtified  P u b lic  A cco u n t­
a n ts , B ro o k s B u ild in g , S c ra n to n , P a .
H y m a n  M eyerson  a n d  D av id  E g e rt,  of 
th e  firm  of M ey e rso n -E g e rt Co., a n d  Jo s­
eph  G etz of Jo se p h  G etz & Co., of New 
Y ork  C ity  a n d  S y racu se , an n o u n ce  th e  
fo rm a tio n  of a  p a r tn e r s h ip  u n d e r  th e  
firm  n a m e  of M eyerson , G etz  & E g e rt, 
3508-3512 W o o lw o rth  B ldg., N ew  Y ork  
C ity , a n d  E v e rs o n  B u ild in g , S y ra c u se , 
N ew  Y ork.
R eu b en  R. R o b in so n , C. P . A., a n ­
no u n ces a  ch an g e  in  th e  firm  n am e  to  
R euben  R. R o b in so n  & Co., A c co u n ta n ts  
an d  A u d ito rs , 295 M ad ison  A venue, N ew  
Y ork C ity , a n d  th e  a d m iss io n  in to  th e  
firm  of M r. N a th a n  A. P o lan .
A n n o u n cem en t is  m a d e  of th e  c h an g e  
in  th e  firm  n a m e  of A rc h ie  F . R eeve & 
C om pany  to  R eeve, B ro w n  & A tk in s , w ith  
offices c o n tin u in g  in  P e r s h in g  S q u a re  
B u ild in g , 100 E a s t  F o rty -seco n d  S tre e t, 
C o rn e r P a r k  A venue, N ew  Y o rk  C ity . 
T h e  firm  c o n s is ts  of A rc h ie  F . R eeve,
C. P . A., I rw in  A. B row n , C. P . A., W il­
lia m  C. A tk in s , a n d  G eorge A. M cM oran.
L o u is  C. L in ck , C. P . A., a n d  E a r l  H . 
A lsfa sse r , C. P . A., a n n o u n ce  th e  a c q u is i­
t io n  of th e  a c c o u n tin g  p ra c tic e  of th e  
firm  of R . M. C ra n e  a n d  C om pany . T h is  
p ra c tic e  h a s  been  c o n so lid a ted  w ith  th a t  
of L o u is  C. L in c k  a n d  C om pany  u n d e r  
th e  firm  n a m e  o f L in c k  an d  A lsfa s ser, 
C ertified  P u b lic  A c co u n ta n ts , w ith  offices 
a t  504-508, 810 F o u r te e n th  S tre e t,  D en­
v e r, Colo.
O. M. C ordle, C. P . A., is now  a sso c ia ted  
w ith  th e  firm  of W. B. H a se lm ire  a n d  
C om pany , C e rtified  P u b lic  A cco u n tan ts , 
S u ite  211, C o n so lid a ted  R o y a lty  B u ild in g , 
C asper, W yo.
F o r re s t  E . F e rg u so n  & C om pany  a n ­
n o u n ce  th e  o p e n in g  of a n  office in  Cologne, 
G e rm an y , u n d e r  th e  m a n a g e m e n t of M r. 
A lfred  G iers.
R a y m o n d  A. D u g g an , C. P . A., a n ­
n o u n ces  th e  rem o v a l o f h is  office to  S u ite  
1334, 30 N o rth  L aS a lle  S tre e t,  C hicago, 
I l l .
E v a n s  A. N ash , C. P . A., a n n o u n ce s  h is  
w ith d ra w a l fro m  th e  firm  of H am m o n d s, 
N a sh  & C ory , a n d  th e  o p en in g  of a n  office 
fo r  th e  g e n e ra l p ra c t ic e  of a cc o u n tin g  a t  
408-9 H ig h to w e r B u ild in g , O k lah o m a C ity , 
O kla.
P a rk e r ,  B olon  & C om pany, C ertified  
P u b lic  A c co u n ta n ts , a n n o u n c e  th e  rem o v a l 
of th e i r  offices to  su ite  2550, T h e  A. I. Y. 
C itad e l, 50 W est B ro ad  S tre e t, C olum bus, 
Ohio.
G eorge P a rk e r ,  C. P . A., D es M oines, 
Iow a, a n n o u n ce s  th a t  he  is no  lo n g er con­
n e c ted  w ith  C asten h o lz  & D ittm a r , C e r­
tified  P u b lic  A c co u n ta n ts , C hicago, I l l ., 
an d  th a t  h e  h a s  re su m ed  p ra c tic e  u n d e r  
h is  fo rm e r  d e s ig n a tio n  of G eorge P a rk e r ,  
C. P . A., a n d  A sso c ia tes , 202-3 S o u th e rn  
S u re ty  B u ild in g , D es M oines, Iow a.
L aw ren ce  S cu d d e r & Co., C ertified  P u b ­
lic A c co u n ta n ts , a n d  M ille r, F r a n k l in  & 
C om pany , E n g in e e rs , an n o u n ce  a  com bi­
n a tio n  of th e i r  offices an d  sta ffs a s  of 
F e b ru a ry  1, 1931.
L o u is  S u m m ers , C. P . A., a n n o u n ce s  
th e  re m o v a l of h is  offices to  10 E a s t  40th  
S tre e t,  N ew  Y o rk  C ity .
T h e  B u re a u  of In te r n a l  R ev en u e  issu ed  
a  p re lim in a ry  r e p o r t  on D e p rec ia tio n  
S tu d ie s  in  J a n u a ry ,  copy of w h ic h  m ay  
be o b ta in e d  fro m  th e  S u p e r in te n d e n t  of
D o cu m en ts, G o v e rn m en t P r in t in g  Office, 
a t  five c e n ts  each.
T h is  r e p re se n ts  th e  r e su lts  of a  five- 
y e a r  s tu d y  m ad e  by  th e  B u re a u  of de­
p re c ia tio n  s ta tis t ic s ,  in  w h ich  s tu d y  th e  
B u re a u  h a s  h a d  th e  co o p e ra tio n  of a  n u m ­
b e r  of t r a d e  a sso c ia tio n s . A n acco m p an y ­
in g  d o cu m en t is k n o w n  a s “ B u lle tin  ‘F ,’ 
(R ev ised , J a n u a ry ,  1931),” w h ich  m ay  be 
o b ta in ed  fro m  th e  S u p e r in te n d e n t  of 
D o cu m en ts  a t  te n  c e n ts  a  copy. T h is  ex ­
p la in s  th e  p rin c ip le s  w h ich  th e  B u re a u  
fo llow ed in  d e te rm in in g  r a te s  of d e p re ­
c ia tio n  a n d  obso lescense. T h e  firs t m ono­
g ra p h  m ere ly  g iv es th e  ra te s .
THE WORST WORRY
C ontinued fro m  page 72 
l ik e  b lazes u n t il  you g o t th em . R e m e m b er 
th e  t im e  w h e n  fo r once in  a  w ay  you fe lt 
y ou  h a d  e v e ry th in g  yo u  w a n te d ?  Som e 
su ccess ; a ll  p ro b lem s so lv ed ; y o u r  m in d  
eased  a n d  t r iu m p h a n t  a s  you  sa id  “A t 
l a s t ! ” ; th e  su n  s h in in g ;  e v e ry th in g  in  
th e  g a rd e n  lovely? A nd  w h a t  h ap p en ed ?  
Q u ite  soon, th e  b lis s  p a lled . A f te r  a  b it, 
y ou  fe lt  yo u  co u ld  n o t s ta y  th e re . A t i t  
a g a in , a n d  sh o r t ly  yo u  fo u n d  y o u rse lf  
w e av in g  f r e s h  w ebs, b r in g in g  a n x ie tie s .
A nd  q u ite  r ig h t  too.
“L ook a t  th e  m an — h e  h a s  g o t e v e ry ­
th in g  h e  w a n ted , y e t h e ’s  s t i l l  re s tle s s , 
a n d  m u s t be  up  to  th is ! ”
W e n e v e r  g e t e v e ry th in g  w e w a n t. G et 
th e  e a r th ,  a n d  w e’r e  a f te r  th e  m oon. G et 
th a t ,  a n d  w h a t  a b o u t th e  su n , w ith  a  few  
p la n e ts  th ro w n  in ?
(A g a in — A nd q u ite  r ig h t ,  to o ) .
W e m u s t  s t r iv e  t i l l  w e d ie . W e w a n t  
to  s t r iv e ;  th e r e ’s  n o th in g  e lse  w o r th  look­
in g  a t.  A nd  s t r iv in g  m ea n s  d ifficulty .
So t h a t  w h en  y o u  h a v e  no  w o rr ie s , you  
a re  in  a  b a d  w ay .
(A ll R ig h ts  R e se rv ed )
IN  M EM ORIAM
W IL L IA M  G. LO G A N , C. P . A. (N ew  
M exico, No. 1 ) , d ied  a t  h is  h o m e in  
A lb u q u erq u e , N ew  M exico on F e b ru a ry
4, 1931, a f te r  a  lo n g  a n d  c r it ic a l  i ll­
ness. H is  p a ss in g  is  a  d is t in c t  lo ss to  
th e  a c c o u n ta n ts  in  N ew  M exico, w h e re  
fo r  y e a rs  he  h a d  been  th e  le a d e r  in  
m a t te r s  p e r ta in in g  to  th e  p ro fessio n . 
H e  se rv ed  on  th e  B o a rd  of A cco u n tan cy  
f ro m  i ts  in c e p tio n  in  1921 to  1924, a n d  
fro m  1927 u n t i l  h is  d e a th . A s a  sp e ­
c ia l t r ib u te  to  th e  e s teem  in  w h ich  he  
w as h e ld  by  h is  fe llow  a c c o u n ta n ts , he  
w as ch o sen  to  be  th e  firs t P re s id e n t  of 
th e  N ew  M exico S o c ie ty  of C e rtified  
P u b lic  A c co u n ta n ts , re c e n tly  o rg an ized .
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T alking Shop
A DEPARTM ENT CONDUCTED BY L. GLUICK, C. P. A.
ON E  of th e  b e s t fe a tu re s  of S y stem  M agazine  (now  a  M cG raw -H ill p u b lic a tio n )  is  th e  d e p a r tm e n t  in  
w h ich  a r tic le s  a p p e a r in g  in  t r a d e  jo u rn a ls  
a r e  b rie fly  n o ted  a n d  su m m a riz e d  fo r th e  
b u sy  ex ecu tiv e . R e tu rn in g  th e  se rv ice  
w e n o te  in  th e  J a n u a ry  issu e  a n  a r tic le  
by  o ne  D. G o ld sm ith , p e rso n n e l d ire c to r  
of th e  G u a rd ia n  L ife  In s u ra n c e  C om pany . 
I t  is e n tit le d  “S tu d y  th e  H um an  E le ­
m en t.” I t  is in te re s t in g  fo r  a n y  b u s in e ss  
m an . I t  is  im p o r ta n t  fo r  a n y  a c c o u n ta n t 
w ho does, o r hopes to  do, office sy s te m a ­
tiz in g .
O N E  F e b ru a ry  5 w e h a d  th e  p le a su re  of 
h e a r in g  th e  H o n o ra b le  M a rtin  M an­
to n , C h ief J u s t ic e  of th e  U. S. C irc u it  
C o u rt of A p p eals  fo r th e  N ew  Y o rk  D is­
t r ic t ,  gave a  ta lk  on  “ B U S IN E S S  & T H E  
LA W .” I t  s tru c k  u s  a s  w o r th y  of n o te  
th a t  th e  Ju d g e  sp oke  co g en tly  of th e  ac­
c o u n ta n t  a n d  h is  p ro fe ss io n  a s  a  n eces­
s a ry  p a r t  of m o d ern  b u s in e ss , a n d  a n  
a lly  of th e  c o u rts . H is  H o n o r a lso  to ld  
th is  s to ry :
“A  m an  w as ta k e n  to  a  h o sp ita l  fo r 
a n  o p e ra tio n  u n d e r  e th e r . W h ile  i t  
w as g o in g  on a  se v e re  fire  o c cu rre d  
in  a  w a reh o u se  a c ro ss  th e  s tre e t .  
W h en  th e  p a tie n t  opened  h is  eyes th e  
firs t t h in g  h e  saw  th ro u g h  th e  w a rd  
w in d o w  w as a  h u g e  b illo w  of sm oke. 
H e  s h u t  h is  ey es a  m o m e n t a n d  th e n  
reo p en ed  th em . T h is  t im e  th e  c loud  
of sm o k e  w as  p u n c tu a te d  by  s t r e a k s  
o f lu r id  flam e. T h e  p a tie n t  closed  h is  
ey es  a g a in  an d  s ig h ed  ‘T h e  o p e ra tio n  
w as u n su c c ess fu l’.”
W E  h a v e  been  re q u e s te d  by  a  M ich igan  
c o rre sp o n d e n t to  g ive  som e ad v ice  a s  
to  how  a  w ell e d u ca te d  y o u th  c an  g e t 
s ta r te d  in  acco u n tan cy . H e  finds “ th a t  
ev ery b o d y  w a n ts  a  m en  w ith  ex p erien ce , 
y e t no  o ne  is  w illin g  to  g iv e  h im  an  op­
p o r tu n ity  to  g e t i t .”
T h is  is  a  com m on  c o m p la in t based  on 
a  la b o r  m a rk e t  w h ich  ev en  in  good tim e s  
h a s  a  su rp lu s  a n d  a t  tim e s  su ch  a s  th e se  
is  ju s t  g lu tte d . W e co u ld  w r ite  q u ite  a  
d is s e r ta t io n  on th e  p ro b lem  a n d  i ts  so lu ­
t io n  b u t r e f r a in  fo r  th r e e  re a so n s : F ir s t ,  
i t  is  m o re  a  to p ic  fo r  M r. S u n le y ’s S tu ­
d e n t  D e p a rtm e n t a n d  w e n eed  o u r  space  
fo r o th e r  m a t te r s ;  second, a  re a lly  good 
m an  w ill g e t a n  o p e n in g  so o n e r o r la te r ;  
th ird ,  if  o u r c o rre sp o n d e n t w ill go 
th ro u g h  th e  files o f th e  le a d in g  p ro fe s ­
s io n a l p a p e rs  he  w ill find se r ia tim  con ­
s id e ra b le  d isc u ss io n  of h is  p rob lem .
W e w ill h o w ev er a d d  th e  fa c t th a t  th e  
b ig g es t firm  o f C. P . A .’s in  th e  c o u n try  
ra re ly  if  e v e r  h ire s  a  b e g in n e r  w ho  h a s  
n o t k e p t  a  g e n e ra l led g e r fo r  a t  le a s t one 
y e a r . A lso  pro fic iency  in  o p e ra t in g  a
b ro a d  c a r r ia g e  ty p e w r ite r  w ill be  a  m o st 
v a lu a b le  a s se t in  g e tt in g  a  fo o th o ld  in  a n  
a c c o u n tin g  office. O nce in , a d v an c em e n t 
to  field s ta ff d ep en d s  on  th e  in d iv id u a l.
R . T . of C o n n e c ticu t w a n ts  k n o w  if 
w e “ w ou ld  ta k e  a  sh o t a t  ‘th is  d a ta  
is .’ F i f ty  p e r  c en t of g o v e rn m e n ta l r e ­
s e a rc h e rs  h a v e  n e v e r  le a rn e d  th a t  d a ta  
is  a  p lu ra l  n o u n .” C o n sid e r th e  sh o t 
ta k e n . [W hy  n o t av o id  th e  issu e  by u s in g  
“d ope” !]
T H E  Shop  T a lk e rs  h a d  a n  overflow  
se ss io n  F e b ru a ry  7 th . B esid es th e  
r e g u la rs  th e re  w e re  se v e ra l g u ests , a n d  
e v e ry th in g  fro m  th e  la te s t  jo k e  up  to  
se rio u s  p ro fe ss io n a l to p ic s  w as  gone  over. 
Tw o of th e  m en  re c o u n te d  a m u s in g  e x p e r i­
ences th e y  h a d  h a d  w ith  C h inese  b u s i­
n ess  m en  w ho h a d  to  m ak e  a  ta x  re tu rn ,  
a n d  w ho se  books of a cc o u n ts  w ere  k e p t in  
C h inese . B o th  a g ree d  t h a t  th e  C h in ese  
c o u n tin g -fram e s ( lik e  th e  R o m an  A bac­
cu s) su rp a sse d , in  th e  h a n d s  o f a n  o r i­
e n ta l ,  th e  speed  of a n y  m o d e rn  l is tin g  
m ach in e , a n d  w ou ld  g ive  a n y  n o n -lis tin g  
m ac h in e  a  good ru n . A n o th e r  to ld  o f th e  
t im e  h e  h a d  d o n e  e x te n siv e  p re lim in a ry  
w o rk  in  th e  fo rm a tio n  of a  c h a in  of d e li­
c a te sse n  s to re s ;  h e  d a te s  h is  o b esity  from  
th a t  tim e . H e a lso  re c o u n te d  th is :  
One of th e  p ro p r ie to rs  s ta te d  th a t  h e  h a d  
a n  a c c o u n ta n t com e in  re g u la r ly , a n d  re ­
q u e sted  h is  b a n k e r ’s  re p re s e n ta t iv e  to  
com e b ack  in  th e  ev en in g  so th a t  he  cou ld  
go over th in g s  w ith  “ th is  s m a r t  y o u n g  
m a n .” T h e  b a n k e r ’s m a n  ag reed , a n d  
d iscovered  th a t  th e  “s m a r t  y o u n g  m a n ” 
w as n one  o th e r  th a n  one of h is  ow n m o st 
ju n io r  ju n io rs .
C o n sid e rab le  c o n v e rsa tio n  w as devo ted  
to  co st a cc o u n tin g . I t  w as p ro m p te d  by 
O ld tim e r’s  s a y in g : “ I u n d e rs ta n d  th a t  
on th e  N o v em b er e x a m in a tio n s  a n  ap ­
p a llin g  n u m b e r flu n k ed  th e  co st p ro b lem .” 
D ash  re p lie d  “ T h a t  is  t ru e , b u t i t  seem ed 
in ev itab le . I t  w as l ik e  so m a n y  o th e r  
p rob lem s, to o  lo n g  fo r  th e  t im e  a llow ed . 
A nd  b esides , th e re  is  re a l ly  no good 
co u rse  in  co st a c c o u n tin g .” B lan k  ch im ed  
in : “ T h e re  a re  no  good co u rses  b ecause  
above a ll  o th e r  to p ic s , cost a c c o u n tin g  is 
d e p en d e n t on  p ra c tic e . T h e  th e o r ie s  of 
d e b it a n d  c re d it  a r e  a ll th a t  c an  be 
le a rn e d  in  a  schoo lroom  o r  fro m  a  te x t  
book. A c tu a l fa c to ry  ex p erien ce  is  th e  
on ly  w ay  to  le a rn  i t . ” T h e  K id  th e n  
spoke: “ C ost a c c o u n tin g  is  m o re  a  m a t­
te r  of e n g in e e r in g  th a n  acc o u n tin g , a n d  
it  is  p a r t  o f  th e  c u rr ic u lu m  in  a ll good 
e n g in e e r in g  colleges. I t  is  n e ce ssa ry  to  
k n o w  y o u r  m ec h an ic a l p ro cesses be fo re  
you  c an  k eep  a c c u ra te  a cc o u n ts  fo r  
th e m .” S ta r  spoke  b rie fly  on th e  fu tu re
fo r  in d u s tr ia l  e n g in e e r in g , a n d  th e n  S in- 
b ad  h a d  h is  sa y  by  w ay  of c o n firm in g  
B lan k : “ I th in k  even  th e  y o u n g e st of u s  
k n o w s th e  fam o u s B r ic k y a rd  p ro b lem  o f  
1921; w h e th e r  w e to o k  i t  o r n o t w e ’v e  
h e a rd  a b o u t it. Y et I k n o w  a  fe llow  w ho 
th o u g h t i t  w as easy , a n d  p assed  th a t  
e x am  w ith  a  h ig h  m a rk . I t  seem s t h a t  
h e  in te r ru p te d  a  lo n g  d ra w n  o u t e n g ag e ­
m e n t a t  a  b r ic k  y a rd  to  ta k e  th e  ex am .” 
O ld tim e r re p lied  “ T h a t  w as a  lu ck y  
b r e a k ; b u t in  g e n e ra l a  p u b lic  a c c o u n ta n t,  
ju s t  g o in g  over co st books cou ld  n o t ge t 
a  re a lly  good g ra sp  on  th e  in d iv id u a l de­
ta i ls  of a  p la n t.  C ost a c c o u n tin g  is  a  
m a t te r  of sp e c ia liz a tio n , a n d  I  fo r  one 
d o n ’t  p re te n d  to  be  a  co st m an . L ik e  
m a n y  o th e r  b ig  firm s, m in e  a tte m p ts  to  
g e t fo r i ts  sta ff m en  w ho h a v e  h a d  a c tu a l 
fa c to ry  a c c o u n tin g  w o rk ; th e n  w e c an  
offer o u r c lie n ts  v a lu a b le  se rv ice  by  m en  
w ho k n o w  th e i r  stu ff. In  th e  m ea n w h ile  
o th e r  m en  w ho h a v e  a  g e n e ra l a u d it in g  
a n d  a c c o u n tin g  kn o w led g e  m ay  m ak e  a 
good im p re ss io n  on o u r c lie n ts  a n d  th e y  
g e t jo b s  w ith  th em . T h is  in te rc h a n g e  
of m en  is  a  slow  a n d  r a th e r  ex p en s iv e  
w ay  of g e tt in g  so u n d  a c c o u n tin g  in to  co st 
sy s tem s, a n d  good co st a c c o u n ta n ts  in to  
p u b lic  w ork , b u t so  f a r  i t  seem s to  be  
th e  o n ly  feas ib le  o ne .”
“Y es,” sa id  th e  K id , “a n d  th a t  r e m in d s  
m e of o ne  of m y  e a r l ie s t  jobs, a s  a  sen io r. 
My firm  h a d  ju s t  ta k e n  on a s  a  to p  s e n io r  
a  m an  w ho h a d  fo r  te n  y e a rs  been  a s s is t ­
a n t  c h ie f  co st a c c o u n ta n t fo r  th e  la rg e s t  
co m p an y  o f i ts  k in d . B u t w a n tin g  to  g e t  
in to  p u b lic  w o rk  fo r a  coup le  o f y e a rs  so  
th a t  h e  cou ld  q u a lify  fo r a  c e rtif ic a te , h e  
g av e  up  h is  p o s it io n  a n d  jo in e d  o u r  staff. 
C hiefly  th ro u g h  h is  p re sen c e  on o u r  p ay ­
ro ll o u r  firm  se c u re d  tw o  n ew  acco u n ts , 
b o th  in  th e  sam e  lin e  t h a t  th is  cost m a n  
h a d  been  in . I  w as s e n t  o u t w ith  h im  
on  th e  f irs t  a u d it .  T o  m y  y o u th fu l a s to n ­
ish m e n t I d isco v ered  t h a t  th is  h ig h ly  
p ra is e d  m a n  k n ew  n o t th e  s l ig h te s t  th in g  
a b o u t how  to  co n d u c t a n  a u d it .  T o h is  
c h a g rin , h e  d isco v ered  th e  sam e  th in g . 
W e h a d  to  co v er o u r  firm . I to o k  a c tu a l 
c h a rg e  of th e  job, b u t to  sav e  o u r faces, 
a ll q u e s tio n s  w e re  p assed  th ro u g h  t h e 
co st m an . W h en  we g o t in to  th e  cost a n d  
in v e n to ry  v e rif ic a tio n  p h a se s  of th e  job. 
th e  cost m a n  p ro v ed  h is  va lu e . H e  w a s  
q u ite  a t  h o m e; h e  ta u g h t  m e  p le n ty ; and  
w h e n  w e fin a lly  q u it  th e  jo b  an d  w e n t 
b ack  to  th e  office w e h a d  d one  a  re a l  p iece 
of w o rk . O u r c lie n t w as im m e n se ly  
p leased . So w as m y  boss, fo r  th e  co st 
m an  to ld  how  I h a d  co vered  h im  on th e  
g e n e ra l a u d it  p ro g ram . So fo r n e a r ly  a  
y e a r  w e w e re  te a m e d  up, u n t il  fin a lly  th e  
co st m a n  w as a b le  to  re a l ly  su p e rv ise  a n  
en g ag e m e n t in  i ts  e n ti r e ty .”
Who will take their
places?
THAT is one o f the m ost vital questions in business today. Who w ill take the places o f the presidents, vice presi­dents, treasurers, and general managers o f  our great busi­
ness organizations throughout the United States?
Young m en interested in follow ing a business career 
should realize the w isdom  o f  fitting them selves to enter som e 
one department o f  business as a specialist. Choose the de­
partment which appeals to you and specialize accordingly.
1. Purchasing 3. Advertising 5 . Transportation
2. Production 4 . Selling 6. Credits
7. Accounting and Finance
Business is not looking for the jack-of-all-trades, but rather 
for m en qualified to do som e one thing particularly well.
In all vocations it is the specialist who is m aking the 
m ost progress financially and otherwise.
If interested in specializing in accounting and finance 
send for a copy o f our catalogue.
Men only are admitted. Average age o f entering class is 2 0 .
Excellent dormitory accom m odations at reasonable rates.
Two years required for com pletion o f  our course.
Preference is given to our graduates by many o f the 
largest concerns engaged in manufacturing, banking, public 
service, and chain-store retailing.
T h e  B e n t l e y  S c h o o l  of A c c o u n t i n g  and F i n a n c e
9 2 1  B o y l s t o n  S t r e e t , B o s t o n , M a s s a c h u s e t t s
H. C. B e n t l e y ,  C.P. A., President
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“ T h a t  w as u n u su a lly  fine te a m  w o rk ” 
co m m en ted  O ld tim er. “ I d o n ’t  w o n d e r 
y o u r  firm  w a s  p leased . M ost y o u n g s te rs  
w ould  h a v e  h a d  a  g ra n d  tim e  sh o w in g  
up  th e  new  m a n  w ho w as su p p o sed  to  be 
o ver h im . A nd  th a t  is  th e  k in d  of tea m  
w o rk  th a t  o u r  p ro fe ss io n  needs. C ost 
a c c o u n ta n ts  a n d  p u b lic  a c c o u n ta n ts  w o rk ­
in g  in  h a rm o n y .”
“W h ich  th e y  se ldom  do ” sa id  B lan k . 
“B u t t h a t ’s  no  re a so n  w h y  th e y  
sh o u ld n ’t  keep  on t r y in g ” sa id  O ld tim er.
H . C. C R A N E & CO. of M ontgom ery , A la ­
b am a  h a v e  a c lie n t w h e re  “ th e  w ife  
of th e  p ro p r ie to r  e n d ea v o red  to  keep  th e  
reco rd s . One acc o u n t w as cap tio n ed  
O versigh ts. U pon in v e s tig a tio n  i t  w as 
fo u n d  th a t  w h e re  sh ip p in g  in s tru c t io n s  
w e re  n o t p ro p e rly  s ta te d  in  B ills  of 
L ad in g , th e  a d d itio n a l f re ig h t  c au sed  by 
su ch  o vers ig h t w as c h a rg e d  to  t h a t  ac ­
coun t. C lea r en o u g h  a f te r  i t  is e x p la in e d .” 
O ld tim er h im se lf  c o n tr ib u te s  th is  a n ec ­
d o te  of a  cu r io u s ly  t i t le d  acco u n t. On 
th e  books of a m e rc h a n t, n o t in co rp o ­
ra te d , w as a n  a cco u n t e n ti t le d  cem ete ry . 
T h e  a cc o u n ta n t, k n o w in g  t h a t  th e  m e r­
c h a n t w as c a r ry in g  h is  re s id en c e  a s  an  
a s se t on h is  books, con clu d ed  th a t  he  w as 
a lso  c a r ry in g  h is  c em e te ry  p lo t in  th e  
sa m e  w ay, a n d  e n te re d  i t  on th e  s ta te ­
m e n t a s  a n  a sse t. To h is  c o n s te rn a tio n  
th e  m e rc h a n t in fo rm e d  h im  th a t  th e  
cem e te ry  w as th e  acc o u n t in  w h ich  he 
b u ried  h is  b ad  deb ts!
T H E R E  is n ’t  a b u sin e ss  m an  or a cco u n t 
a n t  w h o  h a s n ’t  su ffe red  a n d  com ­
p la in e d  a b o u t ille g ib le  s ig n a tu re s  b u t 
th is  la te s t  t r u e  s to ry  seem s to  be th e  
l im it. T h e re  is  a  m em b er of th e  N ew  
Y ork  S tock  E x c h a n g e  (w e d a re  n o t give 
h is  n a m e ) w hose s ig n a tu re  is u n u su a lly  
illeg ib le . I t  c an n o t be d e c ip h e re d ; b u t 
th e  sc raw l is  d is tin c tiv e , a n d  ch ecks a n d  
c o n tra c ts  b e a r in g  i t  a re  reco g n ized  an d  
accep ted . A few  m o n th s  ago, h a v in g  been  
k id d ed  a  l i t t le  h a r d e r  th a n  u su a l by  som e 
of h is  co lleagues on th e  floor, th e  b ro k e r  
d e te rm in e d  to  m ak e  h is  s ig n a tu re  re a d ­
able. W ith  th e  g re a te s t  of c a re  h e  s ig n e d  
th e  n e x t b a tc h  of ch eck ; a n y  o ne  w ould  
hav e  k n o w n  h is  nam e . A nd  b e fo re  th e  
d ay  w as over he  rece iv ed  a  so lem n  m es­
sag e  fro m  h is  b a n k  th a t  so m e  one w as 
t r y in g  to  p a ss  fo rg ed  ch ecks in  h is  nam e. 
H e  h a s  b een  u s in g  h is  h ie ro g ly p h ic s  ever 
since.
ON th e  o th e r  h a n d  w e h av e  rece ived  
fro m  E . B. B. w hose  s ig n a tu re  is m o st 
u n u su a lly  an d  p o w erfu lly  c le a r  th e  fo l­
lo w in g  q u o ta tio n  fro m  a  book  by  S am u el 
B u tle r  e n tit le d  T H E  W AY O F A L L  
F L E S H :
“ I w ish  to  u n d e rs ta n d  b o o k k eep in g  
by  doub le  e n try .  I h a d  m y se lf  a s  a  
y o u n g  m a n  been  com pelled  to  m a s te r  
t h is  n o t v e ry  difficult a r t .  I  h a v e  
becom e en am o u red  of i t  an d  co n sid e r
M A SSA C H U SE T T S 
T h e  F e b ru a ry  m e e tin g  of th e  M assa­
c h u se tts  S o c ie ty  of C ertified  P u b lic  Ac­
c o u n ta n ts  w as h e ld  on M onday  even ing , 
F e b ru a ry  16, a t  w h ic h  t im e  th e  su b je c t 
fo r d isc u ss io n  w as “F e d e ra l a n d  M assa­
c h u se tts  T a x a tio n .”
N E W  M EX ICO  
T h e  N ew  M exico S ocie ty  of C ertified  
P u b lic  A c co u n ta n ts , re c e n tly  o rg an ized , 
h a s  been  in v ite d  to  h av e  one of i ts  m em ­
b e rs  d e liv e r a n  a d d re s s  a t  th e  a n n u a l  
m e e tin g  of th e  N ew  M exico B a n k e rs  
A sso c ia tio n  to  be h e ld  a t  C a rlsb ad  in  
A pril.
PE N N S L Y V A N IA
T h e  P en n sy lva n ia  C ertified  P ublic  
A ccou n tan t, S p o k esm an  fo r th e  P e n n sy l­
v a n ia  I n s t i tu te  o f C ertified  P u b lic  Ac­
c o u n ta n ts , b e g an  i ts  official c a re e r  w ith  
V olum e I, N u m b er 1, in  J a n u a ry  of 1931.
A s is  t r u e  w ith  a ll p r in te d  m a te r ia l  
issu e d  by th e  P e n n sy lv a n ia  In s t i tu te ,  it  
re p re se n ts  th e  h ig h e s t ty p e  of p r in te r ’s  
a r t .  F r a n k  W ilb u r  M a in ’s n a m e  a p p e a rs  
a s  e d ito r  of th e  f irs t  issu e  w ith  in t im a ­
t io n  th a t  th e re  is  to  be a  ro ta t io n  in  e d i­
to r ia l  re sp o n s ib ility . S ev e ra l m em b ers 
of th e  I n s t i tu te  h a v e  in d ic a te d  th a t  th e  
S p o k esm an  is  b u t a n o th e r  one of th e  
m an y  p la n s  w h ich  F r a n k  M ain  h a s  in ­
a u g u ra te d  to  m o re  f irm ly  e s ta b lish  th e  
p ro fess io n  of acc o u n ta n c y  in  th e  S ta te  of 
P e n n sy lv a n ia .
T h e  P re s id e n t  a n d  th e  S e c re ta ry  of th e  
In s t i tu te  e ac h  h av e , th e  one a  m essage  
an d  th e  o th e r  a  co lum n. T h e  S ta te  B o ard  
l is ts  th e  58 su ccessfu l ex am in ees  in  th e  
N ovem ber e x a m in a tio n  w h en  162 c a n d i­
d a te s  sa t.
T h e  P i t ts b u rg h  C h a p te r  of th e  P e n n sy l­
v a n ia  In s t i tu te  of C ertified  P u b lic  
A c co u n ta n ts  h e ld  a jo in t  m e e tin g  on F e b ­
ru a ry  3, w ith  th e  P i t ts b u rg h  C h a p te r  of 
th e  R o b e rt M o rris  A sso c ia tes  an d  th e  
P i t ts b u rg h  C o n fe ren ce  of th e  N a tio n a l 
C onference  of B a n k  A u d ito rs  an d  Con­
tro lle rs .
F o llo w in g  th e  d in n e r  C h a irm a n  E rn e s t  
C ro w th e r opened  th e  m e e tin g  w ith  a 
sh o r t  a d d re ss  a n d  e x ten d ed  a  w elcom e to  
th e  g u ests . A f te r  a  b r ie f  m essag e  from  
Jo h n  L u cas of th e  R o b e rt M o rris  A ssoc i­
a te s  L o u is  H . G e th o efe r, v ice -p res id en t 
of th e  P e o p le s -P ittsb u rg h  T ru s t  C om pany
i t  th e  m o st n e ce ssa ry  b ra n c h  of an y  
y o u n g  m a n ’s e d u ca tio n  a f te r  re a d in g  
a n d  w r i t in g .”
T h is  q u o ta tio n  m ay  be  fo und  on p age  
350 of th e  M O D ER N  L IB R A R Y  ed itio n .
a d d re ssed  th e  m e e tin g  u p o n  som e of th e  
c re d it  p ro b lem s w ith  re la tio n  to  f in an c ia l 
s ta te m e n ts . A n  in te re s t in g  fe a tu re  of 
th e  m e e tin g  w as th e  q u e stio n  box con­
d u c ted  by L aw re n c e  S . B ell of th e  R o b e rt 
M o rr is  A sso c ia tes  fo r th e  p u rp o se  o f a sk ­
in g  a  n u m b e r  of q u e s tio n s  of th e  acc o u n t­
a n ts  r e la t in g  to  fin an c ia l s ta te m e n ts  an d  
c red it. F o r  tw o  h o u rs  M r. B ell su b m itte d  
q u e s tio n s  to  th e  a c c o u n ta n ts , a llo t t in g  
te n  m in u te s  to  th e  d isc u ss io n  of each .
V IR G IN IA — N O R T H  C A R O LIN A  
A jo in t  S p rin g  M ee tin g  of th e  V irg in ia  
a n d  N o r th  C a ro lin a  so c ie ties  w ill be h e ld  
a t  Sedgefield  In n , n e a r  G reensboro , N. C., 
on M ay 21, 22 a n d  23, 1931.
T h e  c o m m itte e  in  ch arg e  of th e  m ee t­
in g  is officered by  G eorge E . W ood, C h a r­
lo tte , N. C., C h a irm a n ; A. L ee  R aw lin g s , 
N orfo lk , Va., V ice-C h a irm an  fo r  V irg in ia ;  
E lw ood A. D av is, G reensboro , N. C., Vice- 
C h a irm a n  fo r N o r th  C a ro lin a ; an d  H . C. 
W illiam s, of G reen sb o ro , S e c re ta ry .
W A SH IN G T O N  
A t th e  w eek ly  L u n ch e o n  of th e  S e a ttle  
C h a p te r  of T h e  W a sh in g to n  S ociety  of 
C ertified  P u b lic  A c co u n ta n ts , h e ld  on J a n ­
u a ry  7, th e re  w as a  re p o r t  of th e  dec is io n  
of th e  Jo h n so n  R a n c h  R o y a ltie s  C om pany  
vs. H ick ey  w h ich  r e la te s  to  th e  q u e stio n  
of s to c k h o ld e rs ’ r ig h ts  as re g a rd s  h a v in g  
a n  a u d it .
STA TE BOARD N EW S
IOW A
T h e  1931 A n n u a l R e g is te r  of th e  Iow a 
S ta te  B o a rd  of A cco u n tan cy  h a s  reach ed  
o u r desk . I t  com es o u t  t h i s  y e a r  in  a 
fine t in t  an d  good ty p o g rap h y . I t  con­
ta in s  th e  m o st e la b o ra te  c la ss if ica tio n  of 
a n y  S ta te  R e g is te r  so f a r  issued .
F o llo w in g  th e  p re lim in a ry  co m m en ts 
an d  th e  law  itse lf , th e re  is a  l is t  of th e  
certified  p u b lic  a c c o u n ta n ts  re g is te re d  to  
p ra c tic e  w ho a re  re s id e n t  o f Iow a, fo l­
low ed by a l is t  of th o se  n o n re s id e n t in  
Iow a an d  a  l is t  of th e  c e rtified  p u b lic  ac­
c o u n ta n ts  w ho  a re  n o t re g is te re d  to  p ra c ­
tice .
T h e  n e x t l is t  is of p u b lic  a c c o u n ta n ts  
re g is te re d  to  p ra c tic e , a ll of w hom , of 
course , a re  re s id e n ts , an d  o f pu b lic  ac­
c o u n ta n ts  n o t re g is te re d  to  p rac tice . 
A fte r  th a t  th e  firm  n a m e s of th o se  re g is ­
te re d  to  p ra c tic e  a s  certified  p u b lic  ac­
STA TE SOCIETY N EW S
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P re p a re  for th e M a y  E x a m in a tio n s  
By Means of 
A TH O R O U G H LY  TE S TE D
C. P. A. Coaching Course
As a  result of years of laboratory experience in home study  
and resident C. P. A. Coaching Classes
conducted by
W. B. CASTENHOLZ, A. M., C. P. A.
La Salle Extension U niversity offers a special C. P. A. Coaching 
Course by correspondence which has proven highly successful in pre­
paring candidates successfully for C. P. A. exam inations. More than
1,100 holders of th is degree (or approxim ately 11% of all U. S. C. P. 
A.’s) have studied accounting w ith LaSalle.
The course includes 80 carefully selected State C. P. A. and 
American Institute problems. These problems cover representative 
questions on the accounting subjects most generally presented in 
such exam inations. In addition there is offered a complete review o f :
 
B usiness Law 
Auditing Procedure 
Cost Accounting Procedure
 Accounting System s 
Income Tax Procedure 
Theory of Accounts
as well as selected actual problems— a total of 82 lessons.
Copious explanatory notes and tim e lim it directions go with  
the 80 C. P. A. problems. The other work consists o f complete text 
material w ith loose leaf assignm ents.
Model solutions w ith further explanatory notes are sent the  
student w ith his graded and returned papers.
All papers are graded by a special group of Certified Public 
Accountants who give full tim e to LaSalle E xtension U niversity. 
These men hold their degrees by examination.
For detailed information, write Dept. 2351-H
LaSalle E xtension  U niversity
4101 MICHIGAN A VEN U E  
C H I C A G O ,  I L L .
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c o u n ta n ts , an d , la s tly , th e  firm  n a m e s of 
th o se  re g is te re d  to  p ra c tic e  a s  p u b lic  
a c c o u n ta n ts .
U n d er th e  Iow a law  a ll p e rso n s  h o ld in g  
c e r tif ic a te s  a re  ex p ec ted  to  re g is te r  a n ­
n u a lly . T hose  w ho re g is te r  to  p ra c tic e  
p ay  a  $10.00 a n n u a l  fee a n d  th o se  w ho 
r e g is te r  a s  n o t in  p ra c tic e  p a y  a  $5.00 
a n n u a l  fee.
E a c h  of th e s e  l is ts  is  a r ra n g e d  a lp h a ­
b e tic a lly  a s  to  th e  in d iv id u a l o r  firm  
n a m e  a n d  th e  R e g is te r  conclu d es w ith  a 
l is t  of p ra c t it io n e rs  by  lo ca tio n , th e  c ity  
b e in g  a lp h a b e tic a lly  a r ra n g e d  w ith  th e  
C. P . A.’s in  each  a lp h a b e tic a lly  a r ra n g e d , 
fo llow ed  by th e  p u b lic  a c c o u n ta n ts  in  
each  a lp h a b e tic a lly  a r ra n g e d , a t  th e  end  
of w h ich  th e re  is  a n  a lp h a b e tic a l l is t  of 
th o se  re g is te re d  w ho a re  n o t re s id e n t  in  
Iow a.
R H O D E  ISL A N D  
C arl W. C h r is tia n se n , o f W oonsocket, 
R. I., h a s  b een  a p p o in te d  to  m em b e rsh ip  
on th e  R hode  Is la n d  S ta te  B o a rd  of 
A cco un tancy .
N O TES
P re s id e n t  P e isc h  a d d re sse d  th e  s tu d e n t  
body  of M a c a ls te r  College, S t. P a u l, M in ­
n eso ta , on “A c co u n tin g  a s  a  P ro fe ss io n ” 
on F e b ru a ry  19, 1931. On th a t  sam e  
m o rn in g  h e  a d d re ssed  th e  s tu d e n t  body  
of th e  School of B u sin ess , U n iv e rs ity  of 
M inn eso ta , on “E x p e rien c e s  in  A d v is in g  
B u sin ess  E x ec u tiv e s .”
F ra n c is  G o rm an , t r e a s u r e r  a n d  a s s is t ­
a n t  to  F re d  A. M u sch en h eim , p re s id e n t 
of th e  H o te l A s to r, h a s  been  a p p o in te d  
c h a irm a n  of th e  a c c o u n tin g  sy s te m  com ­
m itte e  of th e  H o te l A sso c ia tio n  of N ew  
Y o rk  C ity , su cceed in g  F r a n k  A. M cK ow ne, 
o f th e  S ta tle r  H o te ls , p re s id e n t  of th e  
a sso c ia tio n .
T h e  F i r s t  N a tio n a l B a n k  a n d  T ru s t  
C om p an y  of T u lsa , O k lahom a, re c e n tly  
r a n  a  p ag e  ad  in  th e  T ulsa  S p ir it, th e  
official o rg a n  of th e  T u lsa  C h am b er of 
C om m erce, h ead ed  “W e B elieve  in  P er i­
odic A u d itin g  fo r  B u s in e ss  F irm s  a n d  
C o rp o ra tio n s ,” u n d e r  w h ich  h e a d in g  th e y  
g iv e  sev en  re a so n s  fo r  t h a t  belie f.
L aR u e , W are  & C om pany , of L os A n­
geles, C a lifo rn ia , h a v e  p re p a re d  q u ite  a 
c o m p re h en s iv e  l i t t le  b ro c h u re  on “W hy  
B u sin e ss  N eeds th e  C e rtified  P u b lic  Ac­
c o u n ta n t .” G o tten  up  in  n e a t  a n d  a t t r a c ­
t iv e  s ty le , i t  p re se n ts , to  o u r m in d , a  d ig ­
n ified  an d  effective w ay  of e d u c a tin g  th e  
p u b lic  to  th e  a v a ila b le  se rv ice s  of th e  
C. P . A.
G o v ern o r P in c h o t h a s  ap p o in te d  W il­
lia m  D. G ordon, P ro fe sso r  of A c co u n tin g  
in  th e  W h a r to n  School, U n iv e rs i ty  of 
P e n n sy lv a n ia , a s  F i r s t  D e p u ty  S e c re ta ry
of B a n k in g  fo r  th e  S ta te  of P e n n sy lv a n ia . 
In  th a t  p a r t ic u la r  c a p a c ity  h e  w ill h av e  
su p e rv is io n  of th e  b u ild in g  a n d  lo an  a s­
so c ia tio n s  of th e  S ta te . D r. G ordon  oc­
cu p ied  th is  sa m e  p o s itio n  fro m  1924 to  
1926, w h en  he  re s ig n e d  to  becom e sec re ­
ta r y - t r e a s u re r  of th e  C in c in n a ti-H a m ilto n  
a n d  D a y to n  R a ilro a d  C om pany.
T h e  N ew  Y o rk  T im es  fo r  S u n d ay , F eb ­
r u a ry  8, c a r r ie d  a  tw o  co lu m n  a r tic le  
u n d e r  th e  h e a d in g  “ I t  L ooks L ik e  a  S y s­
tem — B ela  B lau  B r in g s  to  th e  T h e a tre  
S o m e th in g  S u sp ic io u sly  L ik e  a  B u d g e t.”
B e r tra m  B lau  se c u re d  a  C. P . A. c e r­
tif ic a te  in  N ew  Y o rk  S ta te  in  1926. F o r  
so m e tim e  h e  h a d  been  a  le c tu re r  on 
econom ics a n d  re la te d  su b je c ts  in  th e  
C ollege of th e  C ity  of N ew  Y ork . B lau  
h a d  no  firs t-h an d  k n o w led g e  of th e  th e a ­
t r e  b u t fe lt  th a t  h is  b u s in e ss  t r a in in g  
m ig h t su p p ly  h is  la c k  in  th a t  d irec tio n . 
T a k in g  p a r t  in  a  d r iv e  in a u g u ra te d  a t 
th e  f ifth  b ir th d a y  p a r ty  of th e  T h e a tre  
G uild , w h e n  i t  w a s  an n o u n ce d  th a t  a 
sa le  of b o n d s w as to  be a tte m p te d  fo r 
th e  G u ild  T h e a tre , h e  becam e D iv is io n a l 
C h a irm a n  of th e  S a les  C o m m ittee .
D u r in g  th e  p e rio d  of h is  a c t iv it ie s  w ith  
th e  f in an c in g  of th e  th e a tre ,  B lau  con­
tin u e d  h is  a c c o u n tin g  p ra c tic e . I n  th a t  
p ra c tic e , a m o n g  o th e r  th in g s , he  h ad  
m ad e  a  s tu d y  of th e  b u s in e ss  sid e  of th e  
a rc h i te c tu ra l  field a n d  h a d  w o rk e d  ou t 
a  sy s tem  of a cc o u n tin g  fo r  a n  a r c h i te c t ’s 
office w h ich  he  c o n sid e re d  fool-proof.
F in d in g  a n  in te re s t  in  th e  w o rk  w h ich  
he  h a d  done, B lau  b ecam e a  m em b er of 
th e  G u ild ’s office staff, a d d in g  to  th o se  
d u tie s  th a t  of a n  A s s is ta n t  S tag e  M an­
ag er. A co st sy s te m  w as dev ised  w h ich  
w ou ld  ru n  its e lf . In  D ecem ber, 1928, he  
an n o u n ce d  a  P la y  P ro d u c tio n  P la n , th e  
p u rp o se  of w h ic h  w as to  finance n o te ­
w o rth y  p lay s  w ith  in su ffic ien t fu n d s  to  
m a in ta in  th em  th ro u g h  th e  e le m e n ta ry  
p e rio d  of p ro fitle ss  u n c e r ta in ty .  B y A p ril,
1929, th e  d e s ired  a m o u n t, $100,000, h a d  
been  su b scrib ed .
B lau  w as b o rn  in  H u n g a ry , cam e to  
th e  U n ited  S ta te s  a t  te n  y e a rs  of age 
a n d  b e g an  h is  in s t ru c to r s h ip  a t  th e  Col­
lege  of th e  C ity  of N ew  Y o rk  w h en  he 
w as tw en ty -o n e . W h en  t r a n s f e r r in g  h is  
a lle g ia n ce  fro m  th e  p ro fe ss io n  of ac­
c o u n tin g  to  th a t  of th e a tr ic a l  p ro d u cer, 
he  re c h r is te n e d  h im se lf  a n d , in  th e  th e ­
a tr ic a l  w o rld , h e  is  now  k n o w  as B ela  
B lau . W ho sa id  th e re  is  n o t a n  a r t i s t r y  
in  fig u res (o f  th e  m a th e m a tic a l v a r ie ty ) ,  
p ro p e rly  u n d e rs to o d !
T h e  S o c iety  of B o o k k eep ers  of H o n ­
d u ra s  m e t on D ecem ber 28, 1930, an d  
e lec ted  th e  fo llo w in g  officers: P re s id e n t, 
A lfred o  L eo n  G om ez; M em bers of th e  
B o a rd : T eren c io  S e r ra  B. a n d  F ed e rico  
F lo re s  F ia llo s ;  F i r s t  S e c re ta ry , R a m iro  
R o d rig u ez  L .; Second S e c re ta ry , A n gela
A n d in o ; F isc a l, Jo a q u in  B u rg o s ; T re a s ­
u re r , J u a n  P. C ruz. A lte rn a te s :  P re s i­
d e n t, P e d ro  R ovelo  L a n d a ;  M em bers of 
th e  B o a rd : S a lv ad o r H id a lg o  a n d  E la  
A u ro ra  C o rte s ; F i r s t  S e c re ta ry , G ab rie l 
M ejia  L opez; Second  S e c re ta ry , V irg in ia  
D iaz ; F isc a l, C a ta r in o  C a s tro  S e rra n o ;  
T re a su re r ,  M a rg a r i ta  A lv a rad o  B.
T h e  G o v e rn in g  B o a rd  of th e  official o r ­
g a n  of th e  a sso c ia tio n , T h e  H o n d u ra s  E co ­
n o m is t, w as ch o sen  a s  fo llo w s: D ire c to r, 
Jo a q u in  B u rg o s ; E d ito rs :  R a m iro  R od­
rig u e z  L ., J u a n  P . C ruz, T e re n c io  S e rra
B., A lfred o  L eon  Gom ez, E n r iq u e  R. 
P in e d a ;  H ead  of E x ch an g e , A rm an d o  
F lo re s  F ia llo s .
CERTIFIED PUBLIC ACCOUNT­
AN TS IN PUBLIC OFFICES
T h e  p ro fe ss io n  of acc o u n ta n c y  h a s  been  
reco g n ized  in  th e  a p p o in tm e n t by  Gov­
e rn o r  P o lla rd  of V irg in ia  of T . C o lem an  
A n d re w s of R ich m o n d , a s  A u d ito r  of P u b ­
lic  A cco u n ts  fo r  th e  S ta te  of V irg in ia .
T h e  fo rm e r  A u d ito r, w h o  h a d  h e ld  th e  
p o s itio n  fo r  a  n u m b e r  of y e a rs , d ied  th e  
la t t e r  p a r t  of th e  y e a r. G o v ern o r P o l­
la rd  im m e d ia te ly  a n n o u n ce d  th a t  in  h is  
ju d g m e n t th e  p o s it io n  sh o u ld  be filled by 
a  ce rtif ied  p u b lic  a c c o u n ta n t and , a f te r  
c o n su ltin g  w ith  se v e ra l p e rso n s , b o th  ac­
c o u n ta n ts  a n d  b u s in e ss  m en , A n d rew s w as 
se lec ted  w ith o u t  a n y th in g  h a v in g  been  
sa id  to  h im  u n t i l  th e  d ec is io n  w as m ade. 
H e  ag ree d  to  a r ra n g e  h is  w o rk  so  th a t  
h e  cou ld  a ssu m e  office F e b ru a ry  1, an d  
re m a in  in  office fo r  a  su ffic ien t p e rio d  
of tim e  to  en ab le  su c h  re o rg a n iz a t io n  of 
a c c o u n tin g  p ro c ed u re  a s  w as d es irab le .
G o v e rn o r M ille r of A lab am a  re c e n tly  
a p p o in te d  W a lte r  K . S m ith  a s  C h ief E x ­
a m in e r  of P u b lic  A cco u n ts  fo r  t h a t  S ta te . 
S m ith , w ho  is a t  p re se n t a  m em b er of 
th e  firm  of R o sso n  & S m ith , M obile, is  a  
fo rm e r  p re s id e n t  of th e  A lab am a  S o c ie ty  
of C e rtified  P u b lic  A c co u n ta n ts . P r io r  
to  e n te r in g  th e  p u b lic  field h e  w a s  a t ­
ta c h e d  to  th e  B u re a u  of In te r n a l  R ev ­
en u e  as a n  in co m e ta x  in s tru c to r ,  an d  
d id  sp ec ia l w o rk  fo r th e  S ta te  T ax  Com ­
m iss io n  of A lab am a.
W . S. R a n d a ll, C. P . A., h a s  been  ap ­
p o in te d  A u d ito r  of th e  C ity  of S a ra so ta , 
F lo r id a .
T h is  is  th e  th i r d  se ss io n  of th e  P e n n ­
sy lv a n ia  L e g is la tu re  in  w h ic h  M. J .  R oot, 
a  P e n n sy lv a n ia  C. P . A., is  s e rv in g  a s  a 
m em ber.
AMERICANIZING THE A. B. C’S
[F ro m  W av e rly  P re s s  K a len d s ]
A n  E n g lish m a n , M r. G ordon  P h illip s , 
w ho w rite s  l ig h t  v e rse  in  th e  G ilb e r tia n  
m a n n e r  u n d e r  th e  pen  n a m e  of “ L u cio ,” 
re c e n tly  fo u n d  in s p ira t io n  in  a n  A m eri­
can  new s ite m  w h ich  a n n o u n ce d  t h a t  th e  
o ld -fash io n ed  rh y m e d  a lp h a b e t books a re
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
F R A U D :
Its Control Through 
Accounts
B y George E. B ennett, Ph. D., C. P. A., Pro­
fessor of Accounting and Head of the Ac­
counting D epartm ent of the College of Busi­
ness A dm in istra tion  at Syracuse U n ivers ity ; 
A uthor of “Accounting P rincip les and Prac­
tice,’ “Basic Accounting," “A uditing,” etc.
This book explains the legal aspects of fraud 
as it affects accounting; shows how to de­
tect fraud through accounts; and suggests 
general remedies to prevent fraud through 
the utilization of the principles of “inter­
nal check.” It tells what methods should be 
used in an audit, what details are impor­
tant when an accounting system is installed, 
and what apparently is the quickest way to 
uncover a suspected fraud. Royal octavo, 
132 pages. Price, $1.50.
C. P. A. LAWS
of the
UNITED STATES
Compiled and edited  by  the Am erican In­
s titu te  of Accountants.
This is the only available collection of the 
full text of all of the laws governing the cer­
tification of public accountants in all of the 
states and territories of the United States. 
The text of each law included in the volume 
has been verified by competent authority in 
the state of origin, and amendments to the 
laws up to October, 1930, are included. This 
book should prove of great value to all stu­
dents of accounting who intend to apply for
C. P. A. certificates, and to accounting firms 
which have offices, or intend to open offices, 
in more than one state. Limited edition, 
Royal octavo. 250 pages. Price $3.00.




A new book which has been 
compiled and edited 
by the
AMERICAN INSTITUTE OF 
ACCOUNTANTS
This dictionary of accounting terms is a 
compilation of definitions which have been 
prepared by a special committee of the 
American Institute over a period of ten 
years.
Prom time to time these definitions have 
been published in the J o u r n a l  o f  A c c o u n t ­
a n c y . In this way many useful criticisms 
have been obtained which have resulted in 
amendments of the definition.
This book will be more up to date and, it 
is believed, more complete than any similar 
American publication.
It will consist of about 250 pages, royal 
octavo, set up in glossary style with the ac­
counting terms arranged in alphabetical 
order and in heavy type, followed by com­
prehensive definitions.
To be published in  the spring. You are in­
v ited  to wr ite  for more inform ation about 
th is book
These volumes are published under the auspices of the  
A m e r ic a n  I n s t i t u t e  of A c c o u n t a n t s .
THE CENTURY CO.
PU B L ISH E R S OF T H E N E W  CENTURY DICTIONARY  
3 5 3  F o u r th  A v en u e  2 1 2 6  P r a ir ie  A v en u e
N E W  Y O R K CHICAGO
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to  be  done  aw ay  w ith  in  c e r ta in  A m e ri­
can  schools a n d  rep laced  b y  m o re  up-to- 
d a te  books, su ch  a s  w ill re p re se n t  th e  
s p ir i t  of th e  tim e s . “ In  th e  fu tu re ,” so  
ru n s  th e  new s ite m  a cc o rd in g  to  M r. P h il­
lip s , “A, in s te a d  of s ta n d in g  fo r a co rn  o r 
a p p lie  pie, w ill s ta n d  fo r a d d in g  m ac h in es  
a n d  ax les, an d  o th e r  le t te r s  w ill h av e  a  
lik ew ise  p ra c tic a l a p p lic a tio n .” A s a  t ru e  
B r i t is h  g e n tle m a n  sh o u ld  be, a n d  a lw ay s  
is, M r. P h illip s  g lad ly  accep ted  th e  op­
p o r tu n ity  to  re n d e r  se rv ice . A s a n  a id  in  
A m e ric an iz in g  th e  a lp h a b e t, M r. P h illip s  
offers th e  fo llow ing :
Com e h e re , l i t t le  fa th e a d , a n d  s i t  dow n 
by m e,
A nd le t  u s ru n  over y o u r new  A B C ,  
W h ereb y  we im p re ss  on th e  im m a tu re  
m in d
So m e fa c ts  of a  m o d ern , m o re  p ra c tic a l 
k in d .
A is  fo r  A xle  an d  A d d in g  M ach in e ;
B  is fo r  B a n k ru p t, w ho  h a s n ’t  a  B e an ;
C is fo r  C arbon , C ran k , C ar, C a rb u re to r , 
D  is  fo r  D eb en tu re  o r D o lla r  o r D e b to r; 
E  is  fo r  E x ch e q u e r a n d  office E q u ip m e n t, 
F  is  th e  F re ig h t  on a F o re ig n e r ’s sh ip ­
m en t ;
G is fo r  G aso line, G adget, an d  G ear,
H  is  th e  H o o te r  o r H o rn  th a t  we H e a r ;
I  is  fo r  In q u e s t (a s  e v e ry o n e  k n o w s ) ;
J  is th e  Jo y -rid e  fro m  w h ich  i t  a ro se ;
K  is fo r K in em a, K ey b o ard , a n d  K eel;
L  is  fo r L im o u sin e , w e a lth  a t  th e  w h ee l; 
M  is  fo r  M oney (a n d  n e v e r  you  do u b t i t ! ) ;  
N is th e  N o th in g  you c o u n t fo r  w ith o u t  i t ;
O is  O verd raw n , a n  e m b a r ra s s in g  s ta te , 
P  is th e  P a y m en t t h a t  P u ts  th e  th in g  
s t r a ig h t ;
Q is fo r  Q u o ta  a n d  Q u o ru m  a n d  Q uid—
R  is  fo r  R um , s o r t  of te rm s  fo r  a  k id ;
S is  th e  S creen  th a t  is  S ile n t a n d  m u te ;
T  is  th e  T a lk ie s  now  h o t in  p u r s u i t ;
U  is fo r U su ry , n o t a  n ice  w ord ,
V a lu e  rece iv ed  w ou ld  p e rh a p s  be p re ­
fe rre d  ;
W  s ta n d s  fo r th is  W o rld  a n d  i t s  W ay s ;
X , I im ag in e , is  m ere ly  X -ray ;
Y  is  fo r  Yen, w h ich  th e  Ja p a n e se  ch in k , 
A nd  Z is  fo r Z eppelin , Z ion, a n d  zinc. 
T he g ro u n d  is  th u s  covered  fro m  A u n to  
Zed,
So g e t a ll th e se  fa c ts  in  y o u r s il ly  y o u n g  
h e a d ;
A nd  w h en  you h av e  fin ish ed  you sh o u ld  
be a  m ore  
In q u is i tiv e  n u isa n c e  th a n  ev er before .
LATIN-AMERICA
W e h a v e  rece iv ed  a  v e ry  in te re s t in g  
le t t e r  fro m  S erg io  R a m ire z  de A re llan o , 
J r . ,  B ox  355, S an  J u a n , P o r to  R ico.
In  th is  le t te r  he  b r in g s  o u t v e ry  c le a rly  
th e  id ea  th a t  L a tin -A m erica  is  in  g re a te r  
need  th a n  ev er b e fo re  of c lo ser c o n ta c t 
a lo n g  a ll p ro fe ss io n a l l in e s  w i th  re p re ­
s e n ta t iv e  A m e ric an s  fro m  th e  S ta te s .
H e  re fe r s  to  th e  fa c t th a t  th ro u g h o u t 
m o st of th e  L a tin -A m erica n  c o u n tr ie s  p ub­
lic  a c c o u n ta n ts  h av e  n o t developed  th e  
p ro fe ss io n a l g ro u p  idea . P o r to  R ico  h a s  
h ad  i ts  I n s t i tu te  of P u b lic  A c co u n ta n ts  
s in c e  1925 a n d  se cu red  th e  p assag e  of 
a  C. P . A. law  in  1927. N o t lo n g  since, 
u n d e r  th e  a u sp ice s  of th e  P o r to  R ico  In ­
s t i tu te ,  a  c o n v en tio n  w as h e ld  a t  Ponce  
fo r  n o t on ly  i ts  m em b ers  b u t to  w h ich  
s tu d e n ts  o f  th e  U n iv e rs ity  of P o rto  R ico  
w ere  in v ite d .
T h e  p re se n t G o v ernor, T h eo d o re  R oose­
v e lt, is  co m m ended  in  th e  le t te r  fo r  th e  
in te re s t  w h ich  he  is sh o w in g  in  th e ir  
v a r io u s  a c t iv it ie s  a n d  th e  co o p era tio n  
w h ich  h e  is r e n d e r in g  local b u s in e ss  in ­
te re s ts .
H e  e sp ec ia lly  co m m en ts on th e  in te re s t  
w h ich  E u ro p e a n  fin an c ie rs  an d  m e rc h a n ts  
h a v e  sh o w n  in  th e  d ev elo p m en t of t ra d e  
w ith  L a tin -A m erica , n o tin g  th a t  in  1862 
b ra n c h  b a n k s  w ere  e s tab lish e d  in  a  n u m ­
b e r of th e  L a tin -A m erica n  c o u n tr ie s . T o ­
d ay  th e  in v e s tm e n ts  of B r i t is h  c a p ita l  in 
L a tin -A m erica n  b a n k s  is  c lose  to  a  b il­
l io n  d o lla rs . G e rm an y  h a s  fo llow ed  close­
ly  th e  p la n s  of th e  E n g lish  f in an c ie rs . 
F o re ig n  tra d e , in  o rd e r  to  b e  p e rm a n e n t 
an d  su ccessfu l m u s t be e s ta b lish e d  on a  
re c ip ro ca l b asis , a n d  E u ro p e a n  c o u n tr ie s  
h a v e  b o u g h t v e ry  la rg e ly  of th e  c r ude 
ex p o rts  f ro m  th e s e  v a r ie d  c o u n trie s . 
M a n u fa c tu r in g  is  b u t  l i t t le  k n o w n  
th ro u g h  th is  sec tio n , b u t ra w  m a te r ia ls  
a re  fo u n d  in  la rg e  a m o u n ts . I t  is  h is  
op in io n  th a t  o p p o r tu n itie s  fo r th e  in ­
d u s tr ia l iz a tio n  of th e se  c o u n tr ie s  a re  
a t  h an d .
In  o rd e r  th a t  fo re ig n  tr a d e  m ay  be de­
veloped, c a re  m u s t be ta k e n  to  observe  
an d  c a re fu lly  s tu d y  th e  m eth o d s  th a t  a re  
p e c u lia r  to  th a t  sec tio n . I t  w ill soon be 
a p p a re n t  fro m  su ch  s tu d y  th a t  b u sin ess  
in  L a tin -A m erica  m ay  be co n d u cted  a lo n g  
one of th e  fo llo w in g  lin e s :
(1) T he o p en in g  of a  p r iv a te  B ra n c h  
H ou se  fo r  each  c o u n try , o r fo r  a 
g ro u p  of c o u n tr ie s .
(a )  L ocal d e a le rs  a n d  m e rc h a n ts  
sh o u ld  be in te rv ie w e d  an d  ca re  
ta k e n  to  a s c e r ta in  ev ery  de­
ta i l  t h a t  m ig h t p o ss ib ly  h av e  
a n y  b e a r in g  on y o u r fu tu re  
m a rk e tin g  p lan s .
(b )  S am p les of c o m p e tin g  lin e s  
w ith  p rice s  a n d  m in u te  d a ta  of 
a ll  k in d s  sh o u ld  be s e n t  to  th e  
H om e Office fo r  re fe re n c e  p u r ­
poses.
(2 ) E s ta b lis h in g  an  ex c lu siv e  A gency  fo r 
each  c o u n try  w ith  a  re s id e n t  m e r­
c h a n t th e re in :
( a )  E co n o m ize  h eav y  in a u g u ra l  ex­
p en ses  in  th e  e s ta b lish m e n t of 
y o u r  ow n B ra n c h  H ouses.
(b )  T h e  ex c lu siv e  a g e n t  m u s t be 
a  re lia b le  p e rso n , sh re w d  an d  
w ith  a  h ig h  m o ra l s ta n d in g .
(c )  R e su lts  c an  be  a t ta in e d  q u ick e r 
a s  th e  ex c lu siv e  a g e n t is m o re
v e rsed  w ith  th e  c o n d itio n s  of 
th e  tra d e , etc .
(3 ) S e llin g  th ro u g h  y o u r ex c lu siv e  rep ­
re s e n ta tiv e  d ire c tly  a n d  c o n d u c tin g  
y o u r ow n sh ip p in g  a n d  b a n k in g .
T h e  a d v a n ta g e  of th is  sy s te m  
is  th a t  you  w ill be b e tte r  p ro ­
tec ted  a s  to  co llec tio n s , de liv ­
e rie s , e tc . S ti ll  th e re  a re  cu s­
to m e rs  w ho  do n o t w ish  to  be 
h a ra s s e d  by  b a n k s  fo r  collec­
tio n s .
(4 ) M a rk e tin g  y o u r  a r tic le  th ro u g h  som e 
A m e ric an  E x p o r t C o m m ission  H o u se :
T h is  sy s tem  is se ldom  u sed  
a s  i t  does n o t fa c i l i ta te  a  
w id e  d is tr ib u tio n  of th e  p ro d ­
u c t. A lso  th e  a r tic le  to  be 
th ro w n  on th e  m a rk e t  h a s  th e  
h a n d ic a p  of th e  “ m id d le m a n ,” 
“ d e a le r” a n d  “a g e n t ,” w h ich  
is  v e ry  d is a s tro u s  w h en  com ­
p e tin g  w ith  th e  E u ro p e a n  m a r ­
k e ts  w ho  se ll r e a d ily  on open 
te rm s.
(5 ) E x p lo itin g  y o u r goods th ro u g h  y o u r  
ow n re p re s e n ta t iv e  a n d  tu r n in g  th e  
a cc o u n t over to  a  loca l o r  n a tiv e  
c o m m iss io n  h o u se  o r m e rc h a n t fo r  
fo rw a rd in g  th e  goods and  c o lle c tin g  
fo r  sam e.
(6 ) U n it in g  w ith  se v e ra l m a n u fa c tu re rs  
in  a llied  l in e s  a n d  se n d in g  one sa le s ­
m an  to  re p re se n t  you, on a coo p era ­
tiv e  p lan .
E ac h  b u s in e ss  m u s t s e t tle  fo r i ts e lf  th e  
p a r t ic u la r  m e th o d  of s e c u rin g  fo re ig n  
com m erce  w h ich  i t  b e liev es is  b e s t a d a p t­
ed to  i t s  p a r t ic u la r  line . L a tin -A m erica n  
t r a d e  h a s  re q u ire m e n ts  w ith  re g a rd  to  
m eth o d  of p ack in g , m e th o d  of sh ip m e n t, 
a d v e r t is in g  of co m m o d ity  a n d  e x te n sio n  
of c re d it  w h ic h  m u s t be v e ry  c a re fu lly  
observed .
O ur c o rre sp o n d e n t fee ls  t h a t  L a tin -  
A m erica  offers a  w o n d e rfu l o p p o rtu n ity  
fo r  th e  e s ta b lish m e n t of in te rc o u n try  re ­
la t io n sh ip s  a n d  w o u ld  be  g lad  to  a n sw e r 
a n y  q u e s tio n s  w h ich  o u r m em b ers m ig h t 
sen d  h im  w ith  th e  th o u g h t  th a t  as peo­
p les  of th e  tw o  c o u n tr ie s  com e to  k n o w  
m o re  of each  o th e r , b o th  g ro u p s  w ill be  
benefited .
Classified Advertisem ents
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A  S E R V I C E
E N A B L I N G  Y O U  T O  D E T E R M I N E
F A C T S
The services o f the Business Methods Research Laboratory, 
now available to members o f the accounting profession, fill a 
long felt need for a center o f research where accountants may 
turn for impartial advice as to the best methods of obtaining 
facts concerning business methods. They make possible a 
scientific analysis of the puzzling problems which arise in your 
daily contacts.
In  the Laboratory . . . which is in no sense a salesroom or an 
exhibition . . . you w ill find an experienced staff whose mem­
bers are thoroughly fam iliar with present-day accounting 
machines and systems. There... entirely free from sales influ­
ence or obligation o f any sort... your problems w ill be treated 
with professional confidence while competent, trained assist­
ants conduct tests and experiments to determine which meth­
ods and which equipment are best suited for your particular 
requirements.
The sole purpose of the Laboratory is that o f service. Equip­
ped with a complete line o f Remington Rand products pertain­
ing to every phase o f accounting procedure, detailed demon­
strations with respect to specific applications are made as and 
when requested.
The services o f the Laboratory are available to those holding 
registration cards, *procurable on application.
•
The D irector of Methods Research Laboratory 
Remington Rand Business Service, Inc.
Remington Bldg., 374 Broadway 
New Y ork City
•
T H E  H O U R S : T en  a. m . to  Five p. m . O n  S a tu r d a y s :  N ine a. m . to  Twelve m .
Telephone Worth 7500
*T h ere w ill b e  no ch a rg e f o r  th e  use o f  th e  L a b o ra to ry  o r  its  se rv ices in  a n y  w a y  w h a tso ever
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An Open Letter to Accountants
Burroughs Adding Machine Company
D e t r o i t , M i c h i g a n
On account of your close association w ith retailers, we feel th a t  you 
will appreciate d irect inform ation abou t th e  com plete line of Burroughs 
C ash M achines which we recently announced. These m achines are an  
entirely  new developm ent in cash register construction and  operation, 
bu ilt in a varie ty  of styles to  m eet the exact requirem ents of different 
types of business.
R etailers everywhere will appreciate th e  speed and  ease w ith  which 
each transaction  m ay be recorded on a B urroughs C ash M achine.
Small retailers will particu larly  appreciate th e  fact th a t  the  B urroughs 
C ash M achine is m ore th an  a cash register. I t  can be converted 
instan tly , w ithout d isturbing locked-in sales to tals, in to  a fast adding 
m achine for handling all kinds of figure work.
Prices are surprisingly low for all m odels. W e shall be glad to  answer 
any  questions regarding features, models, prices, etc.
Burroughs Adding M achine C om pany
IM P O R T A N T  A D V A N T A G ES— E v ery  sale p rin ted  and  recorded 
. . . locked-in to ta ls  under ow ner’s c o n tro l . . . to ta ls  of quan tities  
as well as am ounts . . .  separa te  to ta ls  of cash and  charge sales . . .  
d e ta il tap e  . . . enforced identification  of clerks . . . validates 
paid-outs or sales tickets  . . . to ta ls  each custom er’s purchases, 
furnishes receip t . . . descrip tive keys . . . h and  or electric models.
M achine illustrated is one o f  
many styles for stores where 
single item sales are the rule, 
su ch  as drug sto res , shoe  
stores, etc.
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
How this training 
meets the needs of the individual
ONE o f the interesting features o f the course in  A ccounting offered  
by the International A ccountants Society, Inc., is its w ide range o f 
selectiv ity , w hich affords th e student specialized instruction .
The chart shows how  the student can select m ore than one-half h is  
lessons to  cover subjects pertaining to  w ork in  w hich he is m ost interested.
T his elective feature enables th e student to  progress d irectly to a 
specific goal. A fter attaining h is goal, he can broaden h is know ledge 
by proceeding w ith  the study o f the rem aining subjects.
Upon request, w e w ill g la d ly  send ou r bookle t, "How to learn A ccount­
in g ,” to  anyone who is in terested  in  obtain ing fu ll inform ation  
regarding I. A . S. train ing. A ddress the In ternational A ccountants 
Society, Inc., 3411 South M ichigan A venue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y , I n c .
A Division of the
ALEXANDER HAMILTON INSTITUTE
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC  ACCOUNTANTS
“L ife  is too short to be little.”
— D is r a e l i .
PRESIDENT’S COLUMN
TEAM WORK
OUR professional advancement is not the result of individual work but the result of team work. 
It is like a game of football. Coaches are agreed that 
in order to have a successful team, one that will win, 
is to have each player regard himself as a part of a 
well balanced machine and not as being the whole 
thing. We have seen a single player, sometimes a 
star, with the ambition to play to the grandstand, 
ruin the chances of his team simply because he lost 
sight of the fact that without perfect team work suc­
cess was not possible.
In State Societies and The American Society we 
don’t need stars, believing in individual programs, 
but we do need the benefit of team work. The pro­
gram that is the winner has only been possible by the 
fact that we all pull together. Our membership would 
double in less than a week’s time if each one who is 
now a member secured one application for member­
ship— just one— and it can be done without sacrifice 
or effort.
As in football, one officer or member by trying to 
be a star can prove to be a handicap to the work of 
the Society. In football the common purpose is 
touchdowns; in our Society work it is the advance­
ment of the profession and this cannot be done by 
individual action, but by united effort and strict ob­
servance of all rules.
We have seen the halfback take the ball only to be 
thrown for a loss simply because there was no good 
interference, but what of the officer or chairman of a 
committee trying to carry out a responsibility with­
out any support? So as in football we need interfer­
ence to knock down every obstacle. Each member 
has his particular piece of work to do if we are to 
win, or it means that the officer or chairman of a 
committee must work under a handicap and render 
a service that is only in part what might have been 
possible had you given the carrier of the ball the in­
terference he should have had and which you were 
capable of giving.
We do not participate in the activities of our State 
Societies and The American Society with the same 
energy, enthusiasm, and drive that we play football, 
baseball and other games requiring team work. The 
man in the stands plays with the same intenseness 
as the player on the field, the only difference being 
one is in uniform and the other is not, but both play 
the game. Then why can’t we give our professional 
organizations’ programs a similar enthusiasm instead 
of a passive and disinterested consideration.
In our profession as in football there are a few who 
after a period of trial stand out above their fellows, 
but honor comes to them because— first of all they 
have been good team workers, rules have been strictly 
observed, always showing a spirit of cooperation, 
never overlooking an opportunity large or small to 
advance their profession.
Your State Society and The American Society to 
be successful must have team work; a team fired with 
enthusiasm, unquestionable faith, you giving it the 
driving power and endurance that your program will 
be carried out. In others words, to win we need team 
workers, not stars, and all can be team workers.
Your membership in The American Society and 
your State Society has a value which is determined 
by what amount of yourself, your time, enthusiasm, 
and energy you put into these two organizations.
HERM AN C. J. PEISCH.
AN OHIO VETO
THE Ohio Legislature passed Senate Bill, No. 9, which was a bill regulating engineers. The 
same was vetoed by Governor White. One reason 
given for the veto has such a direct relationship to 
accounting that we are quoting the first three para­
graphs of the veto message, which were as follows: 
“It is with regret that I am compelled to disap­
prove of this bill in its present form. I have the 
highest regard for the engineering profession and 
the greatest sympathy with the desire to raise its 
standards and to protect its worthy members from 
unworthy competition. This present bill, however, is 
so manifestly faulty in form as to render its enact­
ment inadvisable. Among other patent defects are 
these:
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“Section 24 provides that ‘a firm or a copartner­
ship or a corporation may engage in the practice of 
the profession of engineering and land surveying  
under the provisions of th is act * * * provided the  
person or persons connected w ith  such concerns * * * 
are registered as required under this act * * *.'
“It has long been an accepted principle o f juris­
prudence that corporations should not engage in pro­
fessional business. This principle is embodied in  
the General corporation law  of the State (General 
Code 8623-3), which provides that a corporation for  
profit may be formed under the law s of Ohio for any 
purpose except that o f carrying on professional 
business. The professional relationship is essentially  
a confidential relation to which an impersonal cor­
poration can not well be a party. The effort on the  
part o f professional men generally to raise profes­
sional standards would be seriously hampered if  th is  
principle were not observed. To perm it this inroad 
upon it would be very unw ise.”
There was a tim e when a considerable number of 
accounting organizations were incorporated, think­
ing  thereby to lessen the liability  of the proprietors. 
M ost of the recent law s contain provisions under 
which corporations may not thereafter be organized  
for  the purpose of carrying on an accounting prac­
tice. The clear-cut statem ent of Governor W hite in  
th is particular veto m essage would apply equally well 
to  any attem pt to legalize an incorporated account­
in g  practice.
M EM PHIS, T E N N E SSE E
T HE Board of Directors, at Denver, decided that The American Society should m eet in 1931 at 
Memphis. The Board of Directors will have its Spring  
m eeting on May 4, and in order that it  m ight have 
before it som ething definite in the w ay of suggested  
plans w ith regard to local arrangem ents, the Secre­
tary and Edward S. E lliott, State Representative and 
Director for the S ixth  D istrict, visited four cities in 
Tennessee, March 25-28. The first stop was at K nox­
ville, then to Chattanooga, Nashville, and lastly at 
Memphis.
W hile the trip was prim arily made at th is tim e 
w ith reference to  the Memphis meeting, special em­
phasis was placed in the city conferences on the 
necessity for chapter organizations. The first tim e 
the present Secretary visited Tennessee, he found two  
State societies, neither one o f which had much more 
than an existence. Shortly follow ing that v isit ar­
rangem ents were made for their consolidation and 
plans were suggested for the chapter plan of organi­
zation, but practically nothing has been accom­
plished. So far as th e S tate society was concerned, 
i t  was still largely a Memphis affair, w ith  the result
that it had been hard for the certified men to develop 
a State-w ide sp irit of cooperation.
In each place the accountants, whether members 
of The American Society or not, expressed their in­
terest in the m eeting next fall and their w illingness 
to cooperate under the leadership of the Memphis 
group towards m aking it a success. I t  was also fe lt  
that the idea of the city chapters should be developed 
and the Memphis accountants, who practically repre­
sent 90 per cent of the present membership, were 
asked to make all necessary amendments so as to 
fully develop the chapter idea.
A new member of the State Board w as appointed  
the day we were at Chattanooga, and the State Board 
had a m eeting on the follow ing day at Knoxville.
The Memphis accountants are getting  their plans 
for entertainm ent ready for presentation to the 
Board at its May m eeting. Headquarters w ill be at 
the Hotel Peabody, which in many ways surpasses 
any hotel headquarters which the Society has enjoyed  
in its previous m eetings. Each issue of T h e  C e r t i ­
f i e d  P u b l i c  A c c o u n t a n t  from  now on w ill contain  
some item s of interest w ith  regard to the 1931 m eet­
ing of The American Society,
LEGISLATION
TH E Oklahoma Bill has been signed by the Gov­ernor. This g ives Oklahoma a Board of five 
certified public accountants.
In K ansas a bill w as introduced in the House which  
would have taken from  K ansas U niversity the super­
vision o f the C. P. A. exam inations; would have 
placed the sam e in the hands of a board of five ac­
countants; would have done aw ay w ith  the C. P. A. 
certificate (of course, any already issued could not 
have been legislated out o f existence) ; would have 
registered every accountant, g iv ing  the individual the 
right to label h im self as R. P. A. The bill was killed  
in committee.
The M innesota com m ittee decided not to report out 
either o f the bills before them.
In Pennsylvania a new type of legislation appeared 
in the form  of a bill sponsored by the State Bar A s­
sociation which would make it  unlawful for any per­
son not a member o f the bar to  appear as an advocate 
before any court o f record, commissioner, referee, or 
any body, board, com m ittee or commission consti­
tuted by law  or having authority to settle controver­
sies or to advise or counsel another as to  the law  
relating to any subject or as to  rights under the 
law, etc. W hile it is understood th at the contem­
plated legislation has in mind the rapid development 
of trust company procedure, accountants can easily  
recognize the handicap which would be placed upon 
them in serving their clients should such a law  be 
enacted.
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T h e  M odern Court for Business M en
T H E  U. S. D e p a rtm e n t of C om m erce is  a u th o r i ty  fo r  th e  s ta te m e n t th a t ,  “ o u ts id e  of w a r  th e  g re a te s t  
s in g le  ite m  of p re v e n ta b le  w a s te  is c iv il 
l i t ig a t io n .” A n i l lu m in a tin g  a n d  in te r ­
e s tin g  p iece of in fo rm a tio n  th a t  sho u ld  
be m ad e  th e  su b je c t of re flec tio n  on th e  
p a r t  of b u sin e ss  m en  g e n era lly . Such  a 
co n d itio n  w ith  i ts  r e s u l ta n t  w a s te  is n o t 
c o n so n an t w ith  m o d e rn  co n cep tio n s of 
b u sin ess  efficiency.
G o v ern o r R oosevelt, of N ew  Y ork, in  
a d d re ss in g  a  g ro u p  of m e rc h a n ts  in  N ew  
Y ork C ity  re ce n tly , s tro n g ly  ad v o ca ted  
A rb itra t io n  as a  m ea n s  of s e t t l in g  d if­
fe ren ces b e tw een  in d iv id u a ls  an d  o r­
g an iz a tio n s .
H e n ry  W . T a f t ,  P re s id e n t  of th e  N ew 
Y ork C o u n ty  L a w y e rs ’ A sso c ia tio n , in  
a re ce n t a d d re ss  re fe r re d  to  A rb itra t io n  
in  th e se  te rm s :  “A rb i t ra t io n  is  one of 
th e  g re a te s t  boons th is  age h as  p roduced . 
I t  s e ttle s  d isp u te s  w i th in  tr a d e s  on  a  
f a ir  an d  e q u ita b le  b as is  an d  i t  is bound  
to  liv e .”
I rv in g  T. B u sh , P re s id e n t  of th e  B u sh  
T e rm in a l C om pany , sp eak s  of A rb itra ­
tio n  a s  “ an  a d ju d ic a t io n  of a d isp u te  on 
th e  fac ts . T h e  a w a rd  is based  on  ju s ­
tice  an d  eq u ity  a s  c e r ta in ly  a s  is a  de ­
c is io n  by th e  c o u rts . T h e re  is less l ik e ­
lihood  of a m is c a rr ia g e  of Ju s tic e  
th ro u g h  an  u n fa ir  co m p ro m ise  w h en  d is­
p u te s  a re  se ttle d  by m en  ex p erien ced  in  
th e  p a r t ic u la r  t r a d e  inv o lv ed  th a n  w h en  
cases a re  se t tle d  by a n  in ex p e rie n c ed  
ju ry  w ho becom e so con fu sed  t h a t  th e y  
u l tim a te ly  a g re e  to  g ive  som ebody som e­
th in g . An a rb it r a t io n  can  be h e ld  a n y ­
w h ere ; p r iv a c y  is  a s su re d .”
T he p ic tu re  of c o u r t  t r ia l s  of t r a d e  or 
tech n ica l cases is n o t c a lc u la te d  to  s t i r  
th e  e n th u s ia sm  of an y  in te l l ig e n t  in d i­
v id u al. A cco rd in g  to  one w ho is w ell 
qua lified  to  e x p re ss  a n  op in io n , th e y  
a re  sad ly  la c k in g  in  th e  fu n d a m e n ta ls  
of so u n d  com m on sense .
Jo sep h  M. P ro s k a u e r , one of th e  ab le s t 
an d  m ost fo rw a rd -lo o k in g  m en  to  h av e  
occupied  a h ig h e r  ju d ic ia l  p o s itio n  a n d  
u n t il  re c e n tly  Ju s tic e  of th e  A p p e lla te  
D iv isio n  of th e  S u p rem e  C o u rt of N ew  
Y ork, w r i t in g  in  th e  N ew  Y o rk  T im es, 
su m s up  h is  id eas  in  th is  w a y : “ I m a in ­
ta in  th a t  th e  sy s te m  of ju ry  t r ia l s  in  
c iv il c o n tra c t  cases h a s  b een  t ra n s fo rm e d  
fro m  a  u se fu l p ro cess  in to  a  w a s te fu l, 
ineffective, o u tw o rn  fe tish . W e observe  
d a ily  th e  sp ec tac le  of p e rfe c tly  h o n e s t 
ju ro rs , u n tr a in e d  in  th e  a n a ly s is  of ev i­
dence, ig n o ra n t  of th e  su b je c t m a t te r  of 
th e  l it ig a t io n , s i t t in g  th ro u g h  long , com ­
p lica ted  t r ia l s  w ith  sco res of d o cu m en ts  
and  le t te r s  a n d  a cc o u n ts  in  ev idence , 
v a in ly  e n d e a v o rin g  t o  in te r p r e t  th a t  
w h ich  th e y  c a n n o t u n d e rs ta n d .”
T h e  ju ry  sy s te m  as  i t  a p p lie s  p a r t ic u ­
B y  J .  W IL L IA M  W IL E Y
N ew  R ochelle , N ew  Y ork
la r ly  to  tra d e  a n d  tec h n ic a l s u i ts  is con­
ceded ly  inefficien t a n d  a b o rtiv e  of th e  
en d s of ju s tic e . T h e  av era g e  ju ry m a n , 
h o w ev er h o n e s t a n d  go o d -in ten tio n ed , 
b a tt le s  a g a in s t  odds in  a tte m p tin g  to  
re ac h  an  in te l l ig e n t  a n d  ju s t  v e rd ic t 
w h en  p a s s in g  up o n  th e  m an y  difficult 
q u e stio n s  p re se n te d  to  h im .
J u s t  com m on  p e rce p tio n  m ak es it  c le a r  
th a t  th is  is  a n  ag e  of sp e c ia liz a tio n . W e 
co u ld n ’t  ex p ec t a  p lu m b e r to  q u a lify  to  
p a ss  ju d g m e n t on th in g s  w h ich  on ly  an  
e le c tr ic ia n  m ig h t be ex p ec ted  to  k n o w ; 
n o r  a  m ec h an ic a l e n g in e e r  to  be fa m il ia r  
w ith  th e  c h e m is t’s field an d  so on, ad  
in fin itu m .
T he N ew  Y o rk  C o u rt of A ppeals, on 
J u n e  3, 1930, u p h e ld  th e  a w a rd  in  an  
a r b i t r a t io n  of a  d isp u te  in v o lv in g  a 
s to ck  ex ch an g e  t r a n s a c tio n  w h ich  a  S u ­
p re m e  C o u rt ju s tic e  h a d  se t a sid e  on th e  
g ro u n d s  t h a t  one of th e  a r b i t r a to r s  w as 
d isq u a lified  to  se rv e  becau se  he  w as  a  
s to ck  b ro k e r. T h is  r u l in g  s u s ta in s  an d  
v a lid a te s  th e  v e ry  fo u n d a tio n  on w h ich  
A rb i t ra t io n  is  fo u n d e d ; th a t  of e x p e r t  
o r ex p erien ced  a rb it r a to r s .
T h e  N ew  Y o rk  C u rb  h a s  an  A rb i t r a ­
t io n  C o m m ittee  w h ic h  m ee ts  re g u la r ly  
to  decide d ifferen ces w h ich  occur be­
tw een  b ro k e rs . S u ch  a rb i t r a t io n  h a s  
b een  a  g re a t  success an d  th ey  ra re ly  
h a v e  a n y  d is s a t is fa c t io n  w ith  th e  dec i­
s io n s  of th e  co m m ittee .
T h e  m e r i ts  of A rb itra t io n  w ere  rec ­
ogn ized  c e n tu r ie s  ago. In  p ra c tic a lly  its  
p re se n t  fo rm , i t  w as em ployed  by  th e  
G reek s in  350 B. C. In  th e  w o rk s  of 
P la to  e n tit le d  “L aw s” is fo u n d  th is  p a s ­
sag e : “ T h e re  sh a ll be e lected  ju d g es  in  
th e  c o u r ts  w ho sh a ll  be ch osen  by th e  
p la in tif f  a n d  d e fe n d a n t in  com m on. 
T h ese  sh a ll  be  ca lled  a rb i te r s .” T h e  
sam e  sy s te m  w as u sed  by  th e  R o m an s 
th ro u g h o u t n e a r ly  a th o u sa n d  y ears , 
fro m  450 B. C. to  530 A. D.
W e find th e se  co u n ts  in  th e  g e n e ra l in ­
d ic tm e n t of c o u r t  t r ia l s  in  eq u ity  c a se s :
1st— I n a b il i ty  of ju ro r s  to  c o m p e ten tly  
p a ss  on te c h n ic a l ev idence, th u s  r e n d e r ­
in g  u n in te l l ig e n t  a n d , th e re fo re , u n ju s t  
v e rd ic ts .
2nd— T h e  co st of c o u rt t r ia l s  is nec­
e ssa r ily  h ig h .
3 rd— D elay s a re  com m on an d  o ften  ex ­
te n d  over a  p e r io d  of y e a rs .
4 th — T ria l  s tr a te g y  in v o lv es th e  sh a rp  
p ra c tic e s  of law y ers , r a th e r  th a n  d iscov­
e ry  of th e  fac ts .
5 th — R u les  of ev id en ce  h in d e r  an d  of­
te n  p re v e n t b r in g in g  o u t th e  t r u th .
6 th — T h e  loss of “ good w ill” is  n o t 
on ly  a  p o ss ib ility , b u t  a  p ro b a b ility .
A rb itra t io n , on th e  o th e r  h an d , m ay
be u sed  to  e x p ed itio u s ly , eco n o m ica lly  
a n d  s a t is fa c to r i ly  so lve  b u s in e ss  difficul­
t ie s  a m o n g  m en  w ho a re  u su a lly  k n o w n  
to  each  o th e r  a n d  w ho  re sp e c t each  
o th e r ’s k n o w led g e  of th e i r  in d iv id u a l 
b u sin ess .
T h e  f irs t s te p  to  a s su re  one of th e  a d ­
v a n ta g e s  of A rb itra t io n  is th ro u g h  th e  
in s e r t in g  of a n  a rb i t r a t io n  c lau se  in  
co m m erc ia l c o n tra c ts . T h e  c lau se  used  
v a r ie s  a c c o rd in g  to  th e  p a r t ic u la r  n eeds 
of th e  b u s in e ss  a n d  to  th e  re q u ire m e n ts  
of th e  law . C are  sh o u ld  be e x erc ised  in  
i ts  se lec tio n  an d  e ith e r  a n  a tto rn e y  o r 
th e  A m e ric an  A rb itra t io n  A sso c ia tio n  
co n su lted . T h e  c la u se  u sed  b y  th e  N ew  
Y ork  B u ild in g  C o ngress re a d s :  “A ll 
c la im s, d em an d s, d isp u tes , d ifferences, 
c o n tro v e rs ie s  an d  m is u n d e rs ta n d in g s 
a r is in g  u n d e r, o u t of or in  r e la tio n  to  
th is  c o n tra c t  o r  th e  b re ac h  th e re o f  sh a ll 
be su b m itte d  to  a n d  be d e te rm in e d  by 
a rb it r a t io n , p u r s u a n t  to  th e  A rb itra t io n  
L aw  of th e  S ta te  of N ew  Y ork  a n d  th e  
T r ib u n a l  of Ju s tic e , k n o w n  as th e  C o u rt 
of A rb itra t io n , e s ta b lish e d  a n d  co n d u cted  
by th e  N ew  Y ork  B u ild in g  C o ngress an d  
in  a cco rd an ce  w ith  i ts  ru le s .”
C ases m ay  be su b m itte d  to  a rb it r a t io n , 
h ow ever, even th o u g h  no  a g re e m e n t w as 
m ad e  a t  th e  tim e  a  c o n tra c t  w a s  e n te re d  
in to . T h is  m ay  be done by  w h a t  is 
k n o w n  as a  su b m iss io n , s ig n ed  by  b o th  
p a r tie s , w h ich  is m ere ly  an  a g re e m e n t 
to  a r b i t r a te  th e  d isp u te  w h ich  is se t 
fo r th  th e re in .
W h en  a g ree d  to  in  e ith e r  w ay, a rb i­
t r a t io n  becom es v a lid , irrev o c ab le  a n d  
en fo rceab le , b o th  u n d e r  th e  F e d e ra l  L aw  
an d  th e  A rb itra t io n  L aw s of th e s e  
S ta te s :  A rizo n a , C a lifo rn ia , C o n n ecticu t, 
L o u is ia n a , M a ssach u se tts , N ew  H a m p ­
sh ire , N ew  Je rse y , N ew  Y ork, O regon, 
P e n n sy lv a n ia  a n d  R h o d e  Is la n d .
As a  m a t te r  of p rin c ip le , each in d u s try  
sh o u ld  o rg a n iz e  to  h a n d le  cases in  i ts  
ow n field.
T h e re  a re  fo rty -one  re p re se n ta t iv e  a s ­
so c ia tio n s  id en tif ie d  w ith  th e  A m erican  
A rb itra t io n  A sso c ia tio n  S y stem , th re e  
h u n d re d  m o re  p a r tic ip a te  in  i ts  ed u ca ­
tio n a l w o rk , an d  one h u n d re d  m o re  u se  
th e  A rb i t ra t io n  c lau se  reco m m en d ed  by 
it.
T he N ew  Y o rk  B u ild in g  C ongress, 
w hose  m em b e rsh ip  co m p rise s th e  m a jo r­
i ty  of re p re s e n ta t iv e  co n ce rn s  en g ag ed  
in  th e  b u ild in g  b u s in e ss  in  N ew  Y ork  
C ity  an d  i t s  e n v iro n s , a ll u se  a  u n ifo rm  
a r b it r a t io n  c lau se . T h e ir  c o n tra c ts  a g ­
g re g a te  m illio n s  of d o lla rs . T w e n ty  p e r  
c en t of th e  to ta l  of s ix  b illio n s  of d o lla rs  
of b u ild in g  in  th e  U n ited  S ta te s  is  done 
in  th is  a re a . T h is  o rg a n iz a tio n  h a s  e s­
ta b lish e d  i ts  ow n ru le s  u n d e r  th e  g u id ­
an ce  an d  d ire c tio n  of i ts  A rb itra t io n  
C o m m ittee .
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T h e D ire c to r  of th e  C o n g ress s ta te s  
th a t  in  th e  p a s t th re e  y e a rs  n o t a  sin g le  
ap p ea l h a s  been  ta k e n  fro m  an  aw ard . 
T h e  a v e ra g e  le n g th  of tim e  to  conclude  
a  case, a f te r  i t  is e s tab lish e d , is  fro m  
te n  days to  tw o  w eeks.
T h e  C re d it A sso c ia tio n  of th e  B u ild in g  
T ra d e s  of N ew  Y ork  a lso  u ses th is  
m e th o d  a s  a  m ean s  of a d ju s tin g  d iffe r­
ences b e tw een  i ts  m em b ers . T h e  m a­
jo r i ty  of th e i r  cases a re  h e a rd  by  a  reg ­
u la r  c o m m ittee  w ho s i t  on fixed d ays 
w ith  cases co m in g  up  a t  sc h ed u led  tim e s . 
E ig h te e n  of th e  le a d in g  d e p a r tm e n t  
s to re s  a re  p u t t in g  a r b i t r a t io n  c lau se s  in  
c o n tra c ts  in v o lv in g  $400,000,000 a n n u ­
a lly . C ross & B row n , one of th e  le a d in g  
re a l  e s ta te  firm s in  N ew  Y ork  C ity , h ave  
in c o rp o ra te d  a n  a r b i t r a t io n  c lau se  in  a ll 
of th e i r  c o n tra c ts .
A ll lea se s  fo r  th e  n ew  C h ry s le r  B u ild ­
in g  in  N ew  Y o rk  C ity  c o n ta in  a n  a rb i­
t r a t io n  c lau se  w h ich  in i t ia te s  th is  id ea  
in  th e  re a l ty  field in  N ew  Y ork.
In  p ra c tic a lly  ev ery  one of th e  p r in ­
c ip a l c it ie s  of th e  U n ite d  S ta te s , th e re  
h a v e  been  se lec ted  in d iv id u a ls  w ho  m ay 
be ca lled  upon  to  a c t a s  a rb i t r a to r s .  In  
a ll, th e re  a re  1700 t r ib u n a ls  in  w h ich  
7000 a r b i t r a to r s  a re  a v a ilab le  to  se rv e  
in  th e  d ec is io n  of d isp u tes .
T h e  U n ite d  S ta te s  A rb i t ra t io n  A ct be­
cam e effective  J a n u a ry  1, 1926, m a k in g  
va lid , irrev o c ab le  an d  en fo rceab le  w r i t te n  
p ro v is io n s  o r a g re e m e n ts  fo r  th e  h a n ­
d lin g  of d isp u te s  a r is in g  o u t of m a r i t im e  
t ra n s a c tio n s  o r c o n tra c ts  r e la tin g  to  com ­
m erce  a m o n g  th e  s ta te s  o r  te r r i to r ie s .
T he  N ew  Y ork  S ta te  A rb i t ra t io n  A ct 
w as p assed  in  1920 a n d  is  a  fine p iece  of 
leg is la tio n . T h e  o th e r  S ta te s  m e n tio n ed  
h av e  law s s im ila r  in  c h a ra c te r .  S ta te  
le g is la tu re s  h av e  been  a sk e d  to  e n a c t 
m o d e rn  co m m erc ia l a r b i t r a t io n  law s in  
a ll s ta te s  w h ich  do n o t now  h av e  th em , 
to  be  a d a p te d  to  th e  n eed s of m o d ern  
b u s in e ss  in  th e  sam e  w ay  a s  is  th e  
“N eg o tiab le  In s t ru m e n ts  L aw .” T h e  p a r ­
t ie s  to  a  d isa g re e m e n t m ay  se lec t one 
a r b i t r a to r  by jo in t  co n se n t or th e y  m ay  
p ro v id e  fo r m ore  th a n  one.
A rb i t r a to r s  a re  se lec ted  fo r th e i r  fit­
n e ss  in  p o in t of k n o w led g e  a n d  e x p e ri­
ence an d  becau se  of th e i r  in te g r i ty  of 
c h a ra c te r .  T h e  p r im e  o b jec t of a n y  p ro ­
ceed in g  is  to  fa c i li ta te  b r in g in g  o u t th e  
fa c ts  w ith o u t h in d ra n c e , d e lay  or u n d u e  
fo rm a lity . T h ey  a re  th e n  fu lly  an d  
p ro p e rly  w e ig h ed  a n d  c o n s tru e d  to  fo rm  
th e  b as is  o f th e  a w ard .
A rb i t ra to rs  a re  p laced  u n d e r  o a th , a s  
a re  a lso  th e  w itn esse s . T h ey  h a v e  th e  
po w er to  su b p o en a  w itn esse s , books, p a ­
p e rs  an d  o th e r  n e ce ssa ry  d o cu m en ts .
U n d er th e  A rb itra t io n  L aw , w h e re  a n  
ag re e m e n t to  a r b i t r a te  h a s  been  m ade, 
e ith e r  p a r ty  m ay  p e ti t io n  th e  c o u rt to  
o rd e r  a  d is s e n tin g  p a r ty  to  p ro ceed  w ith  
th e  case a n d  m ay  a lso  s ta y  a n y  c iv il 
action  p e n d in g  th e  re su lt of th e  a r b i t r a ­
tio n .
In  M ay of 1930, th e  N ew  Y o rk  S ta te  
C o u rt of A ppeals , in  a  fa r-re a c h in g  deci­
sion , h e ld  th a t  a  p a r ty  to  a n  agreem en t  
p ro v id in g  fo r a rb i t r a t io n  u n d e r  th e  ru le s  
of th e  A m e ric an  A rb i t ra t io n  A sso c ia tio n  
m ay  p roceed  w ith  th e  a rb i t r a t io n  a n d  to  
a  v a lid  a w ard , ev en  th o u g h  th e  o th e r  
p a r t y  re fu se s  to  p a r tic ip a te ,  w ith o u t f irs t 
o b ta in in g  a  p re lim in a ry  c o u rt  o rd e r  d i­
re c t in g  th e  o b jec tin g  p a r ty  to  p roceed . 
T h is  u p h o ld s  S ec tio n  4-A of th e  N ew  
Y o rk  S ta te  A rb i t ra t io n  L aw .
T h e  tim e  a n d  p lace  of a h e a r in g  is  
u su a lly  e s ta b lish e d  by  th e  a r b i t r a to r  a f­
te r  c o n su lta tio n  w ith  th e  in te re s te d  
p a r tie s .
T h e  a r b i t r a to r  h a s  w ide  d isc re tio n a ry  
p o w ers an d  is  n o t bou n d  by ru le s  of e v i­
dence  o r leg a l p re c e d e n ts  o r fo rm a litie s .
T h e  c o m p la in a n t is  u su a lly  h e a rd  firs t 
a n d  o ra l te s tim o n y  is  ta k e n  u n less  o th e r ­
w ise  ag reed . A cco rd in g  to  a  c o u rt  de­
c is io n  h a n d ed  dow n, a tto rn e y s  a re  p e r ­
m itte d  to  re p re s e n t  p a r tie s  w h en  con­
se n ted  to  by b o th  of th em .
P ro g re ss iv e  law  firm s reco m m en d  a r ­
b i tr a t io n  to  th e i r  c lie n ts . I n  fa c t, a  
m em b er of th e  b a r, C a rl E . H e rr in g , in  a  
re c e n t  speech  sa id : “ T he  b u s in e ss  of a  
la w y e r’s office h a s  ch an g ed . G en era lly  
sp e ak in g , he  no  lo n g e r w a its  fo r a  d is­
p u te  to  a r is e , he  is  re ta in e d  to  p re v e n t 
it. H e  is  n o  lo n g e r  en g ag ed  fo r h is  
fo ren s ic  a n d  t r ia l  a b il i t ie s  so m u ch  as 
fo r h is  co u n se l.”
A law y er m ay  v e ry  p ro p e rly  e ith e r  
se rv e  a s  co u n se l a t  a n  a rb i t r a t io n  o r m ay  
a c t a s  a n  a r b i t r a to r  in  a case  in  w h ich  
he is n o t in te re s te d , a n d  th u s  b r in g  to  
th e  case  a  so u n d  kn o w led g e  of law  as 
w ell a s  of fac t.
T h e  a w a rd  o r d ec is io n  of a n  a r b i t r a to r  
m ay  be confirm ed  th ro u g h  a  m o tio n  in  
a  c o u rt so th a t  i t  h a s  th e  fo rce  an d  
effect of a  c o u r t ju d g m e n t. A n a w a rd  
m ay  n o t be  se t a s id e  o r a  r e h e a r in g  h a d  
excep t u p o n  p ro o f of p re ju d ice , f ra u d  or 
c o rru p tio n , o r o th e r  i r r e g u la r i ty ,  in  
w h ich  case  a n  ap p ea l m ay  be ta k e n  fro m  
a n  o rd e r, v a c a tin g  a n  a w a rd  in  th e  
sam e  w ay  a s  in  a n  a c tio n .
I n  th is  co n n ec tio n , i t  is  in te re s t in g  to  
n o te  th a t  o u t of 344 cases t r ie d  u n d e r  
th e  au sp ice s  of th e  A m e ric an  A rb i t r a ­
t io n  A sso c ia tio n  in  1929, fo u r  ap p ea ls  
w ere  m ad e  to  se t  a s id e  th e  a w ard . T he  
c o u rt  h a s  su s ta in e d  th e  a w a rd  in  th re e  
of th e se  cases a n d  th e  fo u r th  case  is  
p en d in g .
T he low  co st of a rb i t r a t io n  is  one of 
i ts  s tro n g  a d v an tag e s . W h en  th e  a rb i­
t r a to r  is  to  rece iv e  a  fee, i t  m ay  be fixed 
by  a g re e m e n t b e tw een  th e  p a r tie s  in  th e  
su b m issio n . W h ere  i t  is  n o t so fixed, 
th e  a w a rd  m a y  re q u ire  th e  p a y m e n t by 
e i th e r  p a r ty  of th e  a r b i t r a to r s ’ fees, n o t 
ex ceed in g  th e  fees a llow ed  to  a  lik e  n u m ­
b e r  of re fe re e s  in  th e  S u p rem e  C ourt, 
th a t  is to  say , $10.00 fo r each  h e a r in g  
an d  expenses.
U n d e r th e  a r b i t r a t io n  ru le s  ad o p ted  by
som e tr a d e  a sso c ia tio n s  a rb i t r a t io n s  a re  
co n d u c ted  fo r m em b ers  w ith o u t ch arg e , 
w h ile  in  o th e rs  a  fixed c h a rg e  is m ade 
re g a rd le s s  of th e  a m o u n t in v o lv ed  o r 
th e  c h a ra c te r  of th e  d isp u te .
T h e  co st of a r b i t r a t io n  p ro ceed in g s  
h e ld  u n d e r  th e  ru le s  of th e  A m e ric an  A r­
b i tr a t io n  A sso c ia tio n  in  i ts  t r ib u n a ls  h a s  
b een  fixed in  a  sch ed u le  of fees w h ich  is  
b a sed  on th e  a m o u n t in v o lv ed  in  th e  con­
tro v e rs y  a n d  w h ich  cov ers  on ly  th e  a c tu a l 
ex penses in c u r re d  in  th e  h e a r in g . T h is  
sch ed u le  of fees is a s  fo llow s:
$10.00 to  each  p a r t y  w h ere  th e  am o u n t 
in v o lv ed  is  le ss  th a n  $1,000.
$25.00 w h en  th e  a m o u n t is $1,000 an d  
less th a n  $5,000.
$50.00 w h en  th e  a m o u n t is $5,000 an d  
less th a n  $10,000.
$100.00 w h en  th e  a m o u n t is $10,000 an d  
less th a n  $100,000 an d
$150.00 w h en  th e  a m o u n t is m ore  th a n  
$100,000 a n d  le ss  th a n  $200,000.
W h en  th e  a m o u n t is  $200,000 o r m ore  
th e  fees a re  fixed by  th e  A rb itra t io n  
C o m m ittee  in  c o n su lta tio n  w ith  th e  
p a r tie s .
H a lf  of th e  o r ig in a l fee is c h a rg ed  to  
each  p a r ty  fo r  each  a d d itio n a l h e a r in g  
th a t  m ay  be n ecessa ry .
A rb i t ra t io n  h o ld s th e  k ey  to  th e  am ic ­
able, speedy  a n d  efficient so lu tio n  of 
b u s in e ss  d ifferences.
I t  sh o u ld  be w id e ly  ad o p ted . I t  r e p re ­
se n ts  th e  s p i r i t  o f  th e  C o n fe ren ce  room , 
n o t th e  a rb i t r a r y ,  s t r a in e d  a tm o sp h e re  
of th e  C o u rt room .
H a r la n  F . S to n e , A sso c ia te  Ju s tic e  of 
th e  S u p rem e  C o u rt of th e  U n ited  S ta te s , 
sa y s : “T h a t  tw o  m e rc h a n ts  of fu ll age 
a n d  m e n ta l com p eten cy  sh o u ld  n o t be 
p e rm it te d  by  th e  law s of th e i r  c o u n try  
to  s t ip u la te  fo r  th e  a d ju s tm e n t  a n d  s e t­
t le m e n t of c o n tro v e rs ie s  b e tw een  th em  
e x c lu s iv e ly  by  th e  a rb i t r a t io n  of a  fe llow  
m e rc h a n t, w o u ld  seem  in c re d ib le  to  a  
la y m a n .”
R ic h a rd  W a s h b u rn  C hild , in  a  sp len d id  
se r ie s  of a r tic le s  in  T he S a tu rd a y  E ve­
n in g  P o st, say s  on  th is  su b je c t: “One 
w h o  obse rv es th e  re lu c ta n c e  of th e  p re s ­
e n t  lega l m a c h in e ry  in  A m erica , n o t on ly  
to  becom e efficient i ts e lf , b u t ev en  to  
a llo w  a u x il ia ry  a id s  to  ju s tic e , m u s t be 
sho ck ed  a t  th e  u t te r  lack  of im a g in a tio n  
a n d  p ro g re ss iv en e ss . W e a re  c lin g in g  to  
m an y  a w o rn -o u t sh e b a n g  w hose com ­
p e te n cy  a n d  d ig n ity  a re  fo u n d  in  g ra n d ­
iose  p h ra se s  r a th e r  th a n  re a lit ie s . T h e  
m a je s ty  of th e  la w  is  an  e x p ress io n  now  
u sed to  d e fea t th e  v e ry  m e a su re s  w h ich  
w ou ld  te n d  to  m ak e  th e  law  m a je s tic .”
B u sin e ss  m en  a re  o v e rlo o k in g  a g re a t  
in s t ru m e n t  i f  th e y  do n o t em ploy  a rb i­
t r a t io n  to  th e  fu l le s t  p o ss ib le  e x te n t.
T h e  old m a c h in e ry  is  obso lete  an d  
w o rn  o u t an d  i t  is c re a k in g  b ad ly . I t  
is  h ig h  tim e  th a t  i t  be  m o d ern ized  a n d  
m ad e  to  fu n c tio n  to w a rd  th e  en d  th a t  
w e sh a ll  h a v e  le ss  of law  an d  m o re  of 
eq u ity .
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A TW O-DAY C o n fe ren ce  on th is  to p ic  w as re c e n tly  h e ld  in  P h ila d e lp h ia  by th e  A m e ric an  A cadem y of P o ­
l it ic a l  an d  Social S cience. On in v ita tio n  
of th a t  body M essrs. A r th u r  T . C am eron , 
R o b e rt S co tt N oone, F . M. S p eak m an , 
R o b e rt B oone Vo llum , O. V. W a llin  an d
H. W infield  W rig h t  w ere  each  req u este d  
to  a tte n d  one of th e  se ss io n s  as re p re ­
se n ta t iv e s  of T h e  A m e ric an  Society .
D e leg a tio n s w e re  in  a tte n d a n c e  fro m  
over tw o h u n d re d  n a tio n a l  in d u s tr ia l  o r­
g a n iz a tio n s , c o rp o ra tio n s , c h am b ers  of 
com m erce, c itie s , s ta te s ,  u n iv e rs it ie s  an d  
colleges.
M a tth ew  W oll, v ice -p res id e n t of th e  
A m erican  F e d e ra t io n  of L ab o r, p re s id ed  
o v e r th e  f irs t sess io n . In  h is  in tro d u c to ry  
re m a rk s  h e  in d ic a te d  th a t  L ab o r offered 
a s  i ts  so lu tio n  of th e  v a r io u s  p ro b lem s in ­
volved, th e  need  of in c re a s in g  th e  p u r ­
c h as in g  p o w er of th e  m asses, w h ich  
cou ld  be m o re  su re ly  o b ta in e d  by in c re a s ­
in g  w ag es an d  p ro v id in g  s h o r te r  w o rk in g  
h o u rs  th a n  in  a n y  o th e r  m an n e r . L a ­
b o r ’s policy , he  s ta te d  to  be : “M ass con­
su m p tio n  m u s t be en ab led  to  keep  pace 
w ith  m ass  p ro d u c tio n ; th e  p u rc h a s in g  
po w er of th e  m asse s  m u s t be ad v an ced  
in  d irec t an d  eq u al p ro p o r tio n  to  th e  
econom ies of lab o r, m ad e  p o ss ib le  by im ­
p ro v e m e n ts  in  in d u s tr ia l  p ro cesses an d  
th e  o rg a n iz a tio n  of in d u s try .”
J o h n  E . E d g e rto n , p re s id e n t  of th e  N a­
tio n a l A sso c ia tio n  of M a n u fa c tu re rs , N ew  
Y ork , sp e a k in g  on “P r in c ip le s  of E co ­
nom ic S e c u rity ,” sa id  in  p a r t :  “ I doubt 
th a t  th e  b ro th e rh o o d  of m an  as a  g o v ern ­
in g  fo rce  in  h u m a n  re la tio n s  cou ld  ever 
b e  re a liz e d  w ith o u t th e  a id  of th ese  occa­
sio n s  in  life  w h ic h  inv o lv e  com m on sac­
rifice, su ffe rin g  a n d  m u tu a l sy m p a th y . W e 
a re  n e a re r  to  th a t  re a l iz a tio n  to d ay  in  
A m erica  th a n  w e h av e  ev er been  before .
* * * T h e  v e ry  b ig g es t of o u r p ro b ­
lem s is th a t  of p u b lic  e d u c a tio n  in  th e  
fu n d a m e n ta l p r in c ip le s  w h ic h  g o v e rn  in ­
d iv id u a l liv e s  a n d  d e te rm in e  th e i r  r e ­
w a rd s .”
P a u l B la n sh a rd , of th e  L eag u e  fo r  I n ­
d u s tr ia l  D em ocracy , N ew  Y ork, sa id , 
“ P r iv a te  in d u s try  h a s  co m p le te ly  fa iled  
to  g ive  s e c u ri ty  of incom e, w o rk  or old 
a g e  to  th e  g re a t  m a jo r i ty  of A m erican  
w o rk e rs . T h e  p e n s io n  p la n s  of p r iv a te  
em p lo y ers  fa il to  co v er a t  le a s t 96% of 
m a n u fa c tu r in g  w o rk e rs . * * * W ill w e 
co n tin u e  to  liv e  u n d e r  th e  A m erican  dole 
w h ile  p re te n d in g  th a t  o u r  p r iv a te  c h a r ­
i ty  is m o re  se lf r e sp e c tin g  th a n  E u ro p e ’s 
u n e m p lo y m en t in su ra n c e ?  * * * S ince 
p r iv a te  b u s in e ss  h a s  fa ile d  to  g ive  lab o r 
s e c u rity  th e re  is  no  a lte rn a t iv e  excep t 
n a tio n a l in d u s tr ia l  p la n n in g  a n d  g o v e rn ­
m en ta l soc ial in su ra n c e . * * * O ur eco­
nom ic  w o rld  is  to d ay  so in te rd e p e n d e n t 
th a t  n o th in g  sh o r t  of c o o p era tiv e  co n tro l 
c an  k eep  i t  go in g  a n d  a t  th e  sam e  tim e  
g iv e  h u m a n  b e in g s  s e c u ri ty .”
T h e  second  se ss io n  w as p re s id e d  over 
by P ro fe sso r  J . H . W illits  of th e  W h a rto n  
School of F in a n c e  a n d  C om m erce, U n i­
v e rs i ty  of P e n n sy lv a n ia , a n d  a  m em b er 
of P re s id e n t  H o o v e r’s E m erg en cy  Com ­
m itte e  on U n em p lo y m en t. In  h is  o p en ­
in g  re m a rk s  M r. W ill its  te rm e d  u n e m ­
p lo y m en t, “ th e  G re a t S tu p id ity .” “ T he  
w o rk in g  m a n  is  w illin g  a n d  a n x io u s  to 
w o rk . C a p ita l w a n ts  to  m ak e  use  of th e  
p la n ts  a n d  m a c h in e ry  w h ich  a re  id le , y e t 
w e a re  n o t su ffic ien tly  in te l l ig e n t  to  re m ­
edy  fa c to rs  w h ic h  p re v e n t c a p ita l  an d  la ­
b o r f ro m  c o o rd in a tin g .”
W h it in g  W illiam s, of C leveland , a  lec­
tu r e r  w ho, a s  a  b a s is  fo r  th e  i l lu s t r a tiv e  
m a te r ia l  w h ic h  h e  u ses, h a s  en g ag ed  in  
o rd in a ry  la b o r in g  o c cu p a tio n s  n o t  on ly  in  
th is  c o u n try  b u t a b ro ad , m a in ta in e d  th a t  
in s ta b i l i ty  of em p lo y m en t cau sed  deg­
ra d a tio n  a m o n g  th e  w o rk e rs . “ I r r e g u la r  
w o rk  lo g ic a lly  p ro d u c es  a n  i r r e g u la r  
w o rk e r  a n d  th is  i r r e g u la r  w o rk e r  te n d s  
to  becom e a n  i r r e g u la r  c itizen . * * * 
F re e  fin an c ia l p a y m e n ts  by  g o v e rn m e n ta l 
o r w e lfa re  ag en c ie s a re  h a rm fu l because 
of th e  p sy ch o lo g ica l effect on th e  w o rk ­
m an . * * * In c re a se d  c o o rd in a tio n  of o u r 
n o tab le  A m e ric an  in i t ia t iv e  a n d  in d iv id ­
u a l free d o m  w ill p e rm it  a n d  fa v o r a  
lo n g er te rm  of b u sin ess  p la n n in g  th a n  is 
now  fa v o red  by  o u r  p re se n t sy s tem  of 
one-year fiscal b u d g e tin g . Such  lo n g er 
look  is su re  to  g re a t ly  in c re a se  in d u s ­
t r y ’s in te r e s t  in  th e  d isco v ery  an d  in ­
v e n tio n  of n ew  p ro d u c ts  fo r  em p lo y in g  
th e  m en  w ho  a re  now  la id  off by  th e  
re c e n t ra p id  im p ro v e m en t of p ro cess an d  
m eth o d .”
W illia m s  p lead ed  fo r  a  m ore  in te r n a ­
tio n a lly -m in d ed  A m e ric an  b u s in e ss  m an  
a n d  e x p ressed  h is  o p in io n  th a t  w ere  it  
n o t fo r  p ro h ib it io n  th e  p re se n t  d e p re s ­
s io n  a n d  u n e m p lo y m en t w o u ld  be  v e ry  
m u ch  g re a te r .
T h e  second  sp e a k e r  w as H . B. B u tle r , 
A s s is ta n t  D ire c to r  of th e  In te rn a t io n a l  
L ab o r Office, G eneva, S w itz e rlan d , w ho 
sp oke  on th e  in te rn a t io n a l  a sp e c t of th e  
u n e m p lo y m en t p rob lem . In  a n sw e r in g  
se v e ra l su g g e s tio n s  w h ich  h a d  been  m ade, 
B u tle r  sa id  th a t  even  in  som e in d u s tr ie s  
w h e re  th e  a m o u n t of p ro d u c tio n  p e r  in ­
d iv id u a l h a d  n o t in c reased , th e  a r tic le  
p ro d u ced  w as of su ch  a n  im p ro v ed  c h a r ­
a c te r  th a t  th e  n eed  fo r  re p la c e m e n t w as 
n o t as g re a t  a s  fo rm erly . H e  d id  n o t 
b e liev e  th a t  th e  fa m il ia r  c ry  of “B ack  
to  th e  l a n d ! ” w as a  so lv en t. N e ith e r  w as 
th e  c la im  th a t  lo w er p rice s , se cu red  by 
m ea n s  of in c re a se d  p ro d u c tio n , w ou ld  in ­
c re a se  c o n su m p tio n  a lo n g  a ll  lin e s . W ith  
m an y  of o u r n e ce ss itie s  th e re  is  a  defi­
n i te  l im it  to  c o n su m p tio n  an d  t h a t  in  
tu rn  m u st  a lso  l im it  p ro d u c tio n . M r. 
B u tle r  ag ree d  th a t  s e c u ri ty  of em ploy­
m en t w as m u ch  m o re  to  be d e s ired  th a n  
s e c u r i ty  of food fro m  o u ts id e  so u rces , 
b u t p o in te d  o u t t h a t  i f  e m p lo y m en t w as 
la c k in g  th e  food m u s t be su p p lied  fro m  
som e so u rc e  o r  a  b re ak d o w n  en su ed  in  
th e  w o rk e rs ’ m o ra le . H e  ad v o ca ted  a s  
th e  b e s t m ean s  of p ro v id in g  re lie f  to  
th e  un em p lo y ed  an  in su ra n c e  fu n d  re ­
ce iv in g  c o n tr ib u tio n s  fro m  em ployed  
w o rk e rs  an d  b e in g  d isb u rse d  fo r th e  b e n e ­
fit of th e  u n em ployed . T h e  c o n tr ib u tio n s  
of em ployed  w o rk e rs  a re  n o t m issed  as 
m u ch  by th em  a s  th ey  a re  a p p re c ia te d  
by  th o se  w ho  a re  idle.
T h e  th i r d  se ss io n  w as p re s id ed  over 
by M iss G race A bbott, C h ief of th e  C h il­
d re n ’s B u re au , U. S. D e p a rtm e n t of L a ­
bor, W a sh in g to n , D. C.
J o h n  B. A n d rew s, s e c re ta ry  of th e  
A m e ric an  A sso c ia tio n  fo r L ab o r L eg is la ­
tio n , N ew  Y ork, ad v o ca ted  u n em p lo y ­
m e n t re se rv e  fu n d s  as th e  p ro p e r  m ea n s  
of in s u r in g  jo b s a n d  m a in ta in in g  p u r ­
c h a s in g  pow er.
E d i to r ’s N o te :
T h is  a s so c ia tio n  h a s  p re p a re d  a  d ra f t  
of a n  A ct fo r  U n em p lo y m en t R ese rv e  
F u n d s , w h ic h  is  n a tu ra l ly  of in te r e s t  to  
a c c o u n ta n ts  in  th a t  if  en ac te d  in to  law  
i t  w o u ld  p ro v id e  one m o re  re se rv e  to  be  
c o n s id e re d  in  co n n ec tio n  w ith  r e g u la r  
a u d its . T h e  n a tu r a l  re s u l t  of one se c tio n  
of th e  law , p ro h ib it in g  a n y  c o n tr ib u tio n  
by  th e  em p lo y es to  th is  benefit fu n d , 
w ou ld  be to  im m e d ia te ly  low er th e  w ag e  
scale. I t  w o u ld  seem  b e tte r , i f  su ch  r e ­
se rv es  a re  to  be e s tab lish e d , th a t  th e y  
sh o u ld  re s u l t  fro m  jo in t  c o n tr ib u tio n s  of 
la b o r  a n d  c a p ita l . I t  is  e v id e n t t h a t  th e  
p u rp o se  of th e  le g is la tio n  is  to  s t im u la te  
th e  d em an d s of th e  F e d e ra t io n  of L ab o r 
fo r  a  s h o r te r  day  a n d  a  s h o r te r  w eek  w ith  
th e  m a in te n a n c e  of th e  p re se n t  to ta l  
w ag e  scale . T h e  N ew  Y ork  H era ld  T rib ­
une, in  i ts  le a d in g  e d ito r ia l  of J a n u a ry  
26, on “T h e  R ig h t  to  W o rk ” h a d  a s  i ts  
c lo s in g  p a ra g ra p h , “L ess w o rk  fo r each , 
b u t w o rk  fo r a ll is so m u ch  m o re  w h o le ­
som e a n d  so m u ch  s im p le r  th a n  a n y  of 
th e s e  p ro fe s so ria l  schem es fo r  th e  su b ­
s id iz in g  id le n e ss  of m illio n s  a n d  fo r 
S ta te  c o n tro l of th e  la b o r  supp ly , lik e  
th e  c o n tro l of th e  beef su p p ly  on th e  
hoof, t h a t  th e  la t t e r  c an  on ly  be con­
te m p la te d  a s  a n n o y in g  d iv e rs io n  of p u b ­
lic  th o u g h t fro m  c r it ic a l  v i ta l  p ro b ­
lem s.”
D r. Ja c o b  B ilik o p f, c h a irm a n , U nem - 
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A DEPARTM ENT CONDUCTED BY L. GLUICK, C. P. A.
A  c o rre sp o n d e n t w ho w a n ts  to  be k n o w n  fo r  p u b lic a tio n  o n ly  a s  “ T h e  A rk a n sa s  T ra v e le r” su b m its  
th is  s to ry  of q u e er t i t le s :  “ T h e  acc o u n t 
w as fo u n d  u n d e r  S in  th e  a lp h a b e tic  c u s­
to m e rs  led g e r an d  w as h ead ed  I. N. 
Spector. B u t I  n o ticed  th a t  a ll d e b its  
cam e f r om  cash , a n d  th e  on ly  c re d it  w as 
fro m  jo u rn a l  e n try , w h ich  p ro v ed  to  be 
a  c h a rg e  to  P . & L. So I d em an d ed  an d  
f in a lly  go t th e  e x p la n a tio n . I t  seem s 
th a t  th e  c o rp o ra tio n  h a d  a  n u m b er of 
te c h n ica l v io la tio n s  of th e  h e a lth  an d  
fa c to ry  s ta tu te s ;  to  c o rre c t th e m  w ou ld  
h a v e  re q u ire d  a  la rg e  c a p ita l  e x p e n d itu re . 
B u t th e  in sp ec to r  w as a  good fellow , w ho, 
i f  h e  h ap p en ed  to  find a  te n  sp o t in  h is  
h a n d  a s  he  le f t  th e  office, w ou ld  n o t  h av e  
t im e  to  go  over th e  re s t  of th e  fa c to ry  
p la n t. A nd  a  c lev er b o o k k eep e r h a d  
fo u n d  a  m ea n s  of c h a rg in g  off th e se  i l l ic i t  
p a y m e n ts .”
O N  a cco u n t o f th e  ru s h  o f th e  ta x  se a so n  
th e  sh o p  ta lk e rs  h av e  b een  u n a b le  to  
h o ld  a  m e e tin g  in  M arch  in  tim e  to  g e t 
t h e i r  re m a rk s  in to  p r in t  in  A p ril. B u t 
D ash  h a s  a n  in te re s t in g  s to ry  to  te ll  
a b o u t a  re c e n t a u d it  he  m ad e  of a n  u n ­
lis te d  se c u ri t ie s  d ea le r . T h e  m a n  h a d  
b een  in  th e  b u s in e ss  fo r tw en ty -five  y e a rs  
o r  so ; a lw ay s  d e a lin g  in  h ig h ly  sp e c u la ­
t iv e  issu es, k ey ed  to  se ll a t  te n  d o lla rs  o r  
less  p e r  s h a re ;  b u t  a lw ay s  p u t  o u t w ith  
no  d o w n rig h t i lle g a l m is re p re se n ta t io n . 
A nd  he  w ould  a lso  b u y  a n d  se ll odd lo ts  
of good l is te d  s e c u rit ie s  fo r  th e  u su a l 
b ro k e ra g e . T h e  m an  w as re a lly  a  m a s te r  
sa le sm a n , a n d  h e  h a d  s u rro u n d e d  h im se lf  
a t  v a r io u s  t im e s  w ith  o th e rs  of h is  k in d . 
H e  h a d  m ad e  a  fine in co m e; a lm o s t a  
coup le  of fo r tu n e s . Y et he  h a d  n o th in g  
to  show  fo r i t  w h en  D ash  w e n t over h is  
books. W in e  a n d  w om en  h a d  a p p a re n tly  
ta k e n  l i t t le  to ll, i f  any . B u t a ll th e  g a in s  
m ad e  fro m  th e  l i t t l e  su c k e rs  h a d  gone in  
v a r io u s  w ay s to  th o se  w ho p rey ed  on 
b ig g e r su ck e rs , l ik e  h im se lf . D ash  sa id  
th e  books show ed  sco res of th o u sa n d s  of 
d o lla rs  w o r th  of lo an s  an d  a d v an ces  m ad e  
to  people  w ho w ere  h a rd ly  a c q u a in ta n c e s ; 
th e  sa fe  w as fu ll  of se c u ri t ie s  w ith  no 
v a lu e  a t  a ll ;  if  th e y  ev er h a d  h a d  an y . 
A t le a s t  th e  is su e s  th e  b ro k e r  h a d  sp o n ­
so red  h a d  been  a u th e n tic , even if  specu­
la t iv e ;  th e  ones he  h a d  b o u g h t h a d  been  
o ften  o u tr ig h t  fra u d s . A n d  fina lly  i t  w as 
b a n k ru p tc y  fo r  h im . A nd a s  f a r  as D ash  
cou ld  d e te rm in e  a  s t r ic t ly  h o n e s t b a n k ­
ru p tc y . A ll of w h ic h  m ay  p o in t a  m o ra l 
a n d  a g a in  i t  m ay  n o t. W e w ill le t  you 
decid e  fo r  y o u rse lf.
T H E  B a r to  case  p u b lish e d  in  a  re c e n t 
n u m b e r of 21 B T A  b r in g s  up  a n  old 
issu e— w h a t is  re a so n a b le  c o m p e n sa tio n  
of a  c o rp o ra t io n ’s officers? T h e  d ec is io n  
c ite s  p le n ty  of o ld e r c ases ; e n o u g h  to  
h av e  g u id ed  a lm o s t a n y  one in  p re p a r in g  
a  r e tu rn ,  o r  to  h av e  fo re c a s t th e  re su lt.  
T h e  ta x p a y e r  lo s t a n d  d ese rv ed  to  lose. 
I n  th e  sam e  n u m b e r is  th e  c ase  of A rte ­
m u s W ard , w h ic h  w as a  v ic to ry  fo r  th e  
ta x p a y e r  a s  re p re se n te d  by L aw re n c e  
G raves. T h is  is one of th o se  cases w h ic h  
m ak e  u s  feel old. I t  p re se n ts  is su e s  t h a t  
a ro se  o u t of th e  ac t of 1921; five y e a rs  
ago su c h  cases w e re  r i fe ;  to d ay  th e y  h e lp  
to  m ak e  u s  re a liz e  th a t  i t  is  now  1931; 
t h a t  th e  cases a r e  te n  y e a rs  old, an d  th a t  
w e a re  te n  y e a rs  o ld er. A nd  a n o th e r  
th in g  th a t  m ad e  u s  re a liz e  th a t  g ra y  
h a ir s  a re  d u e  to  m ak e  th e i r  b e la ted  ap ­
p e a ra n c e  in  o u r sca lp  w as h a v in g  a  
y o u n g  ju n io r - s tu d e n t  b r in g  u s a  p ro b ­
lem  w h ic h  a  S ta te  b o a rd  h a d  se t on ly  
sev en  y e a rs  ag o ; th e  ite m  h e  w a n ted  ex­
p la in e d  w as “A m o rtiz a tio n  of w a r  tim e  
fa c i l i t ie s .” H e h a d  a b so lu te ly  no  id ea  of 
w h a t o r  w hy. W h en  th e  p ro b lem  w as se t 
e v ery  a c c o u n ta n t w ith  m o re  th a n  th re e  
c lie n ts  ju s t  h a d  to  be up  on su c h  m a tte rs . 
T o d ay  i t  is a  m a t te r  of on ly  h is to r ic a l  in ­
te r e s t  fo r  a ll  b u t a n  in f in ite s im a l few  
w ho s t i l l  h av e  a  case  h a n g in g  over. T h e  
p u b lic a tio n  of P e r s h in g ’s m em o irs  in  
sco res of sy n d ic a te d  n e w sp a p e rs  a t  th e  
sam e t im e  th a t  B a k e r’s b io g ra p h y  is  r u n ­
n in g  in  th e  A m e ric an  L eg io n  M agazine  
m ak es  th e  W a r seem  v e ry  n e a r  a g a in ;  
o r a t  le a s t i t  d o esn ’t  m ak e  i t  seem  a s  fa r  
b ack  a s  i t  is. B u t to  re a liz e  t h a t  th e re  
a re  ju n io r  a c c o u n ta n ts , g ra d u a te d  fro m  
h ig h  school a n d  in  college, w ho  w e re n ’t  
b o rn  w h en  th e  epoch m a k in g  d a te  ( fo r  
o u r p ro fe s s io n )  of M arch  1, 1913, cam e 
a ro u n d , g iv es u s  a  so m ew h a t s ic k e n in g  
sen se  of th e  m a n n e r  in  w h ic h  tem p u s  
fu g it.  B u t e n o u g h  of th is  o r som eone 
w ill accu se  u s  of b e in g  O ld tim er h im se lf ;  
a n d  we a re  n o t t h a t  by  a  long  sho t.
T H IS  p a ra g ra p h  re a l ly  o u g h t to  a p p ea r 
in  tra d e  jo u rn a ls  w h ic h  re a c h  th e  p ro s ­
p e c tiv e  c lie n t. A t le a s t  90%  of o u r re a d ­
e rs  w ill p ro b a b ly  be  a b le  to  c ite  s im ila r  
if  n o t id e n tic a l in s ta n c e s . T h is  one com es 
fro m  S. M. G. M r. P ro sp e c t w as a n  old 
a c q u a in ta n c e  of M r. G .; a lm o s t a  f r ie n d ;  
M r. G. w as q u ite  e th ic a l in  a sk in g  M r. 
P ro sp e c t to  le t  h im  a u d it  h is  books. B u t 
M r. P ro sp e c t d e m u rre d  th u s :  “ I  h av e  a 
v e ry  s m a r t  g ir l  k e ep in g  th e  boo k s; sh e ’s 
even  ta k e n  a  co u rse  in  a c c o u n tin g  a t  th e  
co llege; sh e ’s h o n e s t a n d  sh e  c o u ld n ’t  
g e t a w ay  w ith  m u ch  if  sh e  w e re n ’t  be­
c au se  I  s ig n  a ll checks. I d o n ’t  b o rro w
m u ch  fro m  th e  b a n k  so I  d o n ’t  need  a  
ce rtified  s ta te m e n t,  b u t  if  I  ev e r do need  
you I ’ll le t  yo u  k n o w .” W ell, one d ay  
th e  s m a r t  b o o k k eep e r t r ie d  th e  h o ld u p  
gam e  on  M r. P ro sp e c t. “M ore m oney  o r 
I  q u it.” M r. P ro s p e c t n a tu r a l ly  to ld  h e r  
to  “q u it  a n d  !— *-!". He  h a d  n e v e r  d one  
a n y th in g  w ith  th e  books h im se lf ;  i t  w as 
e a sy  e n o u g h  to  h i r e  a  n ew  g ir l ;  b u t  i t  
w as im p o ssib le  to  te l l  h e r  w h a t  to  do 
o r  h ow  to  do i t  a s  i t  h a d  been  done. A t 
th is  ju n c tu re  h e  b e th o u g h t h im se lf  of 
M r. G. w h o  th u s  fo u n d  h im se lf  in  one of 
th e  m o st t r y in g  s i tu a t io n s  in  w h ic h  a n  
a u d ito r  c a n  b e ; g o in g  o v er a  se t of books 
a b so lu te ly  co ld ; n o t a  ch an c e  o f g e tt in g  
a  q u e s tio n  a n sw e red . B e in g  a  good a u ­
d i to r  h e  succeeded  in  p ro v in g  th e  books 
a s  th e y  w ere  a n d  g ave  th e  n ew  book­
k e e p e r  a  c le an  s ta r t .  W h a t is  m u ch  b e t­
te r ,  h e  gave M r. P ro sp e c t a  co s tly  le c tu re  
on  th e  v a lu e  of h a v in g  som e o u ts id e r  
f a m il ia r  w ith  th e  books ev en  if  th e re  a re  
n o  co m p lica tio n s  a r is in g  fro m  d ish o n e sty , 
b a n k s  o r ta x a tio n .
ON M arch  11th  we a tte n d e d  a  le c tu re  by  
J o h n  E rsk in e , th e  w e ll-know n l i te r a r y  
a n d  m u sic  c r i t ic ;  a n d  a u th o r . W e n o ted  
in  th e  a u d ie n ce  D r. J .  J .  K le in  a n d  M r. 
O liv e r H a n d . M aybe th e r e  w e re  o th e r  C. 
P . A .’s p re s e n t  w h o m  w e d id  n o t recog­
n ize ; th e  p o in t  is  t h a t  a n y  m e re  l i te r a r y  
m a n  w h o  c a n  g e t th r e e  C. P . A .’s to  l is te n  
to  h im  five d a y s  b e fo re  th e  ta x  sea so n  
c loses is  good. A nd  M r. E rs k in e  is th a t .
V E R Y  l i t t le  w as h e a rd  a b o u t ta x  av o id ­
a n ce  d u r in g  1930, a n d  th e  so-called  or 
w ould-be e x p e r ts  a lo n g  th o se  lin e s  w ere  
s ile n t, p e rfo rce , a w a it in g  th e  r e tu r n  o f 
b e tte r  tim e s  a n d  w ith  th em , p ro fits  on 
w h ic h  ta x e s  m ig h t be  lev ied . W e d o u b t 
if  th e y  w ill be  a s  p o p u la r  a g a in , becau se  
th e  ta x  sea so n  ju s t  en ded  h a s  show n 
w h a t  m a n y  a c c o u n ta n ts  c le a rly  fo resaw , 
n a m e ly ; th a t  m o st av o id an ce  sch em es 
m ig h t b a ck fire ; th e y  w ere  a ll r ig h t  in  
boom  y e a rs  l ik e  1928 a n d  1929; th e y  
w o u ld  be b ad  in  y e a rs  o f o rd in a ry  b u s i­
n e ss  o r  d e p re ss io n . So-called av o id an ce  
w as re a l ly  on ly  p o s tp o n e m e n t; o ften  th is  
w as f r a n k ly  s ta te d  to  th e  c lie n t b y  th e  
ta x  “ e x p e rt.” H e  cou ld  p o in t to  succes­
s iv e  c u ts  in  ta x  r a te s  u n d e r  a  c o n tin u o u s  
T re a s u ry  a d m in is t r a t io n  a n d  a rg u e  th a t  
e v en  i f  c e r ta in  in co m e  d id  becom e ta x ­
a b le  in  1933 i t  w as b e tte r  to  p ay  10% on 
i t  th a n  12%  in  1928. B u t th e  in e v ita b le  
c ra s h  c am e ; a n d  C o n g re ss  d id  th e  re s t .  
T a x  r a te s  a r e  on th e i r  w ay  u p ; th e  p o s t­
p o n e m e n t is  co s tly ; a n d  w ill b e  m o re  so .
I t  is  n o t e asy  to  g e t case  d a ta  on th is  
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B o o k s  a n d  R e c o rd s  o f  M o tio n  P i c tu r e  
P r o d u c e r s
T h e  m a in  books a n d  re c o rd s  u sed  by 
P ro d u c e rs  a r e  a s  fo llow s:
C ash  B ooks.
R ece ived  a n d  P a id .
V o u ch er R e g is te r .
P a y ro ll  B ook a n d  C ards.
W o rk  in  P ro c e ss  L ed g er.
F in ish e d  N e g a tiv e  L ed g er.
Jo u rn a l .
Inco m e R ecord .
D is t r ib u to r s ’ C h a rg es  R ecord .
Cash R ece ip ts .
T h is  is  a  fo rm  of re c o rd  d ra w n  up  to  
re co rd  th e  re c e ip ts  of cash . T h e  co lu m n s 
m ay  be p ro v id ed  a s  fo llo w s:
D ate.
F ro m  W hom  R eceived .
Folio .
C ash  R eceived .
A dv an ced  D ep o sits  fro m  D is tr ib u to rs .
R o y a ltie s  Due.
M isce llan eo u s Incom e, su ch  a s  in te re s t ,  
e tc .
D eposits .
W hen  ca sh  is  rece ived , th e  b o o k k eep er 
e n te rs  th e  da te , fro m  w hom  r eceived , an d  
a m o u n t of ca sh  rece iv ed , in  th e  C ash  R e­
ceived  co lum ns. I t  is  n e x t d is tr ib u te d  to  
th e  co lu m n  o r c a p tio n  to  w h ic h  i t  be­
longs.
Cash P a id .
T h is  re co rd  is  d ra w n  up  to  p ro p e rly  
re co rd  th e  cash  d isb u rse m e n ts  fo r  th e  
p e rio d . C o lum ns m ay  be p ro v id ed  a s  fo l­
low s:
D a te  P a id .
T o  W hom  P a id .
C heck  N u m b er.
N et C ash  P a id .
D isco u n t on P u rc h a se s .
V o u ch er P ay ab le .
G en era l E x p en ses  a n d  M isce llaneous.
A ll p a y m e n ts  ex cep t th o se  of a  p e tty  
cash  n a tu re  a re  m ad e  by  check . W h en  a
B y  A L F R E D  K A P L A N
C ontinu ed  fro m  th e  M arch issu e  
E d ito r 's  N o te :  T h is  is  th e  second  in ­
s ta llm e n t , in  a  s e r ie s  o f fou r, p re se n tin g  
a  th e s is  p re p a re d  by  A lfred  K a p lan , a  
se n io r  a c c o u n ta n t  on th e  sta ff of L eon­
a rd  L ev in e  & C om pany , C ertified  P u b lic  
A c co u n ta n ts , w h ich  w as accep ted  fo r  th e  
M a s te r’s deg ree  a t  B o sto n  U n iv e rs ity . In  
i ts  r e p ro d u c tio n  d e ta ile d  fin an c ia l s ta te ­
m e n ts  a n d  sc h e d u le s  fo r  th e  fiscal y e a r  
1929 h a v e  been  o m itted .
b ill  is p a id , th e  b o o k k eep e r w ill re co rd  
th e  tra n s a c tio n  a s  fo llo w s: D a te  P a id , 
To W hom  P a id , C h eck  N u m b er, C ash  
P a id . T h e  d is t r ib u t io n  w ill th e n  be 
m ad e  in  i ts  re sp ec tiv e  co lum n.
V o u ch er R e g is te r .
In  th is  book a ll su p p lies , ex penses, p a y ­
ro lls , a n d  ite m s  in v o lv in g  a  l ia b i li ty  of 
a n y  n a tu re  to  th e  co m p an y  w ill be  re ­
corded . P ro v is io n  sh o u ld  be m ad e  fo r 
th e  fo llo w in g  c a p tio n s : D ate, F ro m  
W hom  P u rc h a se d , V o u ch er N u m b er, 
V o u ch ers P ay ab le , W o rk  in  P ro cess , (Job- 
A m t.) ,  G en era l A d m in is tra t io n  E x p en ses , 
a n d  a  G en era l L ed g e r co lum n.
T h e  c h a rg e s  to  th e  w o rk  in  p ro cess 
m u s t be an a ly zed  a s  to  th e  p a r t ic u la r  p ro ­
d u c tio n  to  w h ich  i t  ap p lie s . M on th ly , th is  
co lu m n  w ill f u r th e r  be  a n a ly zed  a s  to  
th e  c h a rg e s  in  th e  acco u n t, p ay ro ll, 
“p ro p s ,” scen ario , etc .
P a yro ll S ys tem .
A s th e  co st sy s te m  is  b ased  on job 
costs, a ll  c h a rg e s  fo r  p a y ro lls  m u s t be 
an a ly zed  a s  to  th e  p a r t ic u la r  p ro d u c tio n  
on w h ich  th e y  w e re  in c u r re d ;  to  i l lu s ­
t r a te  :
Jo h n  R ic h a rd s  h a s  a  w eek ly  s a la ry  of 
$1000. T h e  p ro d u c tio n  c le rk  m u s t re ­
co rd  d a ily  th e  p ic tu re  M r. R ic h a rd s  h a s  
been  en g ag ed  in . A c a rd  sy s tem  is d raw n  
up  fo r th is  a s  fo llow s:
J o h n  R ic h a rd s ’ s a la ry  w ill be  p ro ­
ra te d  to  p ro d u c tio n s  in  p ro cess  on  t h e  
b a s is  of h o u rs  w o rk ed  on  th e  in d iv id u a l  
p ro d u c tio n ; or, in  th e  above  case, P r o ­
d u c tio n  85 w ill h a v e  12 /48  of $1000, o r  
$250, a n d  P ro d u c tio n  86 w ill be  c h a rg e d  
w ith  3 6 /4 8  of $1000, o r $750.
W eek ly , th e  p a y ro ll c a rd s  a r e  su m ­
m a riz e d  on a  su m m a ry  sh e e t d ra w n  u p  
a s  fo llow s:
T h e  p a y ro ll is  th e n  e n te re d  in to  th e  
u su a l p a y ro ll  book. A n e n try  is  a lso  
m ad e  in  th e  V ou ch er R e g is te r  c r e d i t in g  
a cc o u n ts  o r v o u c h ers  p ay ab le  fo r  th e  e n ­
t i r e  a m o u n t of th e  p a y ro ll;  th e  re sp e c tiv e  
d e b it i s  m ad e  by  e n te r in g  th e  d is t r ib u ­
tio n  of th e  p a y ro ll in to  th e  W o rk  in  P ro ­
cess co lu m n  of th e  V o u ch er R e g is te r . T h e  
p a y ro ll p e r  th e  p a y ro ll book sh o u ld  be i n  
a g re e m e n t w ith  th e  p a y ro ll a s  sh o w n  in  
th is  co lu m n  in  th e  V o u ch er R e g is te r . I t  
sh o u ld  a lso  be in  a g re e m e n t w ith  t h e  
cash  d raw n .
W o rk  in  P ro c e ss  L edger.
T h is  led g e r is  a  re co rd  of th e  p ic tu re s  
in  p rocess. T h e re  is  l i t t le  need  of a n y  
e x p la n a tio n  re g a rd in g  th is  acco u n t, a s  i t  
h a s  th e  sam e  fe a tu re s  a s  a ll cost re c o rd s .  
F in ish ed  N e g a tiv e  L edger.
T h is  led g e r is  a  re co rd  of n e g a tiv e s  fin­
ish e d  a n d  re leased . W h en  a  p ic tu re  h a s  
b een  fin ish ed , i ts  re sp ec tiv e  cost sh e e t is  
t r a n s fe r r e d  fro m  th e  W o rk  in  P ro c e ss  
led g er. T h e  fin ished  co st sh e e ts  sh o u ld
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be kept in  th is  ledger for a t least two 
years follow ing release of th e  negative. 
A fter th is  tim e has elapsed, th e  cost 
sheets should be ab strac ted  and  p u t in to  
a  perm anen t record for s ta tis tic a l p u r­
poses. The F in ished  N egative ledger is 
a  very v ita l p a r t of a  m otion p ic tu re  pro­
ducer’s account, and should be kep t as 
accura te ly  as possible.
Journal.
T he Jo u rn a l w ill be used to record  all 
en trie s  w hich cannot be recorded th rough  
th e  above listed  books. Such en trie s  as 
p roducer’s share , d is trib u tio n  of over­
head, etc., w ill be pu t th ro u g h  th e  jo u r­
nal. The form  of jo u rna l used is th e  
sim ple k in d  used in  everyday practice.
Income Record.
The producer should  have an  accura te  
record of incom e as reported  by th e  d is­
tr ib u to r. T his record  m ay be on a card, 
and  should show th e  nam e of th e  d is­
tr ib u to r, date of report, and  a  sufficient 
num ber of double colum ns headed P ro ­
duction  No. — , one for G ross and  one 
for Net. T he record  should be in  agree­
m ent w ith  th e  to ta ls  recorded by th e  
d is tr ib u to r in  h is m onth ly  sta tem en ts. 
E ach m onth  the  clerk  should  tra n s fe r  the  
gross and  net income, as reported  by th e  
d is trib u to r, to  th e  respective colum ns on 
th is  form . T his fo rm  serves as a basis 
for th e  m onth ly  jou rna l en tries  b ring ing  
th e  incom e and royalties due, on the  
books.
D istributor's Charges.
T his form  should be draw n  up in  th e  
sam e m anner as th e  Incom e record, w ith  
th e  exception of th e  “n e t” colum n. The 
clerk  should record  th e  d is tr ib u to r’s 
charges in  th e  sam e m anner as th e  in ­
come w as recorded. All charges should 
be verified and agreed upon as co rrect by 
some one in  au th o rity  before they  are  
passed to  th e  clerk  fo r en try . T his 
w rite r  has encountered  duplication  of 
charges w hich m igh t have been passed as 
correct if i t  w ere no t fo r th e ir  pecu liar 
n a tu re ; also charges w hich should not 
have been charged to  th e  p roducer w ere 
m ade by the  d is trib u to r. T h is  po in t of 
p rocedure is very  im portan t, and  should 
be passed upon by some one in  au th o rity  
ra th e r  th a n  being se ttled  in  th e  usual 
slip-shod m anner. The d is tr ib u to r’s 
charges are  also used as a  basis in  re ­
co rd ing  th e  m onth ly  jo u rna l e n try  of in ­
com e due from  th e  d is tribu to r.
A fter th e  p ic tu re  has been completed, 
cu t, and assem bled, i t  is ready  for issue 
to  th e  d is trib u to r. T he costs a re  to taled  
an d  tran sfe rred  to  th e  F in ished  N egative 
account. A t th e  sam e tim e  th e  respective 
job cost sheets a re  ab strac ted  from  th e  
N egative in  Process ledger and a ttached  
to  th e  F in ished  N egative ledger. The 
jo u rna l en try  to  record th is  p rocedure is 
as  follows:
F in i s h e d  N egatives $______
N egatives in  Process $______
T he to ta ls  of th e  subsid iary  ledgers 
should be in  agreem ent w ith  th e  above 
con tro lling  accounts.
P ic tu res  a re  usually  sold by th ree  
m ethods. I  believe the  m ost favorable 
m ethod is by an  o u tr ig h t sale if the  nega­
tive  is sold to  som e unallied  d is trib u tin g  
company. A nother m ethod of sale is on 
a fu tu re  percentage basis, w ith  a  sm all 
am ount of cash received in  advance 
w hich w ill be offset ag a in s t th e  share 
of incom e th a t the producer is en titled  
to receive from  th e  d is trib u to r. In te r­
allied  producing  com panies m ay receive 
a sm all advance from  th e ir  allied  dis­
tr ib u to r. C ontracts usually  en tered  in to  
a re  of a type  in  w hich th e  producer re­
ceives a la rge  percen tage of gross incom e 
collected by th e  d is tr ib u to r u n til th e  dis­
tr ib u to r’s charges have been cleared; 
th en  th e  percentage is au tom atically  low­
ered to  a  sm aller base ra te  of th e  gross 
film incom e received by th e  d is tribu to r.
W here a p ic tu re  has been sold ou trigh t, 
th ere  is no fu tu re  revenue to  be received 
on it ;  th e  am ount received should be ap­
plied ag a in s t th e  cost of th e  negative im ­
m ediately. T he cost is th u s  w ritten  off 
by th e  follow ing en tries:
for th e  am ount re ­
ceived from  the  
sale of negative
  fo r th e  
  profit 
  m ade on 
th e  neg­
a tive
I t  is obvious from  th e  above procedure 
th a t  th e re  is no problem  w hen p ic tu res 
a re  sold ou trigh t. B u t th e  modus oper­
andi has to  be changed w hen a p ic tu re  is 
sold on a percentage basis w ith  an  im ­
m ediate advance. The advance should 
be set up as a  deferred  c red it to  income, 
as show n by th e  follow ing en try :
Cash $______
Advance D eposits $______
E ach m onth  a  rep o rt is received from  
th e  d is tr ib u tin g  company, show ing the  
business done on each release, and  the 
producer’s sh a re  of income. A fter an 
analysis is m ade of th is  report, jou rnal 
en trie s  a re  in  o rder to  record it. The 
en trie s  a re  as follows:
Cash $______
D is trib u to r’s Share $______
Incom e $--------- (gross income
repo rted )
Cash m ay no t be received, bu t charged 
ag a in s t th e  in itia l advance received by 
the  producer. In  th is  case th e  Advance 
D eposit account w ill be debited instead  
of cash.
Some d is trib u tin g  con trac ts have 
clauses in them  w hich provide th a t  all 
necessary expenses incu rred  by d is trib u ­
to rs in  the  process of explo iting  the  pic­
tu re  shall be charged back to  th e  pro­
ducer ag a in s t h is share  of the net, or 
sha ll be shared  equally  and charged 
ag a in s t gross incom e of th e  negative in 
question. C are should be exercised to  
tak e  th is  po in t in to  consideration  w hen 
analyzing  th e  reports. All charges paid  
or incu rred  by th e  d is trib u to r a re  item ­
ized in  th e  m onth ly  repo rts rendered  by 
them  to  th e  producer, and  a re  deducted 
from  th e  n e t or gross re tu rn s, depend­
ing  on th e  con tract. If  th e  charges a re  
deducted from  th e  n e t due th e  producer, 
the d is tr ib u to r should be cred ited  for 
th e  am ount, and th e  p roper accounts on 
th e  p roducer’s books should be charged. 
To illu s tra te :
D is trib u to r repo rts $200.00 gross in ­
come; h is  sh a re  is 40%; he incurs 
charges fo r p rin ts , censor fees, etc., 
am oun ting  to  $40.00. T he producer w ill 
pick up th e  above tran sac tio n s on h is 
books by th e  follow ing en try :
D istributor’s Share Prod. X X . . $80.00 
P ositive Prints or Fin. Neg. Prod. X X  $40.00 
Cash or A dvance D eposits . . . .  $80.00
Gross Incom e Prod. X X  $200.00
Some producers p ick  up charges on nega­
tives released to  e ith e r a  P ositive P r in t  
A ccount or to th e  F in ished  N egative Ac­
count, depending on th e ir  accounting  
m ethods, w hich w ill be explained fu r th e r  
on in  th is  paper.
T he question  now asked is, how shall 
the  cost of th e  F in ished  N egative ac­
count and positive p rin ts  be ex tin ­
guished? T he p a r t  of th e  cost to  be 
w ritten  off is  u sually  determ ined  by 
scientific m ethods, from  experience tab les 
w hich p roducers build  up show ing the  
norm al life of a  m otion p icture. P ro ­
ducers usually  have tab les show ing how 
m uch different classes of p ic tu res earn  
in  th e  period or m onths follow ing th e ir  
release.8
As th e  ea rn in g  pow er of th e  p ic tu res 
decreases, th e  cost u sually  should be cor­
respondingly  reduced, and from  an  ac­
coun ting  v iew point th e  o rig inal cost is 
am ortized  by th a t  p a r t  of th e  earn ing  
pow er w hich has or should have been 
earned . To express it  in  a form ula, i t  
is as follow s:
X  Incom e Received
total cost E stim ated  gross Income
X  rep resen ts th e  p roportion  of cost to  
be am ortized  d u rin g  th e  period, leaving 
in  th e  inven to ry  only th e  residual value. 
M ethods and  ra te s  of am ortiza tion  used 
by th e  various com panies a re  no t a ll the  
sam e, due to  m ethods of d istribu tion ,
8 “V alu ing the Inventories of Motion P ic ­
ture Producers”— “D onaldson”— J. o f A c­
countancy, 1927. R. H. M ontgomery— “Aud­
itin g  Theory and P ractice”— Volum e 2.
Incom e Prod. $___
F in ished  N egatives $_ 
P rofit on N egatives $
Cash $____
Incom e Prod.
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rep u ta tio n  of p ic tu res, and th e  exh ib ition  
outlets. The average fea tu re  p ic tu re  is 
am ortized  about 88% th e  first year fol­
low ing release, and about 1% a  m onth  
th e  second year. S ho rt subjects, com­
edies, new sreels, etc., a re  am ortized  w ith ­
in  a  year, based on slid ing  scales. In  
some cases a ll incom e is w ritten  off 
ag a in s t costs (F le ischer S tud ios).
A ccounting m ethods applied  by the  
com panies in  th e  depreciation  policies as 
announced in  th e ir  app lication  to  lis t on 
th e  New York Stock E xchange a re  as 
fo llow s:9
Param ount Publix10
T he g rea te r po rtion  of th e  inven tory  
of th e  co rporation  is composed of nega­
tive and positive films. A fter a  p ic tu re  
is  finished it  is ca rried  on th e  books a t 
ac tua l production  cost. Eighty-five per 
cen t of th is  cost is allocated to  th e  
U nited  S ta tes and C anada. W ith in  th ree  
m onths a f te r  re lease  in  th e  U nited  S ta tes 
and C anada, an  average of seventy  to  
seventy-five per cen t of th e  inven to ry  cost 
is w ritte n  off; a t  th e  end of tw elve 
m onths a ll of such allocated  cost is 
w ritten  off. F ifteen  per cent of th e  to ta l 
cost is allocated to  fo reign  countries, and 
w ritten  off w ith in  tw o years. T h ereafte r 
each p ic tu re  is  ca rried  on th e  books a t 
a  nom inal va lue  of one dollar, a lthough  
i t  has a  res idua l value co n stitu tin g  a  p e r­
m anen t asset.
RA D IO -K EITH -O R PH EU M  11 N. Y . ST. EX.
May, 1930
F eatures and 
P rints Comedies
Mo. Per Ct. Cum ulation P er Ct. Cum ulation
1 14 14 1 2 ½ 12 ½
2 14 ½ 2 8 ½ 17 2 9 ½
3 14 4 2 ½ 15 44½
4 13 55½ 1 1 ½ 56
5 10 65½ 9 65
6 8 ½ 74 6 71
7 7 81 5 76
8 6 87 4 80
9 4 91 4 84
10 3 ½ 94 ½ 3 87
11 3 97 ½ 3 90







F leischer Studios, Producers of A nim ated
Cartoons.
All incom e is w ritten  off ag a in s t costs 
as soon as received. A m ortization  usually  
is 100% com plete w ith in  five m onths 
follow ing release. T his has resu lted  in 
th e  creation  of secret reserves on th is  
com pany’s B alance Sheet. Incom e w as 
s till being received on negatives w hich 
w ere com pletely w ritten  off and not
9 N ew  York Stock E xchange L isting Ap­
plications.
10 N ew  York Stock E xchange L isting Ap­
plication, April, 1930.
11 N ew  York Stock E xchange L isting Ap­
plication, May, 1930.
show n on th e  B alance Sheet in  any 
am ount. T he B alance Sheet in  th is  in ­
s tance  does no t show all assets, and  
w ould be unfavorab le  to th e  com pany if 
they  w ished to  borrow  m oney on the  
s tren g th  of sam e.
T he ra te  of am ortiza tion  on th is  c lass 
of film is no t fixed, a lthough  th e  cost of 
these negatives, if  not cleared by in ­
come received w ith in  tw o years follow ing 
release, w ill be charged to  Profit and 
Loss.
T he accounting  p ractice  in  th is  com­
pany  has been to  c red it th e  n e t incom e 
received from  th e  d is tr ib u to r d irectly  to  
th e  F in ished  N egative account. If  a 
debit balance rem ains, i t  is se t up on th e  
B alance S heet as th e  residual va lue  of 
th e  negatives in  question. If  a  cred it 
balance appears as a  re su lt of th e  above 
procedure, th e re  is a  profit on th e  nega­
tive, and th is  ba lance should be tra n s ­
fe rred  to  P ro fit and  Loss. Obviously, 
th e  negative in  th is  illu s tra tio n  has been 
cleared  and  w ritten  down to  zero.
An illu s tra tio n  of th e  above w ill m ake 
th e  procedure c learer to  the  read er:
N egative cost to Producer ............ $25,000.00
D istributor R ep o rts:
G ross Incom e ............ $60,000.00
Charges to P ro d u c er .....................  $15,000.00
Producer’s  Share ............................ $22,500.00
The P roducer’s negative account w ill 
appear as below (assum ing  th e  charges 
have been capitalized as p a rt of th e  nega­
tive c o s t ) :
Cost of n e g a t iv e ..............  $25,000.00
Charges ..............................  15,000.00
Total Cost .........................  40,000.00
Producer’s Share of
gross ................................  22,500.00
R esidual value o f n eg a tiv e ............$17,500.00
The succeeding m onth  th e  d is trib u to r 
m akes th e  follow ing rep o rt:
Gross Incom e .....................................  $120,000.00
Charges ................................................  3,000.00
Producer’s  Share ..............................  31,500.00
The accounts w ill appear as follows: 
R esidual V alue per last
report ............................ $17,500.00
Charges ..............................  3,000.00 $20,500.00
Producer’s Share ..............................  31,500.00
* Profit on n e g a t iv e .......................  11,000.00
* The negative h as been w ritten down to 
zero and w ill not appear in the B alance  
Sheet.
W ith  th e  increase in  foreign  business 
some com panies such as P aram o u n t 
Publix , have assigned p a rt of th e ir  cost 
to foreign  business, an d  w rite  i t  off 
ag a in s t such income. T his is no t tru e  
of th e  en tire  industry , as evidenced by 
Colum bia P ic tu res  C orporation  in  th e ir  
prospectus issued A pril, 1930, in  w hich 
they  s ta te  th a t  no portion  of th e  cost 
is charged ag a in s t fo reign  business.12 
Some of th e  com panies have established
12 Columbia P ictures Corporation P ros­
pectus, April. 1930.
fo re ign  studios, and  th is  m ay help to­
w ards un ifo rm ity  in  th is  respect.
T he prac tice  of charg ing  positive 
p rin ts  varies. Some com panies include 
them  in  th e ir  F in ished  N egative account 
and  w rite  them  off over th e  sam e life ; 
o ther com panies separa te  th e  accounts 
and  w rite  off over a  sh o rte r life ; these  
p rin ts  do n o t la s t th ro u g h  th e  ea rn in g  
life  of th e  negative unless th e  p ic tu re  is 
no t a  box office h it.
I  believe th e  best p rac tice  is to  w rite  
off th e  first se t of p r in ts  over th e  life 
of th e  negative, inc lud ing  them  in  th e  
sam e account and  charg ing  a ll replace­
m ents to  an  O perating  E xpense A ccount.13
In  som e cases estim ates as to film 
exhaustion  a re  fa r  from  correct, due to  
th e  d raw ing  pow er of the  film and  o ther 
considerations  w hich  m ay h in d e r th e  
estim ated  gross incom e from  being rea l­
ized. I f  th e  p ic tu re  is  a  g rea t success, 
th e  negative cost m ay quickly clear, 
leav ing  th e  p roducer w ith  a  valuable 
asse t no t reflected in  h is  B alance Sheet.14 
In  o th e r in s tances th e  film m ay prove 
to  be a  fa ilu re , in  w hich case th e  pro­
ducer should se t up a  reserve fo r loss, 
based upon h is experience tables.
E n trie s  necessary  to  record  film ex­
h austion  upon th e  books a re  as follows:
F ilm  E xhaustion , $________
F in ished  N egatives, $_______
The am oun t am ortized  is posted d irectly  
to th e  respective film account in  th e  fin­
ished negative ledger.
A producer’s P rofit and  Loss s ta tem en t 
w ill u sually  appear as follows:
Gross Income .........................  $----------
L ess D istributor’s Share. ----------
Gross Income Received. . . . ----------
Film  E xhaustion  ..............  ..............
Net Income from  Released Produc­
tion  ............................................................  $----------
In  th e  cases w here a ll incom e is charged 
aga in s t costs, th e  P ro fit and  Loss s ta te ­
m en t can be draw n  up in  th e  usual m an­
ner, a lthough  th is  requ ires a  g rea t deal 
of detailed  work.
A separa te  subsid iary  ledger con tain ­
ing  th e  finished negatives should be in ­
cluded in  th e  accounting  system . T his 
enables in te rested  p a rtie s  to  a scerta in  
th e  cost and  th e  gross and  n e t incom e 
on each ind iv idual negative produced 
and released fo r exploitation . T his book 
should have, besides th e  usual cost col­
um ns, colum ns show ing th e  am ount of 
film exhaustion  to  date, and  also m em ­
orandum  colum ns record ing  th e  gross in­
come and th e  d is tr ib u to r’s  share . The 
T ria l B alance of th is  ledger should be 
in  agreem ent w ith  th e  F in ished  Nega­
tive con tro lling  account.
Continued on page 119
13 R. H. M ontgomery— A uditing Theory and  
Practice— V olum e 2.
14 F leischer Studios.
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Cooperation
TO a greater extent than most of us realize, we are indebted to organi­zations of business men. We must 
not think for a moment that their work 
concerns only their paid officials or the 
financial interests of the big companies 
in their membership.
. . . The work of such associations brings 
advantages and savings to every one of 
us as consumers. Their pooling of patents 
in some cases means an immense spread 
of the benefits derived from new inven­
tions, giving vast numbers of us superior 
articles for work or pleasure.
The unified endeavors of such associa­
tions serve to lower the overhead costs of 
the several units in an industry, and the 
advantage is passed on to us—enabling 
us to keep more dimes and quarters in 
our pockets.
. . . Most of us feel that the “get-together 
spirit” of American business men is one 
of the best things about them. It is one 
of the greatest contributions to good will, 
higher morale, and material betterment.
In fact, it is one of the elements of 
American business strength which com­
petent European observers look upon 
quite frankly with envy. There are more 
than 2,000 national, international, and 
interstate organizations—about the same 
number of State organizations—and be­
tween 9,000 and 10,000 local organizations.
[Professional men derive the same ad­
vantages from getting together. Weekly 
luncheons have greatly increased the 
esprit de corps of accountants in many 
cities. Successful State organizations 
have improved the professional standing 
of the individual members. The Ameri­
can Society has from the beginning 
stressed the value of the State Society 
and the local chapter.]
. . . Gradually our business men came to 
see that in many vital respects their in­
terests were identical with those of all 
the other persons engaged in their par­
ticular industry, activity, or trade, and 
that many pressing problems could be 
combated and solved only by cooperative 
effort. It was through a realization of 
these truths that trade associations were 
created—and have risen vigorously to a 
position of power and prestige.
Sane solidarity and mutual helpfulness 
are the great motivating forces of the 
modern American trade association. The 
old-time crabbed, suspicious merchant or 
manufacturer who waged lone-handed 
guerilla warfare would, I think, be over­
come with amazement if he could witness 
the candid interchange of opinion (even 
to “ledger experience”), the manifest will­
ingness to submerge petty self-interest in
Julius Klein, Assistant Secretary of 
Commerce, speaking over the radio Fri­
day evening, February 6, on the subject 
of “Business Cooperation,” referred to 
many situations in the business world 
that parallel conditions in the profes­
sional world. We are presenting several 
excerpts from that address and, in brack­
ets, some comments pointing a practical 
application to the accounting profession 
of which each holder of a C. P. A. cer­
tificate is a potential member. The sim­
ilarity between organization problems has 
been emphasized by an interview, just 
concluded, with the secretary of a na­
tional society representing a particular 
industry, in which we have each been 
endeavoring to explain to the other the 
group relationships existing in his in­
dustry and our profession and trying to 
work out plans by which the two or­
ganizations could cooperate for the bene­
fit of both.
the common welfare, and all the other 
qualities that distinguish the delibera­
tions of a trade association.
[There was a time when the average 
certified public accountant looked upon 
the other holders of C. P. A. certificates 
in that community as competitors to be 
shunned. It was impossible to secure co­
operation. Even yet a few retain the old 
idea that aloofness is essential to suc­
cess. Today, however, the professional 
idea is predominating and the friendlier 
accountants are in any community the 
less friction is found.]
I hear some trade association mem­
bers talking, these days, about the pos­
sibility of resigning from the organiza­
tion, with the object mainly of saving 
money. In contemplating any such move,
I think they will do well to give pretty 
careful thought to a number of extremely 
vital aspects of the situation.
I believe that the titanic developments 
of modern business have made such or­
ganizations practically indispensable. The 
requirements of commercial life are too 
stringent now—the problems are too far- 
reaching and too intricate—to be grap­
pled with effectively by any single firm, 
however courageous or self-confident it 
may be. Mass action is imperative—and 
mass assaults can move mountains. . . .
Not all such associations are perfect, by 
any means. . . . Human frailties insist on 
cropping up here and there. You might 
find two or three bad eggs in any crate. 
So there is no use denying that certain 
doubtful, or devious, or plainly malevo­
lent phases do manage occasionally to 
creep into the work of a trade associa­
tion. But here is the thing to bear in 
mind. One brick employed as a missile 
in a riot is no reason for declaring all 
bricks deadly weapons. The vast ma­
jority of them are used for constructive 
purposes. . . .
[The above is no truer in the business 
world than in the professional world. 
Without informal organizations in the 
first instance, led by professionally in­
clined accountants, none of our present 
State accounting laws would be in exis­
tence. Without the maintenance of for­
mal organizations since that time accoun­
tancy would have made slight headway. 
As in other professions, accountancy has 
had the average number of individuals 
who have assumed no responsibility with 
regard to its advancement, although they 
have been benefited by the organized ef­
forts of those who have recognized pro­
fessional responsibility as well as been 
willing to take advantage of the benefits 
of the other fellow’s activities.]
The strength that springs from union 
is nowhere more apparent than in the 
research activities of trade associations. 
Technical and market research, in these 
days, is apt to be expensive—often so 
extremely costly that a single firm could 
not dream of defraying the expense of 
procuring the vital facts it needs. But 
the pooling of such expense by dozens of 
hundreds of firms—the results to be made 
available to all alike—puts a totally dif­
ferent complexion on the matter.
And this is precisely what is done 
through most trade associations. Co­
operative research by such associations 
takes a variety of forms. There is, for 
instance, the collection of statistics—fig­
ures which give the industry a clear idea 
of its position. Then there is research 
of a strictly scientific character—discov­
ering new principles, new applications of 
natural laws, through which an entire 
industry may reduce costs, increase ef­
ficiency, strengthen sales appeal, or de­
velop new uses for its products.
If you were to go through our Depart­
ment’s wonderful scientific establishment 
at Washington, the Bureau of Standards, 
you would find four score “research as­
sistants”—each employed by a trade asso­
ciation or by a specialized scientific or 
technical group but accorded full use of 
the facilities of the Bureau to initiate 
and conduct research. Nor is this all. 
In a true trade association each indi­
vidual unit is in itself a laboratory, the 
achievements of which are spread to the 
entire industry through the medium of 
the association.
Continued on page 120
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A cco u n ta n ts’ Liabilities to T h ird  Parties
OUR issu e  th is  w eek  c o n ta in s  a  vol­u m in o u s  r e p r in t  of th e  d o cu m en ts  in  c o n n ec tio n  w ith  th e  v e ry  im ­
p o r ta n t  A m e ric an  case  U ltra m a res Corpo­
ra tio n  v. Touche, N iv en  & Co. T h e  s tu d y  
of th e  w h o le  of th e  m a t te r  m ay  be a  b u r ­
den so m e o ccu p a tio n  fo r  o u r  re a d e rs , b u t  
in  view  of th e  n o v e lty  a n d  e x tre m e  im ­
p o r ta n c e  of th e  case, w e h a v e  p r in te d  th e  
w h o le  o f  i t  a s  i t  c am e  to  u s  w ith o u t 
v e n tu r in g  to  m a k e  a n y  ex c isio n s w h a t­
ever. T h e  d o cu m en ts  fa ll  in to  th re e  d i­
v is io n s . T h e re  is  f irs t th e  re p o r t  of th e  
ju d g m e n t in  t h e  F i r s t  D e p a r tm e n t of th e  
S u p rem e  C o u rt of th e  S ta te  o f N ew  Y o rk  
(A p p e lla te  D iv is io n ) , a r is in g  o u t o f a n  
ap p ea l by th e  p la in tif fs  f ro m  a n  o r ig in a l 
o rd e r  of th e  S u p re m e  C o u rt, N ew  Y o rk  
C ounty . T h is  is  fo llow ed  by  a  s ta te m e n t 
m ad e  by  th e  A m e ric a n  I n s t i tu te  of Ac­
c o u n ta n ts  in c o rp o ra tin g  a  b r ie f  d ra w n  up  
fo r  th e  g u id an c e  of th e  C o u rt, a n d  th e re  
is  fina lly  th e  ju d g m e n t o f th e  C o u rt of 
A ppeals of th e  S ta te  of N ew  Y o rk  de­
liv e red  on 6 th  J a n u a ry  1931.
The fa c ts  w h ich  w ere th e  subject of 
litig a tio n  can be stated  w ith  great s im ­
p licity , and it  is  w e ll to  se t them  out 
pla in ly  because th e  com plicated ser ies of 
appeals and cross appeals w h ich  fo llow ed  
the orig inal h ea r in g  m ay w ell confuse  
th e  m ind of the un instructed  reader. 
M essrs. T ouche, N iven & Co., a firm of 
public accountants, w ere em ployed by 
F red Stern & Co., I nc ., in  January 1924 
to  prepare and cer tify  a  balance sh eet  
a s  at 31st D ecem ber 1923. T he c lien ts  
w ere not new  to  th e  firm, because sim ilar  
serv ices had been rendered in  each of the  
preceding th ree  years. I t w as adm itted  
th at the accountants k n ew  th a t the or­
dinary course o f bu sin ess required th e  
borrow ing of large sum s of m oney for  
the financing o f th e  im portation  and sa le  
of rubber; it  w as therefore w ell w ith in  
the kn ow ledge o f the accountants that 
the balance sh eet, w hen  prepared, w ould  
in  a ll probab ility  be exh ib ited  by th e  com ­
pany to  banks and other len ders as the  
b asis of financial dea lin gs. In  fact, no 
less than th irty-tw o certified copies of th e  
balance sh eet w ere u ltim a te ly  supplied, 
but there w as no d irect contact betw een  
the accountants and the lenders, nor w as 
any specific in form ation  g iven  to th e  ac­
countan ts as to  th e  ex ten t or num ber of 
th e  tran saction s in  respect of w h ich  ex ­
h ib ition  of th e  balance sh eet w ould  play  
a part. In  particu lar th e  actual lender  
w ho afterw ards cam e in to  th e  lit ig a tio n  
had never before m ade advances to  the  
com pany. On 26th F ebruary 1924 th e  ac­
countan ts certified  th e  balance sh eet in  
th e  form  usual in  the U n ited  S tates. 
T hey stated  that they  had exam ined  the
In  T h e  A ccou n tan t, th e  official o rg a n  of 
th e  I n s t i tu te  of C h a r te re d  A c co u n ta n ts  in  
E n g la n d  a n d  W ales, th e  is su e s  of F e b ru ­
a r y  14, 21 an d  28 c a r r ie d  e d ito r ia ls  b ased  
on th e  U ltra m a re s  case.
W e a re  a ffo rd in g  o u r  re a d e rs  a n  op­
p o r tu n ity  of s tu d y in g  th e se  th re e  v e ry  
w ell w r i t te n  a r tic le s .  I t  m u s t be rem em ­
b e red  th a t  th e  E n g lis h  C h a r te re d  A cco u n t­
a n t  h a s  a  so m e w h a t d iffe re n t re la tio n s h ip  
to  th e  p u b lic  th a n  th e  A m e ric an  P u b lic  
A c co u n ta n t, w h e th e r  ce rtif ied  o r  non-cer- 
tified . In  E n g la n d  h e  r e p re se n ts  th e  s to c k ­
h o ld e rs  in  th e  c o rp o ra tio n  b y  re a so n  of 
h is  se lec tio n  by  th e m  a n d  h is  m a in  fu n c ­
t io n  is  to  ch eck  th e  a d m in is t r a t io n  fo r  
a n d  on b e h a lf  o f th e  s to c k h o ld e rs . In  
A m erica , se lec ted  b y  th e  a d m in is tra t iv e  
officers, h is  m a in  fu n c tio n  is  to  p re p a re  
r e p o r ts  w h ic h  w ill  be  u til iz e d  in  connec­
t io n  w ith  v a r io u s  ty p es  of fin an c in g .
a c c o u n ts  a n d  th a t  th e  b a la n ce  sh e e t a n ­
n ex ed  w as in  a cc o rd an c e  th e re w ith  an d  
w ith  th e  in fo rm a tio n  a n d  e x p la n a tio n s  
g iv en  to  th e m . T h ey  f u r th e r  ce rtif ied  
th a t  th e  s ta te m e n t  in  th e i r  o p in io n  p re ­
s e n te d  a  t r u e  a n d  c o rre c t v iew  o f th e  
f in an c ia l c o n d itio n  o f th e  com p an y . In  
p o in t of fa c t, a  f r a u d  h a d  been  p ra c tis e d  
on  th e  a c c o u n ta n ts  a n d  th e  b a la n ce  sh e e t 
w as v e ry  se r io u s ly  w ro n g . T h e  com p an y  
h ad , a t  th e  la s t  m o m en t, in tro d u c e d  in to  
th e  le d g e r  c e r ta in  f ic titio u s  sa le s  a n d  
book  d eb ts  a n d  th e  d e fe n d a n ts  fa ile d  to  
m ak e  su ch  a n  e x a m in a tio n  in to  th e  b a s is  
of th e s e  e n tr ie s  a s  w o u ld  h av e  re v ea le d  
th e  fra u d . A s a  co n sequence  th e  b a la n ce  
sh e e t w as  n o t in  acco rd an ce  w ith  th e  
t r u e  re c o rd s  of th e  com p an y , a n d  th e  
b a la n c e  sh e e t d id  n o t  p re se n t  “a  t r u e  
a n d  c o rre c t v iew  of th e  f in an c ia l co n d i­
t io n ” of th e  co m p an y . T h e  fa ls e  b a lan ce  
sh e e t w as e x h ib ite d  b y  th e  co m p an y  fo r  
t h e  p u rp o se  of se c u rin g  a d v an c es  an d  
a f te r  th e  a d v an c es  h a d  b een  m ad e , l iq u i­
d a tio n  su p e rv en e d . T h e  le n d e rs  of th e  
m o n ey  th e re u p o n  b ro u g h t  a n  a c tio n  
a g a in s t  th e  a c c o u n ta n ts  c la im in g  d a m ­
ag es  to  th e  e x te n t  of th e  m oney  th e y  
h ad  lo st. T h e  c la im  w as fra m e d  u n d e r  
tw o  b ro a d  h e a d s ; f i r s t  fo r  n eg lig en ce  in  
c e r t ify in g  th e  b a la n ce  sh ee t, a n d  second ly  
fo r  f r a u d  in  m a k in g  th e  s ta te m e n ts  con­
ta in e d  in  th e  a u d it  ce rtific a te .
F o r  s im p lic ity , w e p ro p o se  to  d iscu ss  
th e  m a t te r  w ith o u t  re fe re n c e  to  th e  p re ­
l im in a ry  q u e s tio n  w h e th e r  o r  n o t th e  
fa c ts  a lleg ed  d id  d isc lo se  n eg lig en ce  in  
th e  leg a l sense . W ith o u t  e x p re ss in g  a n  
o p in io n , w e  sh a l l  a s su m e  t h a t  th e  ac ­
c o u n ta n ts  w e re  n e g lig e n t a n d  w e sh a ll 
d ire c t  o u r  a t te n tio n  w h o lly  to  th e  q ues­
t io n  w h e th e r  neg lig en ce , in  th e  c irc u m ­
s ta n c e s  of th is  case, w o u ld  lea d  to  a  
cau se  of a c tio n  on  th e  p a r t  of s t r a n g e r s  
to  th e  o r ig in a l  c o n tra c t  b e tw een  c lie n t  
a n d  a c c o u n ta n t. In  th is  f irs t  a r tic le , a lso , 
w e p ro p o se  to  confine  o u r  a t te n t io n  to  
th e  is su e  o f n eg lig en ce , p o s tp o n in g  to  a  
f u r th e r  a r t ic le  c o n s id e ra tio n  of th e . c la im  
fra m e d  in  f ra u d .
T h e  l i t ig a t io n  d isc losed  co n fu s in g  c ro ss  
c u r re n ts ,  a n d  in  o rd e r  to  sa v e  th e  t im e  
of o u r  re a d e rs  w e se t o u t below , in  th e  
fo rm  of a  ta b u la r  s ta te m e n t, th e  re s u l t  
of th e  t r ia l s  in  th e  su ccess iv e  c o u r ts  of 
th e  tw o  issu e s  invo lved .
P a r ty  su ccess fu l o n  issu e  of—
N eg ligen ce  F rau d
1 st C o u rt A c co u n ta n ts  A c co u n ta n ts
2 nd  C o u rt L e n d e rs  A c c o u n ta n ts
3 rd  C o u rt A c co u n ta n ts  N ew  T r ia l
W h en  w e h a v e  n a rro w e d  th e  is su e  
dow n to  a  c o n s id e ra tio n  of th e  effect of 
n eg lig en ce , w e m u s t  b e g in  by  e n d e a v o u r­
in g  to  d is t in g u is h  th e  e s se n tia ls  of leg a l 
n eg lig en ce . M any  ju d ic ia l  d e fin itio n s  
h a v e  been  g iv en , b u t i t  is  com m only  
a g re e d  by  th e  a u th o r i t ie s  th a t  th e  m o st 
s a t is fa c to ry , o r to  be  m o re  a c c u ra te , th e  
le a s t  u n sa t is fa c to ry ,  is  t h a t  g iv en  b y  W il­
les, J ., in  V aughan v . Taff V ale  R a ilw a y  
Co. (1860, 5 H . & N . 688). “ N eg lig en ce  is  
th e  ab sen ce  of c a re  a cc o rd in g  to  th e  c ir ­
c u m s ta n ce s .” T h e  sam e  ju d g e  g av e  a n  
a lte rn a t iv e ,  b u t  h a rd ly  d iffe ren t, defin i­
t io n  in  G rill v. G eneral Iron  S crew  C ollier  
Co. (L .R ., 1 C .P. 600). “T h e  a b sen ce  of 
su ch  c a re  a s  i t  w a s  th e  d u ty  of th e  de­
fe n d a n ts  to  u se .” I n  th e  la s t  n am ed  
case , a  s a lu ta ry  w a rn in g  w as g iv en  
a g a in s t  th e  c o n fu sio n  w h ic h  a r is e s  f ro m  
r e g a rd in g  n eg lig en ce  a s  a  p o s itiv e  in s te a d  
of a  n e g a tiv e  w o rd .
S o m e th in g  m u s t h e re  be sa id  a b o u t a  
d ifficu lty  in  d isc u ss in g  n eg lig en ce  w h ic h  
a r is e s  f ro m  th e  h is to r ic a l  c irc u m s ta n c e s  
of th e  law  of E n g la n d . P ro p e r ly  sp e a k ­
ing , th e re  is  n o  law  of t o r t ;  th e r e  is, on 
th e  o th e r  h a n d , a  law  of to r ts .  T h a t  is  
to  say , no  p r in c ip le  of re a l ly  g e n e ra l a p ­
p lic a b il i ty  h a s  e v e r  been  d is tin g u ish e d  
in  th e  l ig h t  o f w h ic h  w e c a n  sa y  defi­
n i te ly  t h a t  a  r ig h t  in  to r t  a r is e s  in  fa ­
v o u r  o f one p a r ty  a g a in s t  a n o th e r . One 
a u th o r i ty  h a s  p u t  th e  m a t te r  t h u s : 
“W h e re  one m a n ’s sp h e re  of a c t iv ity  im ­
p in g es  o n  a n o th e r ’s a  conflict of in te r e s ts  
a r is e s . T h e  d eb a tab le  lan d  w h e re  th e s e  
co llis io n s  m ay  o ccu r is  ta k e n  p o ssessio n  
of b y  th e  law  w h ic h  la y s  d ow n  th e  ru le s  
of m u tu a l  in te rc o u rs e . A  l ib e r ty  of ac­
t io n  w h ic h  is  a llo w ed  th e re in  is  c a lled  a  
r ig h t,  t h e  o b lig a tio n  o f r e s t r a in t  a  d u ty , 
an d  th e s e  te rm s  a re  p u re ly  re la tiv e , e ac h  
im p ly in g  th e  o th e r. W h a t th e  p a r t ic u la r  
a c ts  a r e  w h ic h  a re  fo rb id d en  b ecau se  th e y
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ten d  to  in ju re  o thers cannot be enum er­
a ted . They are w orked out in  the grad­
ual evolution of society .” The sentence 
w hich we have ita lic ised  serves to  d irec t 
our a tten tio n  to  very  im p o rtan t consid­
e ra tio n s  to  w hich  we pass in  th e  nex t 
parag raph .
A r ig h t in  to r t has alw ays been con­
sidered  by th e  law s of E ng land  to  a rise  
out of th e  breach of a  recognisable duty  
ex is tin g  betw een parties. The g radual 
developm ent of social re la tions itse lf cre­
a tes new duties and th e  ta sk  before the  
courts in  a ll ages has been to  d is tingu ish  
th e  po in t a t w hich, in  th e  comm only ac­
cepted opinion of m ankind , a duty  m ay 
fa irly  be said to  have arisen . To take  a 
sim ple an d  perhaps extrem e exam ple: a  
m an m ay (a p a r t from  s ta tu te )  drive in  
a  m otor ca r across S alisbury  P la in  as 
fa s t as he pleases, bu t d irectly  an o ther 
vehicle comes w ith in  sight, a  du ty  a rises 
so to  d rive as to  share  th e  use  of th e  
road w ith  th a t o ther vehicle. W hen, how­
ever, th e  m otor ca r a rriv es  a t P iccadilly  
C ircus, th e  d river is obviously under a  
du ty  so to  drive con tinually  th a t  he does 
no t endanger th e  safety  of all o ther users 
of th a t  p a rticu la r po rtion  of th e  h ighw ay. 
T here is a  negative duty  to  avoid danger 
b u t its  exact circum ference depends on 
th e  social circum stances of tim e and 
place. 
In  all cases, therefore , w here negligence 
is alleged, we m ust look first for a  du ty  
com m only acknow ledged by opinion to  
exist. Now th e  courts of E ng land  have 
been slow to  extend th e  sphere of neg li­
gence beyond th e  im m ediate in te re s t of 
p a rtie s  w ho en te r in to  con trac t, and  th e  
cases in  our books w here  negligence has 
been extended fo r th e  benefit of th ird  
p a rtie s  a re  exceptional in  th e  sense th a t  
they  fa ll in to  clearly  defined classes.
W e m ust m ake quite c lear th a t we 
a re  here  d iscussing  only th e  existence of 
a nexus of du ty  and not the  causal con­
nection  w hich affects th e  question  of dam ­
ages. On th a t question  th e  t r u th  w as 
long ago p u t in  th e  q u a in t language of 
B a c o n : “I t  w ere infin ite fo r th e  law  to  
consider th e  causes of causes and th e ir  
im pulsions one of an o th e r; there fo re  i t  
con ten te th  itse lf w ith  th e  im m ediate 
cause, and judgeth  of ac ts by th a t w ith ­
out looking fo r any fu r th e r  degree.” In  
negligence th a t  p rinc ip le  has hard ly  been 
modified by th e  m ore precise  m odern 
sta tem en t in  Sm ith  v. L. & S.W. R ailw ay  
Co. (1870, L.R. 5 C.P. 98 ): “W hen neg li­
gence is once show n to  exist, it  ca rries  a 
liab ility  from  th e  consequences a ris in g  
from  it  w hether they  be g rea te r or less 
u n til th e  in te rv en tio n  of some d iverting  
force o r u n til th e  force p u t in  m otion by 
th e  negligence has itse lf become ex­
hausted .”
The law  of E ngland  has show n a  te n ­
dency to  extend th e  a rea  of duty  in  cases 
w here th e  subject m a tte r  is some sub­
stance  inheren tly  dangerous, th a t is 
w here i t  is such  th a t an  innocent p a rty  
in  con tac t w ith  th e  substance would not 
have a fa ir  opportun ity  of guard ing  him ­
self ag a in s t its  noxious qualities. Thus, 
in  th e  early  case of Langridge v. L evy  
(1837, 2 M. & W. 519) w here a gunsm ith  
sold a  gun as of a  ce rta in  m ake to  a  
fa th e r who s ta ted  p la in ly  th a t  it  was for 
th e  use of h is son, the  son used the  gun 
and w as in ju red  by an  explosion. T he 
Court g ran ted  a n  action  to th e  son 
ag a in s t th e  gunm aker, a lthough  th ere  
was clearly  no con trac t betw een the  two. 
Even here, subsequent cases have ruled, 
on th e  g round of too g rea t rem oteness of 
the  dam age, th a t  th e  p rincip le  is not to 
be extended. A nother, and  m ore recen t 
in stance is found in  Inderm aur v. Dames 
(1866, L.R., 1 C.P. 274). H ere, a sugar 
refiner perm itted  an  unfenced hole to ex­
is t in  th e  floor of h is w arehouse for the 
purpose of shooting  bags of sugar. A 
person in  th e  employ of an o th e r w as law ­
fu lly  on th e  prem ises in connection w ith  
o ther business and, fa lling  th ro u g h  the 
hole, an  action  w as g ran ted  ag a in s t the  
occupier of th e  prem ises, no tw ith stan d ­
ing  th e  absence of any  d irec t con trac t 
w ith  the  in ju red  person. All the  recog­
nised cases of liab ility  w ere perhaps best 
sum m ed up by B re t t , M.R., in  Heaven v. 
Pender (11 Q.B.D. 503): “W henever one 
person is by circum stances placed in  such 
a position  w ith  reg a rd  to  an o th e r th a t  
everyone of o rd inary  sense who did th in k  
would a t once recognise th a t  if he did 
not use o rd in a ry  care  and  sk ill in  h is 
own conduct w ith  reg ard  to  those c ir­
cum stances, he w ould cause danger and 
in ju ry  to  the  person or p roperty  of the  
o ther, a  du ty  a rises to  use o rd inary  care  
and sk ill to  avoid such danger.” T he 
p rincip le  here enunc ia ted  has been used 
for exam ple to  im pu te liab ility  aga in s t a 
chem ist who sold in ju rio u s h a ir  w ash for 
the use of the  pu rch ase r’s w ife ( George 
v. S k ivington  (1869, L.R., 5 Ex. 1), th e  
vendor of a tin  of d is in fec ting  pow der 
w hich  w as likely  to  sp read  its  in ju rio u s 
con ten ts over the  person of an  unw ary  
opener (Clark v. A. & N. C. S. (1903, 1 
K.B. 155) ), and ag a in s t the  vendor of li­
quid used for c lean ing  sh ip s’ boilers 
w hich gave off inflam m able gas in  con­
tac t w ith  iron  to  th e  in ju ry  of a  th ird  
p a rty  in  th e  neighbourhood (Anglo-Celtic 
Shipping Co. v. E llio tt (1926, 42 T.L.R. 
297) ).
On th e  o ther hand , th e  extension  of th e  
sphere of du ty  to w hich we a re  now re ­
fe rrin g  has been very  carefu lly  safe­
guarded  in  ce rta in  cases. F o r instance, 
in  E arl v. Lubbock  (1905, 1 K.B. 253) 
th e  C ourt refused to  give dam ages to an  
employee who fell off h is m as te r’s van 
aga in s t th e  re p a ire r thereo f w ho had  neg­
ligen tly  perform ed a  con trac t betw een the  
said rep a ire r and th e  m aster. S im ilarly  
in B lacker v. Lake  (1912, 106 L.T. 533)
th e  explosion of a  b raz ing  lam p did not 
lead to  dam ages ag a in s t th e  m anufac­
tu re r  who supplied th e  shopkeeper w ho 
in  tu rn  supplied th e  in ju red  person, on 
th e  ground th a t th e  existence of th e  
danger w as ap p aren t from  the  very na­
tu re  of th e  artic le . F inally , in  B ates v. 
B atey & Co., L td . (1913, 3 K.B. 351), no 
dam ages w ere g ran ted  ag a in s t th e  m anu­
fac tu re rs  of ce rta in  g inger beer who sold 
it  in  bottles w hich had  been supplied to  
them  by an o th e r firm ; the  bottles b u rs t 
and  in ju red  th e  p laintiff, b u t th e  de­
fendan ts w ere not liable because they did 
not know  of th e  defect and it w as for th e  
p lain tiff to  tak e  care in  the  use of an 
obviously dangerous artic le .
W e come back m ore nearly  to  th e  p a r­
ticu la r facts of th e  p resen t case. W hen 
an  accoun tan t p repares and  certifies a  
balance sheet, has he any  responsib ility  
tow ards th ird  p a rtie s  in  respect of th e  
re liance w hich they  m ay place on it?  In  
th e  E ng lish  books th ere  is a case very  
m uch in  point. In  Le L ievre & Dennes v. 
Gould (1893, I  Q. B. 491), c e rta in  m oneys 
w ere advanced on m ortgage to  a  builder 
on th e  s tren g th  of certificates by an  a rch i­
tect. The in te re s t in  th is  m ortgage was 
tran sfe rred  to  a th ird  p a rty  who sub­
sequently  advanced fu r th e r  m oneys on 
the  s tre n g th  of s im ila r certificates, bu t i t  
w as adm itted  th a t th e re  w as no con­
tra c tu a l re la tio n  betw een th e  th ird  p a rty  
and the  a rch itec t. T he certificates having 
been found to  be negligent, i t  w as held  
th a t  th e  a rch itec t owed no du ty  to th e  
m ortgagees to exercise care in  giv ing h is 
certificate, and consequently  no action  
could be m ain ta ined  aga in s t h im  by rea­
son of h is negligence.
I t  seem s to  us to  be qu ite  c lear th a t  
upon th is  side of th e  A tlan tic  an  action  
ag a in s t accoun tan ts in  sim ila r c ircum ­
stances would fa il fo r lack of th e  elem ent 
of duty, alw ays postu la ting , of course, 
th a t no in s tru c tio n s w ere expressed, or 
could be im plied, betw een the  th ird  party  
and  th e  accountan t. To hold o therw ise 
.would, as i t  seem s to  us, lead  to  fan ta stic  
consequences. By p a rity  of reasoning, fo r 
example, th e  p rop rie to rs  of a  new spaper 
m igh t be held  responsible for ac tion  tak en  
by th e ir  readers  on in fo rm ation  contained 
in  an y  p a rtic u la r day’s issue. I t  is alw ays 
open fo r a p a rty  in to  whose hands a  bal­
ance sheet comes to  inqu ire  of the  ac­
coun tan ts as to  th e  degree of reliance 
w hich can be placed on the  figures d is­
closed. On such inquiries, th e  accountan t 
has an opportun ity  to  consider h is posi­
tion  in  th e  lig h t of th e  p a rticu la r purpose 
fo r w hich th e  balance sheet is to be used. 
W ithout such opportun ity  of considera­
tion , i t  seem s to  us th a t  th e  accountan t 
would be placed in  an  im possible position. 
H e could afford to  p a r t w ith  no balance 
sheet u n til he had m ade an  exhaustive 
exam ination , and  he would never know 
w hether a c la im an t m igh t suddenly  come
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fo rw a rd  w ith  a  c la im  a r is in g  o u t of c ir ­
c u m s ta n c e s  w h ic h  h a d  n e v e r been  fo re ­
seen . T h e  co st of th e  e m p lo y m en t of a n  
a c c o u n ta n t w o u ld  th u s  becom e p ro h ib i­
tiv e . R easo n ab le  m en  w o u ld  h e s i ta te  be ­
fo re  t a k in g  u p  fu n c tio n s  in v o lv in g  u n ­
l im ite d  l ia b ili ty  to w a rd s  unsp ec ified  p e r­
so n s  in  unsp ec ified  c irc u m s tan c es . I t  is  
n o t s u rp r is in g  t h a t  th e  S ta te  of N ew  
Y ork  n e g a tiv e s  a  c la im  so u n re a so n a b ly  
based , b u t i t  seem s s u rp r is in g  th a t  th e  de­
lib e ra tio n s  of th re e  C o u rts  sh o u ld  h av e  
been n e ce ssa ry  fo r  th e  re e s ta b lish m e n t of 
w h a t seem s to  u s  so o bv ious a  p r in c ip le .
P A R T  TW O
T h e  su b je c t [of f ra u d ]  m ay  f itt in g ly  be 
in tro d u c e d  by a  q u o ta tio n  fro m  R e n to n ’s 
E ncyclopaedia of th e  L aw s of E n g la n d :  —
“W h ere  a  r e p re s e n ta t io n  fa lse  to  th e  
k n o w led g e  of th e  d e fe n d a n t o r m ad e  by  
h im  w ith o u t  a n  h o n e s t b e lie f  t h a t  i t  is 
t r u e  h a s  been  m ad e  by  h im  in  o rd e r  to  
in d u ce  th e  p la in tiff , o r  a n y  p e rso n  of th e  
c la ss  to  w h ich  th e  re p re s e n ta t io n  is  a d ­
d re ssed , to  a c t  in  a  p a r t ic u la r  w ay , a n d  
th e  p la in tif f  h a s  b een  d ece ived  th e re b y  
a n d  in d u ce d  to  a c t a cc o rd in g ly , a n d  a s  a 
co n sequence  h a s  su ffe red  p e c u n ia ry  loss, 
th e  p la in tif f  is  e n ti t le d  to  re co v e r th e  loss 
fro m  th e  d e fe n d a n t.”
I t  is  obv ious fro m  a  r e a d in g  of th is  
s ta te m e n t t h a t  w e  a r e  h e re  on  v e ry  d if ­
fe re n t  g ro u n d  fro m  t h a t  occup ied  b y  th e  
p r in c ip le  of n eg lig en ce . A s w e s ta te d  la s t  
w eek , n eg lig en ce  is  a  w o rd  of n e g a tiv e  
c o n n o ta tio n , b e in g  th e  ab sen ce  of su c h  
c a re  a s  is  p ro p e r  to  th e  c irc u m s ta n c e s . 
W e saw  t h a t  i t  co u ld  o n ly  a r is e  in  con­
n e c tio n  w ith  th e  b re a c h  of a  d u ty  a lre a d y  
e x is tin g ;  a lth o u g h  p o ss ib ly  th e r e  is  a  
ten d e n cy  to  e x te n d  th e  sp h e re  o f d u ty  to  
cases w h e re  o ne  p e rso n  c re a te s  a  so u rce  
of p h y s ic a l d a n g e r  w i th  w h ic h  som e o th e r  
p e rso n  in  ig n o ra n c e  o f th e  d a n g e r  b r in g s  
h im se lf  in to  c o n ta c t. F ra u d , on  th e  o th e r  
han d , does n o t d ep en d  o n  th e  p r io r  r e ­
la t io n sh ip  of th e  p a r tie s , b u t  a r is e s  w h e re  
o ne  p e rso n , by  m a k in g  a  fa ls e  re p re s e n ta ­
t io n  to  a n o th e r , c au ses  th e  l a t t e r  to  in ­
ju re  h im se lf  sh o u ld  h e  a c t  on  th e  f a i th  of 
th e  re p re s e n ta t io n  b e in g  t ru e .  I n  o th e r  
w o rds, w e  a r e  d e a lin g  w ith  p o s it iv e  a c tio n  
a n d  n o t m ere  n e g a tiv e  b re ac h es . T h e  de­
fen ce  of lac k  o f p r iv i ty  h a s  b een  c u t aw ay , 
a n d  th e  q u e s tio n  ta k e s  on a  v e ry  d iffe re n t 
a sp ec t.
W e m u s t re m in d  o u r  re a d e rs  t h a t  th e  
c e r tif ic a te  g iv en  by  th e  d e fe n d a n ts  in  
th e  p re s e n t  c ase  (se e  p a g e  211 o f o u r 
la s t  is su e )  s ta te d  a s  a  m a t te r  of fa c t  
th a t  th e y  h a d  “ e x am in ed  th e  a cc o u n ts” 
a n d  “ th a t  th e  a n n e x e d  b a la n ce  sh e e t is 
in  a cc o rd an c e  th e re w ith .” I n  o th e r  w o rds, 
th e y  s ta te d  so m e th in g  a s  a  m a t te r  o f 
fa c t  a n d  n o t a s  a  m a t te r  of o p in io n . T h e  
ev id en ce  p ro v ed  th a t  th e  fa c ts  w e re  n o t 
in  a cco rd an ce  w ith  th e  s ta te m e n t, be­
c au se  a lth o u g h  c e r ta in  sa le s  h a d  b een
p u t in to  th e  led g e r a t  th e  la s t  m o m en t, 
th e  n e ce ssa ry  a n d  u su a l e n tr ie s  in  r e ­
g a rd  to  sa les  h a d  n o t been  m ad e  in  th e  
o rd in a ry  acc o u n t books of th e  com pany .
T h e  d ifficulty  of th e  m a t te r  fo r  th e  
d e fe n d a n ts  in  su c h  a n  a c tio n  a s  th e  one 
we a re  c o n s id e r in g  lie s  in  th e  fa c t  th a t  
i t  is  w ell s e ttle d  t h a t  f ra u d  m ay  be a  
cau se  of a c tio n  b e tw een  p e rso n s  w ho  a re  
n o t b o u n d  by c o n tra c t  in  an y  w ay  w h a t­
ever. T h is  p r in c ip le  is  a s  old a s  1789, 
w h en  i t  w as se t tle d  in  th e  le a d in g  case  
of P a sley  v. F reem a n  (3 T .R . 51 ). H ere , 
F r e e m a n  h a d  a s se r te d  to  P a s l e y  th a t  
one F a l c h  w as a  t r u s tw o r th y  p e rs on, a n d  
P a s l e y , con fid in g  in  th is  a ffirm atio n , gave 
c re d it  to  F a l c h  a n d  lo s t m oney . F o r  
th is , F r e e m a n  w as h e ld  re sp o n sib le . T h e  
p r in c ip le  h a s  re m a in e d  good law  a n d  w as, 
fo r  ex am ple , r e a s s e r te d  in  1899 in  B u r­
ro w s v. R h odes an d  Jam eson  (1 Q.B. 
816), a  case  w h ic h  is  in te r e s t in g  a s  a r is ­
in g  o u t of th e  Ja m e so n  R a id .
T h e  g re a t  d ifficu lty  o f th e  su b je c t m a t­
t e r  lie s  in  th e  d e te rm in a tio n  of th e  
a m o u n t of a c tu a l  f r a u d u le n t  in te n tio n  
w h ich  m u s t b e  p ro v ed . I t  w as, fo r  e x ­
am ple , a t  one t im e  w id e ly  be liev ed  th a t  
th e re  w as a  l ia b i li ty  w h e re  th e  d e fen ­
d a n t, th o u g h  h o n e s tly  b e lie v in g  in  th e  
t r u th  of h is  s ta te m e n t, h a d  n o  re a so n ­
ab le  g ro u n d s  fo r  su c h  b e lie f, o r w h e re  
he  m ad e  th e  s ta te m e n t  w ith o u t  ta k in g  
o rd in a ry  c a re  to  a s c e r ta in  w h e th e r  i t  w as 
t ru e  o r  fa lse . S u ch  a  v iew  w o u ld  ex­
te n d  l ia b i li ty  b eyond  cases w h e re  th e re  
is  a c tu a l  k n o w led g e  o f  th e  u n t r u th ,  o r  
a t  le a s t  a b se n ce  of p o s itiv e  be lie f in  th e  
t r u th  of th e  s ta te m e n t.
T h e  m o d ern  p o in t  of v iew  is  d iffe ren t. 
F o r  ex am ple , M a u l e , J., in  E va n s v . E d ­
m on ds  (1853, 13 C.B. 786) s a id : —
“I f  a  m a n  h a v in g  no k n o w ledge  
w h a te v e r  o f th e  su b jec t  ta k e s  u p o n  
h im se lf  to  r e p re s e n t  a  c e r ta in  s ta te  
o f fa c ts  to  e x is t,  h e  does so  a t  h is  
p e r il , a n d  i f  i t  be  d one  e i th e r  w ith  
a  v ie w  to  se c u re  som e ben efit to  
h im se lf  o r  to  dece iv e  a  th i r d  p e rso n , 
h e  is  in  law  g u ilty  of a  f ra u d , fo r  he  
ta k e s  u p o n  h im se lf  to  w a r r a n t  h is  
ow n b e lie f  of th e  t r u th  of t h a t  w h ich  
h e  so  a s s e r ts .”
L o rd  C a i r n s  m ad e  a  so m ew h a t s im ila r  
r e m a rk  in  R eese  R iv e r  Co. v. S m ith  
(1869, L .R ., 4 H .L . 79 ) :  —
“ I  a p p re h e n d  i t  to  be th e  ru le  of 
law  th a t  if  p e rso n s  ta k e  u p o n  th e m ­
se lv es to  m ak e  a s s e r t io n s  as to  w h ich  
th e y  a re  ig n o ra n t w h e th e r  th e y  a re  
tru e  or u n tru e , th e y  m u s t  in  a  c iv il 
p o in t  of v iew  be  h e ld  a s  re sp o n sib le  
a s  i f  th e y  h a d  a s se r te d  t h a t  w h ich  
th e y  k n ew  to  b e  u n tru e .”
T h ese  d ic ta  a re  in te rp re te d  a s  r e fe r r in g  
to  s ta te s  of m in d  w h e re  a  p e rso n  m a k in g  
a  s ta te m e n t  is  co n sc io u s th a t  h e  does n o t 
b e liev e  i t .  F o r  exam p le , L o rd  H e r s c h e l l , 
in  D e rry  v. P eek  (1889, 14 A pp. C as. 337) 
r e fe r re d  to  th is  v e ry  s ta te m e n t of L o rd  
C a i r n s  in  th e  fo llo w in g  w o rd s :—
“ T h is  m u s t  m ea n  th a t  th e  p e rso n s  
re fe r re d  to  w e re  co n sc io u s w h e n  m a k ­
in g  th e  a s s e r t io n  th a t  th e y  w e re  ig ­
n o ra n t  w h e th e r  i t  w as t r u e  o r u n ­
tru e .  F o r  if  n o t, i t  m ig h t  be  sa id  
of an y o n e  w ho  in n o ce n tly  m ak e s  a  
fa lse  s ta te m e n t. H e  m u s t be ig n o ­
r a n t  t h a t  i t  is  u n tru e , fo r  o th e rw ise  
h e  co u ld  n o t  m ak e  i t  in n o c e n tly ; h e  
m u s t be  ig n o ra n t  th a t  i t  is  t r u e  fo r  
by  th e  h y p o th e s is  i t  is  fa lse .”
T h is  b r in g s  u s  to  th e  fam o u s case, 
D e rry  v. P eek , one of th e  m o st fam o u s 
tu r n in g  p o in ts  of th e  law  in  m o d e rn  
tim e s . O ur re a d e rs  w ill re m e m b e r th a t  
c e r ta in  co m p an y  p ro m o te rs  s ta te d  in  a  
p ro sp e c tu s  th a t  th e i r  co m p an y  h a d  p o w er 
to  c o n v e rt i ts  t ra m w a y  sy s te m  fro m  h o rse  
tr a c t io n  to  m ec h an ic a l p o w er; th e  t r u th  
w as th a t  su ch  co n v ers io n  d ep en d ed  upo n  
o b ta in in g  th e  p e rm iss io n  of th e  B o a rd  
of T rad e , an d  th a t  p e rm iss io n  w as in  fa c t 
a f te rw a rd s  re fu sed . A p e rso n  ta k in g  
sh a re s  su ed  in  f ra u d  u p o n  th e  p ro sp e c tu s , 
an d  u p o n  e v id en ce  b e in g  g iv en  t h a t  th e re  
w as n o  f r a u d u le n t  in te n t io n  in  th e  o rd i­
n a ry  se n se  o f th e  w o rd , ju d g m e n t w as 
finally , a f te r  m u ch  lit ig a t io n , g iv en  fo r  
d e fe n d a n ts . T h e  ju d g m e n ts  in  th e  H o u se  
of L o rd s  w ere  p a r t ic u la r ly  lu m in o u s  a n d  
re p a y  r e a d in g  by  an y o n e  in te re s te d  in  th e  
p re se n t  su b jec t. W e h a v e  sp ace  to  q u o te  
o n ly  one p a ssa g e  fro m  L o rd  H e r s c h e l l  : —
“ I n  m y  o p in io n , m a k in g  a  fa lse  
s ta te m e n t  th ro u g h  w a n t of c a re  fa lls  
sh o r t  of, a n d  is  a  v e ry  d iffe re n t th in g  
fro m , f r a u d  . . .  I  th in k  m isch ie f  is  
lik e ly  to  re s u l t  fro m  b lu r r in g  th e  d is ­
t in c t io n  b e tw een  c a re le ssn ess  a n d  
f ra u d , a n d  eq u a lly  h o ld in g  a  m an  
f r a u d u le n t  w h e th e r  h is  a c ts  c a n  o r  
c a n  n o t  ju s t ly  be  so  d e s ig n a te d .”
T h e  d ec is io n  in  D e rry  v. P eek  c le a re d  
th e  a i r  to  su c h  a n  e x te n t t h a t  w e p ro ­
pose  to  qu o te  th e  h e a d n o te  to  th e  re ­
p o r t :—
“ I n  a n  a c tio n  fo r  d ece it, th e  p la in ­
t if f  m u s t  p ro v e  a c tu a l  f ra u d . F ra u d  
is  p ro v e d  w h e n  i t  is  sh o w n  th a t  a  
fa ls e  re p re s e n ta t io n  h a s  been  m ad e  
k n o w in g ly , o r  w ith o u t  b e lie f  in  i ts  
t r u th  o r  re c k le s s ly  w ith o u t  c a r in g  
w h e th e r  i t  be  t r u e  o r fa lse . A  fa lse  
s ta te m e n t,  m ad e  th ro u g h  c a re le ss ­
n e ss  a n d  w ith o u t  re a so n a b le  g ro u n d  
fo r  b e lie v in g  i t  to  be  t ru e ,  m ay  be 
e v id en ce  o f f ra u d , b u t  does n o t  nec­
e s s a r i ly  a m o u n t to  f ra u d . S u c h  a  
s ta te m e n t,  i f  m ad e  in  th e  h o n e s t be­
lie f  th a t  i t  is  t ru e , is  n o t f ra u d u le n t,  
a n d  does n o t re n d e r  th e  p e rso n  m a k ­
in g  i t  lia b le  to  a n  a c t io n  of d e ce it.”
U n til  th is  c le a r  s ta te m e n t by  th e  
H o u se  of L o rd s  h a s  been  re v e rse d  by 
leg is la tio n , w e do  n o t see  how  m ere  c a re ­
le s sn e ss  on  th e  p a r t  of a n  a c c o u n ta n t c an  
be sa id  to  a m o u n t to  f r a u d ;  b u t  le s t som e 
re a d e rs  sh o u ld  e n te r ta in  d o u b t a s  to  w h a t 
is  th e  m e a n in g  of “ re ck le ss ly  w ith o u t  
c a r in g  w h e th e r  i t  be t r u e  o r  fa ls e ,” w e  
m ak e  som e c o m m en t on  th e  m a t te r .  C on­
fu s io n  se e m s to  h a v e  p re v io u s ly  c re p t  
in to  th e  law  o w in g  to  th e  u n c e r ta in  con­
n o ta t io n  of th e  w o rd  “k n o w led g e” ; th u s  
in  R e x  v. M a w b y  (1796, 6 T .R . 637) i t  
w a s  s a i d : “W h ere  a  m an  sw e a rs  to  a  p a r ­
t ic u la r  fa c t  w ith o u t  k n o w in g  a t  th e  t im e
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w h e th e r  th e  fa c t be t ru e  o r fa lse , i t  is  a s  
m u ch  p e r ju ry  a s  if  he  k n e w  th e  fa c t to  
be  fa lse .” R eflec tio n  w ill sh o w  th a t  a ll 
th e  d ifference  in  th e  w o rld  is  m ad e  to  
th is  s ta te m e n t i f  th e  w o rd s  “k n o w in g ” 
a n d  “k n e w ” a re  u se d  in  th e  sen se  of be­
lie f. T h u s , i f  one sh o u ld  m ak e  a  s ta te ­
m e n t w i th o u t  a n y  b e lie f  a t  th e  t im e  
w h e th e r  th e  fa c t  b e  t r u e  o r fa lse , th i s  is  
th e  c o n d itio n  of m in d  to  w h ic h  th e  ep i­
th e t  “ re c k le s s” is  p ro p e rly  ap p lied , a n d  
in  D e rry  v. P e c k  L o rd  H e r s c h e l l  p o in t­
ed  o u t  th a t  re ck le s sn e ss  u sed  in  th is  con­
te x t  m u s t  n o t be  c o n fu sed  w ith  m ere  
a b sen ce  of re a so n a b le  g ro u n d s  fo r  b e liev ­
in g  th e  s ta te m e n t  to  b e  tru e .  A t th e  
t im e  of re ck les sn e ss , th e  m in d  is  m ere ly  
n e g a tiv e  a s  to  b e lie f  o r  u n b e lie f.
W e m u s t  ad d  t h a t  w h ile  in  f ra u d  i t  is 
n o t n e c e ssa ry  to  p ro v e  th a t  th e  r e p re se n ­
ta t io n  w as  m ad e  to  th e  p la in tif f  d irec tly , 
y e t i t  m u s t  be  sh o w n  t h a t  th e  s ta te m e n t  
w as m ad e  w ith  th e  in te n t io n  th a t  th e  
p la in tif f  o r  one of th e  c la ss  of p e rso n s  
to  w h ic h  th e  p la in tif f  b e lo n g s sh o u ld  a c t 
on  i t .  T h e re  is  a n  obv ious difficulty  
(w h ic h  h a s  a p p e a re d  in  th e  A m e ric an  
c a se )  of d e te rm in in g  w h e th e r  th e  p la in ­
tiff  w as one of th e  p e rso n s  to  w h o m  th e  
r e p re s e n ta t io n  w as ad d re ssed . W e su b ­
m it  t h a t  in  th is  m a tte r ,  th e  o n e  n eces­
s a ry  te s t  of in te n t io n  is  in te re s t .  W h ere  
a  p e rso n  h a s  a c te d  u p o n  a  fa ls e  re p re ­
s e n ta t io n  n o t m ad e  d ire c tly  to  h im , i t  
c an  h a rd ly  b e  sa id  th a t  h e  w a s  in te n d e d  
to  a c t u p o n  i t ,  u n le ss  i t  w a s  to  th e  in ­
t e r e s t  of th e  p e rso n  m a k in g  th e  s ta te ­
m e n t t h a t  he  sh o u ld  do so. I f  w e  a p p ly  
t h i s  te s t  to  th e  case  u n d e r  c o n s id e ra tio n , 
w e e n tire ly  fa il  to  see  t h a t  th e  a c c o u n t­
a n ts  w ere  in  a n y  w ay  c o n ce rn ed  w h e th e r  
t h e  le n d e r  of m o n ey  d id  o r d id  n o t  a c t 
u p o n  th e  s ta te m e n ts  m ad e  in  th e i r  c e r­
tifica te .
T o su m  up, th e n , w h ile  w e c a n n o t p re ­
te n d  to  be fa m il ia r  w ith  th e  A m e ric an  
in te rp re ta t io n  of E n g lis h  law , w e m u s t 
s ta te  o u r  c le a r  v iew  t h a t  if  su c h  a  c la im  
w ere  b ro u g h t in  E n g la n d  a s  th e  r e s u l t  
o f a n  a u d it  c a r r ie d  o u t u n d e r  th e  o rd in ­
a ry  c o n d itio n s , th e  c la im  w o u ld  fa il  u p o n  
th e  g ro u n d s  e n u n c ia te d  in  D e rry  v. P eek . 
I n  su c h  cases p la in tif fs  m u s t  p ro v e  each  
one of th e  fo u r  fo llo w in g  p o in ts , v iz .:
( a )  th a t  th e  s ta te m e n t w as u n tru e  in  
fa c t ;  a n d  (6 )  th a t  th e  p e rso n  m a k in g  i t  
k n ew  (i.e . b e liev ed ) i t  w a s  u n tru e ,  o r 
w as c u lp a b ly  ig n o ra n t  ( t h a t  is, re ck le s s ly  
a n d  co n sc io u sly  ig n o ra n t)  w h e th e r  i t  w as 
t r u e  o r  n o t;  a n d  (c )  t h a t  th e  s ta te m e n t  
w as m ad e  to  th e  in te n t  t h a t  p la in tif f  
sh o u ld  a c t  on  i t ;  a n d  ( d ) t h a t  p la in tif f  
d id  a c t in  re lia n c e  on  i t  a n d  su ffe red  
d am age. W e can  u n d e rs ta n d  t h a t  th e  
U ltra m a re s  C o rp o ra tio n  d id  a c t  in  r e li ­
a n ce  on  a  s ta te m e n t w h ic h  w as  u n tru e  
in  fa c t  b u t  o u r  re a d in g  of th e  re p o r t  
does n o t  su p p o r t th e  v iew  t h a t  th e  ac­
c o u n ta n ts  g iv in g  th e  c e r tif ic a te  e ith e r  be­
liev ed  i t  to  be u n t ru e  o r w e re  co n sc io u sly
ig n o ra n t  a s  to  i ts  t r u th  o r u n t r u th .  W e 
a re  a lso  u n a b le  to  see  th a t  th e  fa c ts  
b e a r  th e  in te r p r e ta t io n  t h a t  th e r e  w as 
a n y  in te n t io n  t h a t  th e  p la in tif fs  sh o u ld  
a c t in  re lia n c e  on  th e  ce rtif ic a te . F o r  
th e se  re a so n s  w e th in k  t h a t  E n g lish  ac­
c o u n ta n ts  n eed  h a v e  l i t t l e  fe a r  t h a t  a  
s im ila r  c la im  w o u ld  be  su ccess fu l a g a in s t  
th e m — alw ay s a ssu m in g , a s  w e a ssu m ed  
in  o u r  r e m a rk s  la s t  w eek , t h a t  th e  r e la ­
t io n s h ip  b e tw een  c lie n t  a n d  a c c o u n ta n t 
h a s  n o t been  su c h  a s  d ire c tly  a n d  con­
sc io u sly  to  in tro d u c e  th e  in te re s t  of an y  
th i r d  p a r ty .
P A R T  I I I
T H E  P U B L IC  A N D  T H E  P R O F E S S IO N
In  o u r  le a d in g  a r tic le  of th e  la s t  tw o  
w eek s w e h a v e  been  c o n s id e r in g  w ith  
som e th o ro u g h n e s s  th e  l im its  of th e  
leg a l l ia b i li ty  of a c c o u n ta n ts  to w a rd s  
th i r d  p a r tie s .  I t  h a s  o ccu rre d  to  u s  
th a t ,  w h ile  w e a re  on th is  su b jec t, i t  
w o u ld  be  a  m is ta k e  to  confine  o u r a t ­
te n tio n  to  th e  p u re ly  le g a l a sp e c t of th e  
m a tte r , a n d  w e now  d e s ire  to  re m in d  
o u r re a d e rs  of c e r ta in  v e ry  im p o r ta n t  
c o n s id e ra tio n s  w h ic h  th e  p ro fe ss io n  m u s t  
n e v e r  overlook . I n  o u r  t i t l e  th i s  w eek  
w e h a v e  p laced  th e  p u b lic  f i r s t  a s  a n  in ­
d ic a tio n  t h a t  w e  a r e  now  e n la rg in g  o u r 
v iew ; a n d  w h e re a s , b e fo re , w e  h a v e  con­
s id e red  th e  d u ty  w h ic h  a c c o u n ta n ts  owe 
to  o th e r  people , w e  sh a ll  now  t r e a t  of 
th e  e x p e c ta tio n s  w h ic h  o th e r  p eo p le  en ­
t e r t a in  of th e  p ro fe s s io n a l leve l w h ic h  
w ill be  re a c h e d  by  in d iv id u a l  C h a r te re d  
A c co u n ta n ts . T h e  a tm o sp h e re  of th e  d is­
c u ss io n  m u s t  be  m o ra l a n d  e th ic a l  r a ­
th e r  th a n  p u re ly  leg a l.
I n  th e  p re a m b le  of th e  R o y a l C h a r te r  
of th e  In s t i tu te ,  th e  S o v e re ig n  appro v ed , 
a s  th e  v e ry  f irs t o b jec t of in c o rp o ra tio n , 
th e  o p in io n  of th e  p e ti t io n e rs  t h a t  “ in ­
c o rp o ra tio n  w o u ld  be  a  p u b lic  re co g n i­
t io n  of th e  im p o rta n c e  of th e  p ro fess io n , 
a n d  w o u ld  te n d  to  g ra d u a lly  r a is e  i ts  
c h a ra c te r  a n d  th u s  to  se c u re  fo r  th e  
c o m m u n ity  th e  e x is te n c e  of a  c lass  of 
p e rso n s  w ell q u a lified  to  b e  em ployed  in  
th e  re sp o n sib le  a n d  d ifficult d u tie s  o ften  
d ev o lv in g  on p u b lic  a c c o u n ta n ts .” I n  th e  
l ig h t  o f th is  p ro n o u n c e m e n t th e  g ra n tin g  
of th e  C h a r te r  m u s t  b e  ta k e n  a s  a  s e t­
t in g  a s id e  of C h a r te re d  A c c o u n ta n ts  to  
be a  body  o f  m en  to  w hom  th e  p u b lic  
c a n  look  fo r  c e r ta in  sp ec ia l q u a li t ie s  in  
th e  p e rfo rm a n c e  o f t h e i r  fu n c tio n s . T ech ­
n ica l exce llen ce  in  th e  p e rfo rm a n c e  of 
d u tie s  is g re a t ly  to  be d es ired , b u t  th e  
C h a r te r  w o u ld  h a v e  fa lle n  s h o r t  of i ts  
p ro fessed  o b jec t h a d  i t  p ro v id ed  fo r  th e  
h o ld in g  of e x a m in a tio n s  a n d  n o th in g  
m ore.
T h e  m o tto  w h ich  a d o rn s  th e  c re s t  of 
th e  I n s t i tu te  a p p e a rs  to  h av e  re fe re n ce  
p r im a r i ly  to  th e  m a th e m a tic a l  s id e  of 
a c c o u n ta n ts ’ w o rk . T h e  q u a n ti ta t iv e  
m e a su re m e n t of b u s in e ss  t r a n s a c tio n s  is,
indeed , a n  im p o r ta n t  a c tiv ity , b u t w e
in c lin e  to  th e  o p in io n  t h a t  i t  is a n  ac ­
t iv i ty  w h ic h , h a v in g  in  v iew  th e  g e n e ra l 
r is e  in  e d u c a tio n a l leve l s in c e  1880, h a s  
d ec lin ed  in  r e la tiv e  im p o rta n ce . C h a r­
te re d  A c c o u n ta n ts  a re  no lo n g e r th e  on ly  
m en  sk ille d  in  d oub le  e n try , a n d  th e re  
is  a v a ilab le  fo r  th e  se rv ice  of b u s in e ss  
ex ecu tiv e s  a  la rg e  body  o f b o o k k eep ers  
cap ab le  of k e ep in g  books w ith  a  h ig h  de­
g re e  of n ice ty . R ecte  n u m erare, a lth o u g h  
s t i l l  im p o r ta n t, h a s  c o n se q u en tly  lo s t i ts  
e x c lu s iv e  a p p lic a tio n  to  C h a r te re d  Ac­
c o u n ta n ts ;  b u t  th e  p u b lic  w h ic h  u sed  to  
em ploy  th e m  a s  a r ith m e t ic ia n s  h a s  c a s t 
fo r th e m  a n o th e r , a n d  v e ry  d is tin c tiv e , 
ro le . Of t h a t  ro le  w e n ow  sp eak .
I f  “R ec te  n u m era re” h a s  to d a y  lo s t i ts  
m ec h an ic a l c o n n o ta tio n , t h a t  is  b ecau se  
C h a r te re d  A c co u n ta n ts , a s  i t  seem s to  
us, a r e  looked  to  by  th e  p u b lic  a s  m en  
sk ille d  in  th e  in te r p r e ta t io n  o f th e  m ea n ­
in g  w h ic h  lie s  b e h in d  s ta te m e n ts  of fig­
u re s . T h e ir  a c t iv it ie s  a n d  re sp o n s ib ili­
t ie s  a re  to d a y  q u a li ta t iv e  a s  w e ll a s  
q u a n ti ta t iv e .  T h e  p u b lic , in  sh o r t ,  a t ­
ta c h e s  a  q u a lity  of r ig h tn e s s  to  s ta te ­
m e n ts  w ith  w h ic h  th e  n a m e s  of C h a r te re d  
A c c o u n ta n ts  a re  a sso c ia te d  g o in g  f a r  be­
y o n d  th e  a r i th m e t ic a l  c o rre c tn e ss  of 
fig u res w h ic h  a re  certified . O ut of th is  
w e th in k  th e re  a r is e s  a  m o ra l d u ty  to  
th e  p u b lic  w h ic h  is  q u ite  d iffe re n t in  
i t s  scope  f ro m  a n y  leg a l d u ty  w h ic h  m ay  
be h e ld  to  e x is t.
W h en  th e  p ra c t ic e  of a n  a c c o u n ta n t is  
lo oked  a t  f ro m  th is  p o in t  of v iew , h is  
re a l  a n d  d is t in c t iv e  d u ty  w ill b e  se e n  to  
com m ence, w e  th in k , ju s t  w h e re  th e  
m ec h an ic a l p re p a ra t io n  o f fig u res h a s  
been  co m p le ted . T h e  fig u res h a v e  to  be  
s e n t  o u t in to  th e  w o rld  im p re sse d  w ith  
a  c e r ta in  q u a li ty ;  t h a t  q u a lity  is  con­
vey ed  to  th e m  a s  th e  h a l l  m a rk  of th e i r  
a s so c ia tio n  w ith  th e  n a m e  of a  C h a r­
te re d  A c co u n ta n t. T h e  d u ty  a r is in g  is  
v e ry  r e a l  a n d  p re s s in g  a lth o u g h  i t  m ay  
escap e  leg a l d e fin itio n . M an y  c lie n ts  
w ill a ck n o w led g e  th a t  i t  is  th is  im p r im a ­
tu r  fo r  w h ic h  th e i r  fees a re  re a l ly  p a id . 
Of th e  a cc u rac y  of t h e i r  f ig u res  th e y  
h a v e  a lre a d y  co n v in ced  th e m se lv e s ; th e y  
p ay  a c c o u n ta n ts  to  con v ey  t h a t  a cc u rac y  
in  u n c o n tra d ic ta b le  te rm s  to  t h i r d  p a r ­
tie s .
T h e  im m e d ia te  p ra c t ic a l  p o in t w ith  
w h ich  w e a re  c o n ce rn ed  i s  th e  n e c e ss ity  
fo r  c a re  in  th e  d r a f t in g  of th e  re p o r ts  
w h ich  co v er figu res. A s b e tw een  ac­
c o u n ta n ts  a n d  th e i r  c lie n ts , th e  on ly  
q u e s tio n , a t  th e  t im e  w h e n  a n  e n g ag e ­
m e n t is  u n d e r ta k e n , m a y  b e  th e  p re p a ra ­
t io n  of a  b a la n c e  sh e e t in  c irc u m s ta n c e s  
w ell k n o w n  to  b o th  p a r tie s . T h e re  is  
a  d a n g e r  in  so m e  cases t h a t  if  th e  b a l­
a n ce  sh e e t sh o u ld  g e t in to  th e  h a n d s  of 
p a r t ie s  to  w h o m  th e  e s se n tia l  c irc u m ­
s ta n c e s  a re  u n k n o w n , th e  n a m e  of th e  
C h a r te re d  A c c o u n ta n t w h o  is  a sso c ia ted  
w ith  th e  b a la n c e  sh e e t m ay  in  th o se  
q u a r te r s  convey  m o re  th a n  th e  o r ig in a l
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a sso c ia tio n  w o u ld  b e a r. H en ce  w e th in k  
th e r e  is  th e  n eed  fo r c o n s ta n t  w a tc h ­
fu ln e ss  le s t  m o re  sh o u ld  be re a d  in to  
t h e s ig n a tu re s  th a n  is  in te n d e d  to  be 
conveyed . T o  a rg u e  t h a t  th e  pu b lic  
sh o u ld  n o t  ta k e  th e  s ig n a tu re s  of C h a r­
te re d  A c c o u n ta n ts  a s  b la n k  ch eq u es is 
r a th e r  b esid e  th e  p o in t;  i t  is  fo r  th e  
p ro fe ss io n  to  g u a rd  a g a in s t  th e  p o ss ib le  
d an g er.
T h e  p o in t w i th  w h ic h  w e a re  d e a lin g  
a ssu m e s  a  m u ch  g re a te r  im p o rta n c e  in  
cases  w h e re  a c c o u n ta n ts  u n d e r ta k e  en ­
g a g e m e n ts  w h ic h  a r e  a  l i t t le  o u ts id e  th e  
o rd in a ry  p re p a ra tio n  of b a la n ce  sh e e ts . 
I t  m ay  w ell be  a sk e d  how  d u tie s  so 
v ag u e ly  defined  c a n  be  reco g n ised . T he  
la w  c a n  affo rd  no  g u id an ce , fo r  th e  d u ­
t ie s  w e h a v e  in  m in d  a re  n o t lega l 
d u tie s . W e find th e  to u c h s to n e  of th e  
m a t te r  in  th e  d u ty  w h ic h  is  ow ed by  
a ll  m em b e rs  to  th e  I n s t i tu te  its e lf . T h e re  
is  a n  u n w r i t te n  o b lig a tio n  to  g u a rd  th e  
good n a m e  of C h a r te re d  A c co u n ta n ts  by  
c o n s ta n t  a lle g ia n ce  to  a  c e r ta in  h ig h  
lev e l; a n d  co n d u c t w h ic h  p u ts  th e  p ub­
lic  a p p re c ia t io n  of th a t  h ig h  level 
in to  d a n g e r  of d isa p p o in tm e n t m u s t 
be, w e  th in k , c o n d u c t w h ic h  is  d is lo y a l 
to  th e  s ta n d a r d  w h ic h  th e  C ouncil p ro p ­
e r ly  expec ts . W e a re  fu l ly  a w a re  th a t  
th is  l in e  o f a rg u m e n t ru n s  r a th e r  a  
lo n g  w ay . T h e  t e r r i to r y  in to  w h ich  i t  
p a sse s  is  a s  y e t  u n e x p lo re d . I t  is th e  
la n d  of th a t  te r r ib le  bogey “p ro fe ss io n a l 
m isco n d u c t.”
W e b e lieve  th a t  th e re  c an  be tw o  spe­
c ies  of p ro fe ss io n a l m isco n d u c t. T h e  
f irs t is  fa ilu re  to  ob se rv e  th e  h ig h  s ta n d ­
a rd  w h ich  C h a r te re d  A c c o u n ta n ts  owe to  
one a n o th e r . T h a t  sp ec ies  of m isco n ­
d u c t does re la tiv e ly  l i t t le  h a rm . T h e re  
is, ho w ev er, a n o th e r  w h ic h  is  p ro fe s ­
s io n a l m isco n d u c t to w a rd s  m em b e rs  of 
th e  p u b lic . T h is  c o n s is ts  in  d isa p p o in t­
in g  th e  confidence w h ic h  th e  p u b lic  h a s  
now  com e to  fee l in  th e  d e p en d a b ility  
of a ll  s ta te m e n ts  m ad e  by  C h a r te re d  A c­
c o u n ta n ts . A  h ig h  leve l of e x p ec ta tio n  
h a s  b een  c rea te d , a n d  th e  e x p ec ta tio n  
m u s t  n o t b e  d e fea ted . W e c a n n o t be ­
liev e  t h a t  th e  C ouncil, in  a s se ss in g  w h a t 
is, a n d  w h a t  is  n o t, p ro fe ss io n a l m is ­
co n d u c t confines t h e  te r m  to  th e  f irs t 
sp ec ies of c a re le s sn e s s  w h ic h  w e h av e  
m en tio n ed . W e a re  fo rced , by  a  co n sid ­
e ra t io n  of th e  p o s itio n  o f th e  p ro fess io n  
in  th e  w o rld , to  th e  co n c lu s io n  th a t  th e  
C ouncil h a s  in  i t s  k e e p in g  a  m u ch  m o re  
s e r io u s  c la ss  o f o b lig a tio n , a n d  w e can , 
in  sh o r t ,  co n ce iv e  of c irc u m s ta n c e s  w h e re  
c a re le ssn e s s  of th e  m o ra l r ig h ts  of th ir d  
p a r t ie s  m ay  be so g ro ss  t h a t  i t  m ay  a p ­
p e a r  in  th e  eyes of th e  C ouncil to  
a m o u n t to  p ro fe ss io n a l m isco n d u c t. T he  
co n c lu s io n  is  se rio u s , b u t  w e  do n o t 
th in k  i t  c a n  be  escaped . T h e  lo ad  is  
o n e ro u s, b u t  t h a t  is  a ll  th e  m o re  re a so n  




C. P. A. EXAMINATION QUESTIONS, 
NOVEMBER, 1930
PRACTICAL ACCOUNTING
C ontinu ed  from  th e  M arch issu e
P ro b le m  6  
A  re su m e  of R a lp h  B ro w n ’s t ra n s a c tio n s  in  a  c e r ta in  b a n k  s to c k  is  a s  fo llow s: 
Ju ly  1, 1925— P u rc h a se d  100 s h a re s  a t  $275.00 each .
M a rch  1, 1927— R ece iv ed  100 r ig h ts ,  e ach  c a r ry in g  th e  p r iv ile g e  of p u rc h a s in g  
1 /3  s h a re  a t  $100.00 p e r sh a re . M a rk e t v a lu e s  a t  M arch  1, 1927, 
w e re : s to ck  $500.00 a n d  r ig h ts  $100.00 each .
M arch  10, 1927— P u rc h a se d  tw o  r ig h ts  a t  $105.00 each.
M arch  10, 1927— E x e rc is e d  h is  r ig h ts .
S ep t. 1, 1927— P u rc h a se d  50 s h a re s  a t  $525.00 each .
S ep t. 1, 1928— R ece iv ed  r ig h ts ,  e ach  c a r ry in g  p r iv ile g e  of p u rc h a s in g  ½ s h a re  of 
s to c k  a t  $300.00 p e r  sh a re — M a rk e t v a lu e s  w e re : s to c k  $600.00 a n d  
r ig h ts  $100.00.
15, 1928— E x e rc is e d  64 r ig h ts  a n d  so ld  th e  b a la n ce  fo r  $110.00 p e r  r ig h t.
1, 1929— A ll s to c k  ow ned  w a s  su r re n d e re d  a n d  10 sh a re s  n o -p a r s to c k  w e re  
rece iv ed  in  e x ch an g e  fo r  each  sh a re  su rre n d e re d . F o u r  s to c k  cer­
tif ic a te s  w e re  rece iv ed  c o rre sp o n d in g  to  th e  p u rc h a se s  n o te d  above.
1, 1929—-Sold a ll  th e  no -p ar s to c k  r e p re se n te d  by  th e  p u rc h a se s  of S ep tem ­
b e r  1, 1927, a n d  S e p tem b e r 15, 1928, fo r  $62.00 p e r  sh a re .
( a )  W ith o u t  r e g a rd  to  th e  c o rre c t in co m e-tax  p ro c ed u re , you  a re  re q u ire d  to  com ­
p u te  th e  p ro f it o r  lo ss  on  th e  sa le  of th e  s to c k  a n d  th e  r ig h ts  (a s s ig n in g  to  th e  la t t e r  
a n  e q u ita b le  p o r t io n  o f th e  c o st of th e  s to c k )  a n d  a lso  se t up  th e  c o st p e r  s h a re  
a n d  th e  t o t a l  co st of e a c h  b lock  of s to c k  ow ned  a t  D ecem ber 31, 1929.
(b )  A ssu m in g  t h a t  o ne  c e r tif ic a te  w a s  rece iv ed  on  M arch  1, 1929, how  w o u ld  th e  
p ro fit on  th e  sa le  o f s to c k  a t  J u ly  1, 1929, d iffer, i f  a t  a ll, a n d  w h a t  w o u ld  be  th e  co st 
of e ac h  re m a in in g  s h a r e  a t  D ecem b er 31, 1929?
P ro b le m  7:
F ro m  th e  in fo rm a tio n  t h a t  fo llow s yo u  a re  re q u ire d  to  f u rn is h  th e  fo llo w in g  
in fo rm a tio n  a n d  s ta te m e n ts :
(1 )  A d ju s tin g  jo u rn a l  e n tr ie s  to  c o rre c t th e  bo o k s a n d  to  re c o rd  th e  s a le ;
(2 )  S ta te m e n t of p ro fit a n d  lo ss  fo r  th e  s ix -m o n th s’ p e rio d , in c lu d in g  th e re in  
th e  p ro p e r  l ia b ili ty  fo r  F e d e ra l  incom e ta x ;
(3) B a lan ce  sh e e t  as  a t  O ctober 31, 1930.
M aple  H o te ls , In c ., w a s  in c o rp o ra te d  u n d e r  th e  law s of th e  S ta te  o f O hio on  
A p ril 30, 1929, to  ta k e  o v e r th e  a s s e ts  a n d  l ia b ili t ie s  of th e  p a r tn e r s h ip  of S m ith  a n d  
B ro w n .  T h e  p a r tn e r s h ip  h a d  fin an ced  a n d  b u i l t  th e  M ap le  H o te l a n d  co m p le ted  i t  
a t  th e  d a te  of in c o rp o ra tio n . T h e  la n d  a n d  b u ild in g  w e re  conveyed  to  th e  c o rp o ra ­
tio n  a t  a  v a lu a t io n  of $471,551.50; th e  la n d  a t  $70,000.00, w h ic h  w a s  co st to  th e  p a r t ­
n e rsh ip , a n d  th e  b u ild in g  a t  a n  a p p ra is e d  v a lu a tio n  o f $401,551.50, w h ic h  w a s  $200,-
000.00 in  ex cess  of cost. A ll o th e r  a s s e ts  a n d  l ia b i l i t ie s  w e re  conveyed  a n d  m a in ­
ta in e d  a t  book  v a lu e s . I n  ex ch a n g e  fo r  th e  n e t  a s se ts  o f th e  p a r tn e r s h ip  a s  above 
m en tio n ed , S m ith  a n d  B ro w n  rece iv ed  a ll  th e  s to ck , ex cep t one q u a lify in g  sh a re  o f 
th e  M aple  H o te ls , In c .
O n M ay 1, 1929, M aple  H o te ls , Inc ., le a se d  th e  b u ild in g , u n eq u ip p ed , to  p r iv a te  
p a r t ie s  fo r  20 y e a rs  a t  a n  a g ree d  re n ta l ,  re c e iv in g  a s  a  b o n u s  th e re o n  $20,000.00 in  
cash .
A s a t  O ctober 31, 1930, th e  M aple  H o te ls , Inc ., so ld  t h e  la n d  a n d  b u ild in g , su b je c t 
to  th e  lease , re c e iv in g  fro m  th e  b u y e r  a  b u ild in g  s i te  on  H  S tr e e t  v a lu e d  a t  $225,-
000.00, a n d  a d d it io n a l  c a sh  to  b a la n c e  th e  e q u itie s  of th e  p a r tie s .  T h e  c lo s in g  s ta te ­
m e n t f ro m  th e  b ro k e r  a n d  th e  t r ia l  b a la n c e  (b e fo re  re c o rd in g  th e  sa le )  ta k e n  fro m  
th e  b o oks of a c c o u n t of th e  c o rp o ra tio n  fo llow :
B R O K E R ’S C LO SIN G  STA T E M E N T, O C T O B E R  31, 1930
D e b i t — S e l le r
L an d  .......................................................
U npa id  specia l a s sessm en ts  fo r 
in te rc e p tin g  sew er, H  s tre e t
p ro p e rty  ............................................
E s tim a te d  re a l e s ta te  taxes , y e a r
1930, H  s tr e e t  p ro p e r ty ............





C re d it— B u y e r  
7% firs t m o rtg a g e  bonds (a n  in ­
s ta lm e n t o f $1,0 0 0 , w as paid  
N ovem ber 1 , by M aple H otels,
In c .)  ................................................... $179,000.00
U npaid  special s tre e t a sse ss­
m ents, M aple H o te l ................... 149.36
A ccrued in te re s t on b o n d s ............ 2,846.50
E stim a ted  re a l e s ta te  tax es , y e a r
1930, M aple H o te l.........................  2,750.00
Cash, to  b a la n c e ................................  45,529.38
$230,275.21 $230,275.24
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Maple H otels, Inc., received $35,529.38 in  cash, th e  difference rep resen tin g  a 
com m ission to  th e  b roker of $9,000.00 on th e  sale and  a tto rn ey  fees of $1,000.00. The 
la t te r  includes legal fees of $250.00 re la tin g  to th e  o rgan ization  of the  company, not 
ye t appearing  on th e  books.
TRIAL BALANCE. OCTOBER 31, 1930
Lake Trust and Savings B a n k ......................... ......................................................
Loans to stockholders...................................................................................................
U nexpired insurance premiums, Maple H o te l.............................. ............. ..
Land, State Street, a t c o s t .......................................................................................
Prelim inary plans, S tate Street B uilding (con tem p la ted ).......................
Land, Maple H otel .......................................................................................................
B uilding, M aple H otel (estim ated  life, 50 y e a r s ) .........................................
R eserve for depreciation on building, M aple H o te l.......................................
B ank loans and notes p a y a b le ................................................................................
Accounts payable ..........................................................................................................
Accrued real estate taxes, Maple H o te l..............................................................
Accrued interest on bonds. Maple H o te l............................................................
Accrued interest on notes ..........................................................................................
7% first m ortgage bonds on Maple H otel ($1,000.00 due the fifth of
each m onth during 1930) . .  . ....................................................... .........................
N o-par value common stock, 10.000 sh a re s .......................................................
Operating loss, year ending April 30, 1930.......................................................
Deferred bonus incom e on Maple H otel le a se .................................. .............
O rganization expenses ..................... ........................................................................
R ents received, Maple H otel le a se ....................................... ................................
Incom e realized on Maple H otel lease bon u s................................................
Salaries and w a g es ........................................................................................................
Insurance exp en se..........................................................................................................
B uilding repairs, Maple H o te l................................................................................
R eal esta te  taxes ($250.00 per m onth) exp en se............................................
Depreciation on building ............................................................................................
In terest on bonds and n o tes .....................................................................................






























T he C oldw ater S a lt Com pany is con tem plating  a  change in  its  cap ita l s tru c tu re  
w ith  a  view  to  reducing  th e  charge  to  su rp lus fo r div idends on its  7 per cent p re ­
fe rred  stock. T he cap ita liza tion  of th e  com pany a t Ju ly  1, 1930, w as as follows:
A u th orized  Issued
7 % cum ulative preferred stock, par value $100.00 per sh a re ................... $500,000.00 $300,000.00
6 % preferred stock, par value $50.00 per sh a re ............................................ 250,000.00 100,000.00
Common stock, no-par value ............................................................................  25,000 sh 10,000 sh
Two a lte rn a tiv e s  have been suggested  for e lim ina ting  th e  7 per cent p referred  
s to ck :
(1) Issuance of $300,000.00 20-year 5 per cent first m ortgage bonds a t  92. U nder 
th e  p resen t m ark e t conditions a  2 per cen t tax-free covenant would be necessary  to 
effect th e ir  sale.
(2) Offering of r ig h ts  to  comm on stockholders to  purchase  one and one-half 
sh ares  of comm on stock fo r each sh a re  now held a t  its  sta ted  value, nam ely $20.00 
per share .
T he 6 per cent p re fe rred  stock and th e  comm on stock w ere issued a t p a r and at 
th e  above s ta ted  value, respectively, a t  th e  tim e of incorpora tion  in  1923. The 7 per 
cen t p re fe rred  stock w as issued in  1925 a t  95. S ince th a t tim e  th e  d irec to rs have 
au tho rized  th e  w ritin g  off of am ounts of th e  d iscount as follows:
D ate A m ount
December 31. 1926 .......................................................................................  $5,000.00
June 30, 1928 ....................................... ...........................................................  2,500.00
December 31. 1929 .......................................................................................  1,500.00
T o ta l................................................................................................... $9,000.00
The common stock is  on a  $2.00 annual dividend basis, and, should any new 
common stock be issued, i t  is expected th e  ra te  w ill rem ain  unchanged.
The annual n e t profits of th e  com pany before deducting  Federal income taxes 
have averaged $90,000.00, and, considering  th e  ine lastic ity  of th e  business, it  is esti­
m ated th a t  in  the  fu tu re  th ere  w ill be no rad ical varia tions. You m ay assum e th a t 
th e  F ederal income tax  w ill rem ain  a t 11 per cent.
On October 1, 1930, th e  d irecto rs of the  company ask  you to  prepare a sta tem ent 
show ing th e  effect of these projected changes upon th e  earn ings applicable to  com­
m on stock. I f  they  a re  satisfied th a t a saving can be effected, they  w ill call the  
necessary  d irec to rs’ and stockholders’ m eetings and  secure th e  proper au thorization  
from  the  Secretary  of S ta te  so th a t  the  new capitalization  may take effect as of 
Jan u a ry  1, 1931.
P repare  such a sta tem ent.
P roblem  9:
The S ilver F u r  Farm s, Inc., an  Illino is corporation, is engaged in  ra is in g  foxes 
fo r th e ir  pelts and in  boarding (ranch ing ) foxes belonging to o thers for w hich service 
an  annual fee of $400.00 per p a ir  for the ranch ing  period from  December 1 to Novem­
ber 30 is charged and  billed in  advance, payable 50 per cent on December 1 and  50 
per cent on June  1. Some of th e  pelts are  sold d irect to fu rrie rs  w hile o thers are 
shipped to  com m ission m erchants fo r sale by them  in  the  New York F u r Auction, a 
na tional m arke t fo r traders .
The com pany has been in  th e  h ab it of issuing a balance sheet on th e  accrual basis 
and  a profit and loss s ta tem en t on a  cash receipts and disbursem ents basis. The books 
a re  kep t on a  cash basis.
You a re  requested to  reconstruct th e  profit and loss s ta tem en t on the accrual 
basis from  th e  d a ta  subm itted  below.
Follow ing is a com parison of balance sheets w hich are  correctly  com puted:
SILV ER  F U R  FARMS. INC.
B alance Sheets. December 31, 1929. and March 31, 1930 
A sse ts D ecem ber 
31, 1929
March  
3 1 , 1930
Current assets—
Cash in b an k ..................................
Accounts receivable ..................
P elt inventory ..............................
Feed inventory ............................
Stock subscription receivab le.
Inventory of foxes—
Breeders— 82 pairs a t $1,000.00 a  pair (paid for in s to c k ) .
A laskan breeders— 1 p a ir ...............................................................
Pups .............................................................................. .............................
Land, buildings and eq u ip m en t... 






L iab ilities and N et W orth
Accounts payable .........................................
Accrued Federal income tax  for 1930.
Accrued local and sta te  ta x e s ..................
Land purchase contract ...........................
Deferred ranching in c o m e ..
N et w orth—
Capital stock— Issued and o u ts ta n d in g .. .  
Surplus ..................................... ...............................
Total liab ilities and net w orth.
Income—
R anching fees— 1 9 2 9 . . . .  
R anching fees— 1930 
P elt sa le s—
To furr iers.......................




































6 ,0 0 0 .0 0
$ 35,698.07 $ 11,271.03








F eed in g ............
P e ltin g ..............
F arm in g ...........











Follow ing is a  sum m ary  of th e  sources and  app lication  of a ll cash  d u ring  th e  
th ree-m onths’ period end ing  M arch 31, 1930:
P articu lars
Cash received from—
E xcess o f incom e over ex p en ses..................
A ccounts receivable— H ead t a x ..................
Accounts receivable— Scoring f e e s ............






T o ta l................................................................................................................................................. $3 4 ,01 0 .8 8
Cash applied to—-
P aym ent of bank loan ......................... ...........................................................................................  $25,000.00
increase of cash in b an k ................................................................................................................... 8,898.73
Paym ent of account payable on plant addition .....................................................................  12.15
T o ta l................................................................................................................................................. $34,010.88
A dditional in fo rm ation  is given below on balance sheet accounts:
Accounts receivable—
P articu lars  12— 31— 29 3— 31— 30
Ranching fees for 1929 unpaid ............................................................................  $ 2,755.36 $ 425.36
Ranching fees for 1930.................................. ......................................................... 25,150.00
Fox pelts sold to furr iers.......................................................................................  11,430.00
1929 head ta x  assessed  on ranchers................................................................  452.15
F ees paid to Am erican F ox Institute for scoring (ratin g) ranchers 331.75 





T o ta l............................................................................................................ ......  $ 40,135.14 $ 20,522.22
D uring  th e  first th ree  m onths of 1930 th e  follow ing charges to  accounts receivable 
w ere reversed :
P articu la rs A m ount
R anching fees for 1929 on tw o pairs o f ran ch ers.......................................................................  $ 80000
Ranching fees for 1930 on s ix  pairs o f ranchers......................................................................... 2 400 00
..................................................................................... ......................................  15.88Interest receivable
T o ta l. .....................................................................................................................  $3,215.88
T he tw o p a irs  of ran ch ers  on w hich 1929 fees w ere ow ing w ere fo rfeited  to  th e  
ranch , and one p a ir  of th e  six  w ere assigned to  th e  ran ch  in  lieu of fees to  M arch 31, 
1930, on w hich date  th e  rem ain ing  five p a irs  w ere w ithd raw n . The pelt value of each 
fox is estim ated  a t  $150.00.
P elt inven tory  rep resen ts  th e  estim ated  fu r  value, less cost of selling  of pelts a t 
New York A uction a t  Decem ber 31, 1929, and  M arch 31, 1930.
Pup inven tory  w as reduced th ro u g h  deaths, p a rtly  offset by ran ch e rs  forfeited  
to  com pany fo r non-paym ent of fees.
Accounts payable—
P articu la rs 12__ 31__29
P lan s and specifications on b u ild in gs ...........................................................  $ 225. 00
.........................................................................................  12.15P lant addition ____
Current expenses—
F eeding ................
P eltin g  ...................
F arm ing ..............
Autom obile .........
Sundry ...................










T o ta l. $ 3,291.05 $ 680.51
Accrued local and sta te  taxes—
P articu lars  12__31__29
Head ta x  on ranchers, charged to accounts receivab le.............. .................  $ 732.02
.......................... 675.00H ead ta x  on owned foxes and accrued local ta x es.
3— 31— 30 
$ 732.02 
975.00
T o ta l.
Total cash incom e. $ 41,824.27
.......................................................................................................  $ 1,407.02 $ 1,707.02
T he F edera l incom e tax  accrued has been p roperly  com puted on th e  cash  basis 
and th is  basis has been approved by th e  R evenue D epartm ent. No change should 
be m ade in th e  am oun t thereof.
Continued on page 116
A ccom panying the  balance sheet at M arch 31, 1930, w as th e  follow ing sta tem en t 
of profit and  loss for the  th ree  m onths end ing  M arch 31, 1930:
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T h e  Major Problem  Created By T h e  
M achine A ge
ON  th e  se v e ra l occasio n s in  w h ic h  I  h a v e  a p p e a re d  b e fo re  th e  N a tio n a l A sso c ia tio n  o f C ost A c co u n ta n ts , 
I h a v e  a lw a y s  f e lt  th e  u rg e  to  sp e a k  
free ly  a n d  p e rh a p s  a  b i t  p h ilo so p h ic a lly  
on c e r ta in  im p o r ta n t  p h a se s  o f b u s in ess . 
T h is  i s  la rg e ly  fo r  th e  re a so n  t h a t  I  be­
liev e  in  th is  o rg a n iz a tio n  th e r e  is  a  re a l  
b re a d th  of v iew p o in t a n d  a  d e p th  of 
u n d e rs ta n d in g  in  re sp e c t to  th e  fu n d a ­
m e n ta l c o n d itio n s  u p o n  w h ic h  a ll  b u s i­
n e ss  re s ts .
T h a t  w o n d e rfu l film , "P o w e r in  th e  
M ak in g ,” w h ich  h a s  ju s t  been  w itn essed , 
b r in g s  h o m e th e  tre m e n d o u s  m ec h an ic a l 
d ev e lo p m en t th a t  h a s  ta k e n  p lace  i n  th is  
c o u n try  in  p e rh a p s  th e  la s t  d ecade  o r 
tw o , w ith  g re a te r  e m p h a s is  in  th e  la s t  
decade. M any  of u s  a re  in c lin e d  to  accep t 
th is  g ro w th  a s  a  n a tu r a l  th in g , a n d  w e 
fa il to  re a liz e  t h a t  fo r  a n  in d u s t r ia l  c iv i­
l iz a tio n  to  c o n tin u e  to  e x is t, i t  m u s t  con­
t in u e  to  s e rv e  m a n k in d  in  t h e  b ro a d e s t 
p o ss ib le  sen se , w h ich  is  th e  p u rp o se  of 
a ll  c iv iliz a tio n . W e f a i l  t o  ta k e  in to  ac ­
c o u n t th e  d a n g e rs  w h ic h  m ay  be in h e re n t  
in  th e  r a p id i ty  w i th  w h ic h  th e s e  m a c h in e  
c h an g e s  a re  b ro u g h t a b o u t. T h e re fo re , I  
th in k  I can  s a y  t h a t  b u s in e ss  s ta te sm e n  
sh o u ld  be f a r  m o re  co n ce rn ed  to d a y  w ith  
th e  b ro a d  m e a n in g  of th e  u n e m p lo y m en t 
s i tu a t io n  th a t  e x is ts  th a n  w ith  m e re ly  
th e  im m e d ia te  m ea n s  of re lie v in g  th e  ef­
fec ts  o f th is  u n e m p lo y m en t. T h e  d e p res­
s io n  itse lf , o f co u rse , w as n o t  so le ly  a n d  
w h o lly  a t t r ib u ta b le  to  th e  u n e m p lo y m en t 
s i tu a t io n  a n y  m o re  th a n  u n e m p lo y m en t 
r e s u l ts  so le ly  fro m  th e  d ep ress io n . T h e re  
a r e  m a n y  o th e r  c o lla te ra l  th in g s  w h ich  
h a v e  e n te re d  in to  i t ,  one of w h ic h  is  u n ­
d o u b ted ly  t h e  d ro p  in  th e  v a lu e  of s ilv e r. 
B u t a s  a g a in s t  a ll th e  fa c to rs  t h a t  h av e  
been  b ro u g h t b e fo re  u s  a s  a c c o u n tin g  fo r  
th e  e x tre m e  c o n d itio n  of u n e m p lo y m en t, 
I  th in k  w e  can  la y  o u r  fin g er on  th e  one 
s in g le  o u ts ta n d in g  c o n d itio n , n am ely , th e  
in te n s iv e  d ev elo p m en t of m ass  p ro d u c tio n .
I t  h a s  been  sa id  th a t  a ll  th in g s  c a r ry  
w ith in  th em se lv es  th e  seed  o f th e i r  ow n 
d e s tru c tio n , a n d  in  th e  p a s t  y e a r  I  h a v e  
been  w o n d e rin g  if  th is  is t r u e  a lso  o f o u r 
p re se n t  in d u s tr ia l  sy s tem . I  sp e a k  n o t 
a s  a n  eco n o m ist, a  s ta t i s t ic ia n  o r a s  a  
ra d ic a l,  b u t  r a th e r  a s  a n  in te re s te d  eye­
w itn e s s  o f e v en ts  t h a t  c a n n o t h e lp  bu t 
h a v e  p ro fo u n d  m ea n in g s . F o r  ov er a 
y e a r  th e  a i r  h a s  been  th ic k  w ith  su b je c ts  
of d iscu ss io n . B a n k e rs  h a v e  d e a lt  w ith  
m a t te r s  of  n a tio n a l  a n d  in te rn a t io n a l  
c re d its ,  t r a d e  b a lan ces, go ld  m o v em en ts  
a n d  so  on. E co n o m ists  h a v e  p o n d ered  
o v er th e  m ea n s  o f in te r p r e t in g  a n d  co r­
re c t in g  cyclic m o v em en ts . M a n u fa c tu re rs
B y  A R T H U R  A N D E R S E N , C. P. A.
A b s tra c te d  fro m  a n  a d d re ss  d e liv e red  
b e fo re  th e  N a tio n a l A sso c ia tio n  of C ost 
A c c o u n ta n ts  a t  D e tro it , M ich ig an , F e b ­
ru a ry ,  26, 1931.
h a v e  h a d th e i r  p ro b lem s of excess cap ac­
ity , k e en  co m p e titio n , d e c lin in g  com m od­
i ty  p rice s  a n d  re v is io n  of costs. B u t a ll  
m en  h a v e  h a d  o n e  su b je c t o f d iscu ss io n  
in  com m on, n am e ly , u n em p lo y m en t.
I f  th e r e  is  a  g e rm  of d e s tru c t io n  w ith in  
o u r p re s e n t  in d u s tr ia l  sy s tem , i t  is  th a t  of 
th e  g ro w in g  e le m e n t o f u n e m p lo y m en t. 
I t  h a s  b een  sa id  t h a t  t h e  m o s t b e a u tifu l  
th in g  in  th e  w o rld  is  y o u th , a n d  a  p i ty  i t  
h a s  to  be  w a s te d  o n  c h ild re n !  B u t  in  
m y  o p in io n  n o th in g  is  m o re  b e a u tifu l  
th a n  a  s te a d y  job , a n d  t h a t  u su a lly  be­
com es m o re  v a lu a b le  a s  th e  a g e  o f i ts  
p o ssesso r in c re a ses . I t  is  in c re a s in g ly  
d ifficult fo r  m en  w h o  h a v e  c ro ssed  th e  
40-year l in e  in  a g e  to  find  job s, o r  m ak e  
n ew  co n n ec tio n s. U n em p lo y m en t i ts e lf  is 
a  s im p ly  defined  th in g . I t  co n s is ts  
m e re ly  in  a  la c k  o f w o rk  fo r  one w h o  de­
s ire s  to  w o rk . T h e  com p lex  fa c to rs  en ­
t e r  in  w h e n  o ne  se e k s  th e  c au ses  of 
u n e m p lo y m en t a n d  th e  r e s u l ts  of u n ­
em p lo y m en t. B a s ic a lly  th e re  a r e  fo u r  
ty p es  o f u n em p lo ym en t w h ic h  m ay  be 
defined  in  te rm s  of fu n d a m e n ta l  cau se  a s
(1) R e sid u a l, (2) Cyclic, (3) Social, an d
(4) T ech n o lo g ica l, w h ic h  i s  a  w o rd  of 
m o re  re c e n t co inage. T h e  la s t  n a m e d  is  
t h e  ty p e  w h ic h  seem s to  m e  to  be  th e  
m o st d a n g ero u s , fo r  i t  is  t r u ly  c re a te d  by  
th e  p re s e n t  m a c h in e  a g e  a n d  i f  n o t 
ch eck ed  by  in te l l ig e n t  a c tio n  w ill con­
t in u e  to  g ro w  in  v o lu m e  a n d  in  ev il ef­
fec ts .
R e s id u a l u n e m p lo y m en t is  t h a t  w h ich  
h a s  b een  a lw a y s  w ith  u s  a n d  p ro b a b ly  a l ­
w ay s w ill be. I t  is  p ro d u c ed  by  re s t le s s ­
n e ss  a n d  u n fitn e ss . I t  is t h a t  d u e  to  a n  
in te rv a l  b e tw ee n  jobs. N o rm a lly , i t  is  of 
sm a ll p e rce n ta g e , is  n o t  p a r t ic u la r ly  
h a rm fu l, a n d  is  n o t  su sce p tib le  to  an y  
p re se n t  p ra c t ic a l  co n tro l.
C yclic  u n e m p lo y m en t is  th a t  w h ic h  a p ­
p e a rs  in  t im e s  of in d u s t r ia l  rece ss io n  a n d  
is  th e  ty p e  w h ich  is  m o s t ev id en t. I t  
com es a b o u t b ecau se  o f a  d im in ish e d  p ro ­
d u c tio n  w h ich  is  u su a lly  th e  a f te rm a th  
o f o v e rp ro d u c tio n . I  h a v e  l i t t le  p a tie n ce  
w ith  th e  v iew  th a t  in  a  c o u n try  l ik e  th is  
w e  m u s t  h a v e  o u r  d e p re ss io n s  in  o rd e r  to  
c o n tin u e  to  go fo rw a rd . In  o th e r  w ords, 
i f  th e s e  d e p re ss io n s  a re  a  n e c e ssa ry  con­
seq u en ce  of p ro sp e r ity , th e n  a r e  w e n o t 
p a y in g  m u ch  m o re  fo r  p ro s p e r i ty  th a n  
p ro sp e r ity  i ts e l f  is  w o rth . T h ese  in d u s ­
t r ia l  cycles h av e  o c cu rre d  v e ry  d e f in ite ly  
in  th e  p a s t  h u n d re d  y e a rs , w i th  e le m en ts  
o f a lm o s t u n c a n n y  t im e  r e g u la r ity .  T h ey  
h a v e  b een  th e  su b je c t of v o lu m in o u s  
s tu d y  a n d  a n a ly s is  a n d  e v e ry th in g  a b o u t 
th e m  is  c le a r ly  k n o w n , e x ce p t h o w  to  p re ­
v e n t th e i r  re c u rre n c e . S u c h  u n em p lo y ­
m e n t is  r e g a rd e d  a s  a lm o s t in e v ita b le  b u t  
is, on  th e  lo n g  sc a le , te m p o ra ry . I t  is  to  
re lie v e  cy c lic  u n e m p lo y m e n t t h a t  th o u g h t 
is g iv en  to  u n e m p lo y m e n t in su ra n c e , t o  
w o rk in g  m e n 's  do les, a n d  so  fo r th . I  be­
lie v e  th e  A m e ric a n  w o rk in g m a n  does n o t 
w a n t p a te rn a l ism , y e t  a lw ay s  i t  seem s 
t h a t  m o re  th o u g h t  is  g iv en  to  le s se n in g  
th e  i ll  effects o f  cy c lic  u n e m p lo y m en t 
th a n  to  p re v e n tin g  it.
Social u n e m p lo y m e n t is  th e  n a m e  I  
h a v e  g iv e n  to  th e  la c k  of w o rk  c au sed  by  
th e  in c re a se d  efficiency of w o rk e rs  w h en  
th e y  a re  m asse d  to g e th e r  fo r  p ro d u c tiv e  
p u rp o ses . F o r  ex am p le , te n  m en  m ig h t 
be en g ag ed  in  m a k in g  sh o es  e n ti r e ly  w ith  
h a n d  to o ls  a n d  h a n d  la b o r  a n d  th e i r  
a v e ra g e  o u tp u t  m a y  be  o ne  p a ir  p e r  d a y  
p e r  m an , w h e n  e ac h  w o rk e r  p e rfo rm s  
e v ery  o p e ra t io n  on  o ne  shoe . I f  th e  te n  
m en  a re  g ro u p ed  to g e th e r, e ac h  p e rfo rm ­
in g  c e r ta in  o p e ra tio n s  on  a ll  shoes, th e  
in c re a se d  d e x te r ity  o f  o p e ra tio n  m a y  r e ­
s u l t  in  a  to ta l  o u tp u t of f if te en  p a ir s  o f 
sh o e s  p e r  day. O bviously , in  th is  case  th e  
p o te n tia l  em p lo y m en t of five m o re  m en  is  
lo st, w h ic h  m ay  be c la ssed  a s  so c ia l u n ­
e m p lo y m en t fo r  t h a t  five. A  m o re  p ra c ­
t ic a l  p re se n t  d a y  a p p lic a tio n  o f th is  is  
seen  in  th e  o p e ra tio n  o f p a c k in g  p la n ts , 
w h e re  th e r e  is  a  t re m e n d o u s  p e rce n ta g e  
of h a n d  la b o r  w ith  s im p le  too ls , b u t  w h e re  
h ig h  efficiency is  a t ta in e d  by  th e  su b ­
d iv is io n  of o p e ra tio n , th e  c a re fu l p la n n in g  
o f th e  w o rk  a n d  th e  la rg e  v o lu m e  of m a­
te r ia l  co n se cu tiv e ly  h a n d le d  w ith o u t  lo s t 
tim e .
C losely  a ll ie d  to  th e  fa c to r  o f so c ia l 
u n e m p lo y m en t is  t h a t  o f tech n o lo g ica l 
u n e m p lo y m en t. I t  is  c au sed  b y  th e  in ­
c rea se d  efficiency o f w o rk e rs  w h en  th e y  
a re  p ro v id ed  w ith  p ro p e r  m ac h in e  to o ls . 
I t  m ay  be v e ry  s im p ly  i l lu s t r a te d  by  th e  
fa c t t h a t  o ne  m a n  w ith  a  s te a m  shovel 
re p la ce s  100 m en  w ith  shovels. I t  is  v e ry  
in tr ic a te ly  i l lu s t r a te d  in  a n y  o ne  o f o u r  
m o d e rn  fa c to r ie s , w h e re , by  th e  u se  of 
s ta n d a rd  a n d  sp ec ia l to o ls , of co n v ey o rs, 
o f a u to m a tic  m a c h in e ry , of su b d iv is io n  
o f o p e ra tio n s , o f  c a re fu lly  p lan n e d  ro u ­
t in e , th e  p e r  m a n  o u tp u t  p e r  d a y  m ay  be 
a s  g r e a t  a s  th e  p e r  m a n  o u tp u t p e r  y e a r  
m ig h t  b e  o th e rw ise . I t  is  e x tre m e ly  d if ­
ficu lt to  e v a lu a te  a ll of th e  fa c to rs  of 
tec h n o lo g ic a l u n em p lo y m en t, fo r  th e re  
a r e  t re m e n d o u s  co m p e n sa tin g  e lem en ts .
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Thus, under the machine system, it is 
possible to make things which could not 
possibly be made under the hand labor 
system and so employment in huge 
amounts is created.
Social unemployment and technological 
unemployment thus go hand in hand. 
Machine methods of production could not 
very well be effective without the social 
grouping of workers, and social unem­
ployment would have little consequence 
were it not for the reenforcing effect of 
technological unemployment. Thus, it is 
possible to consider social unemployment 
as an integral part of the former. Simi­
larly, it is difficult to disassociate this 
from a pronounced effect on the other 
two types of unemployment. Tremendous 
machine development permits tremendous 
output, and the overgearing of production 
thus possible permits accumulation of 
stocks and may result in cyclic unem­
ployment. In times of activity the de­
mand for increasing output requires that 
there be effective machine operators, but 
as demand falls off, there is sterner com­
petition, costs become important, person­
nel requirements are tightened, and the 
general tendency of American Industry 
of the better managed companies is to 
make closer and more careful study of 
personnel requirements, and translated in 
terms of individual function, they not 
only study present capabilities but they 
go back into heredity to determine all 
the factors. In other words, the demands 
that are to be made upon the coming 
generation with respect to measuring up 
to higher standards of everything will be 
far beyond what you have witnessed in 
our generation and, of course, ours is 
correspondingly higher than that re­
quired of the preceding generation. Per­
sonnel requirements are tightened and 
only the most efficient, younger and more 
physically fit of the workers are desired. 
Dexterity is demanded rather than skill. 
Therefore, larger numbers of the semi­
unfit are rejected and residual unemploy­
ment increases. Truly, technological un­
employment is the major problem created 
by the machine age!
It may be questioned just how real this 
bogey is. For an answer one needs only 
to turn to data compiled by the Federal 
Reserve Board, recently published, show­
ing the volume of manufacturing produc­
tion and the corresponding number of 
employees for the past 30 years. If the 
output per employee is taken as being 
unity in 1899, then the output per em­
ployee was approximately 1.63 in 1929, 
and despite decreased output and the ef­
fort to maintain employment, was still 
1.42 in 1930. In other words, two men 
today can produce the output of three 
men in 1899. Unfortunately, this com­
parison does not begin to tell the whole 
story, for practically this entire change 
has taken place in the last ten years. It
is interesting to note the years taken to 
bring about the development in the gener­
ation of power, as illustrated in the 
movie that we saw tonight. Despite our 
tremendous volume of manufacturing in
1929, there were less actual employees 
in that year than there were in 1917, 
1918, 1919, 1920 or in 1923.
It is, of course, easy to say that as men 
are released from one class of industry 
by improved effectiveness of equipment, 
they are absorbed by some newly de­
veloped industry. This has been the 
“luck” upon which we have rested so far. 
The old “machine fear” has been held by 
labor for more than the past hundred 
years and in specific instances has led to 
riots, strikes and destruction of equip­
ment, and more passively to restricted 
output and “soldiering,” but thus far 
there has been no drastic culmination of 
the replacement of men by machines. 
This is  because the machine factor has, 
to a considerable extent, always carried 
with it a twin factor which tended to 
nullify the possible evil effects of machine 
production. The human ingenuity which 
has made machines possible has also suc­
ceeded in devising new things for ma­
chines to produce. In the last century 
one new industry has followed another 
in a procession of miracles, so endlessly 
that one ceased to expect an end. Now, 
we must give thought to the possibility of 
a continued ingenuity in the development 
of machine processes, with a slackening 
in the devising of new products.
Perhaps there are devices for human 
use far beyond the realm of present imag­
ining, yet the rate of increase in new 
devices cannot be maintained. The nec­
essities of the human race are fairly 
simple in their broad classification, and 
in the past, luxuries have been converted 
industrially into necessities. In the or­
der of their importance and of their de­
velopment, our necessities are food, shel­
ter, clothing, transportation and amuse­
ment. The basic elements of the first 
three have long been developed and are 
now subject only to refinements. The 
factor of transportation really has only 
been developed industrially in the past 
hundred years, and our railroads, steam­
ship and automobile industries are par­
tial indices of its importance. They also 
are partially by-products of the necessity 
for amusement, while the phonograph, 
radio and moving picture industries in­
dicate how seriously we take our amuse­
ments. Thus two of our five necessities 
are only recently of large development. 
Communication is a part of transporta­
tion and a part of amusement, so to the 
industries already noted may be added 
our telephone and telegraph systems and 
a good part of the printing industry. It 
would appear that practically the major 
part of our present industrial activity is 
devoted to our two recently acquired nec­
essities. Can any one suggest where we 
may find two or three new necessities to 
take up the slack in employment cre­
ated by a more perfected mechanization 
of those we now have?
While these basic facts of technologi­
cal unemployment have been evident for 
the past several years, their importance 
has been obscured by a decade of in­
dustrial prosperity where employment 
has been created by the artificial stimu­
lus of credit and nothing more and noth­
ing less. Now, when the pinch has come, 
they reveal their influence. Recently a 
prominent economist stated, “The devel­
opment of a new industry to absorb large 
numbers of workers, as did the automo­
bile business ten years ago, is unlikely 
in the near future. * * * The long term 
trend of factory employment, especially 
in the industries where the machine pre­
dominates, is downward.” Similarly, 
the editorial comment on a recently pub­
lished book significantly states, “It em­
phasizes the increasingly important prob­
lem of unemployment in prosperous times 
rather than during business depression.” 
These and similar comments indicate the 
truth of the idea that man does much 
constructive thinking in times of adver­
sity.
This trend of comment indicates that 
thought is being given to an analysis of 
the factor of unemployment in relation 
to the whole scheme of industry. But, 
in addition, there are various stray lit­
erary sparks which indicate that thought 
is being given to the constructive an­
swer to some unemployment problems. 
Thus, from a publication of the United 
States Chamber of Commerce comes the 
comment, “The acceptance of the theory 
that prosperity is contingent upon the 
continuous employment of virtually the 
entire working population places a large 
share of the responsibility for stabiliz­
ing employment squarely upon the man­
agement of industrial enterprises.” If 
there is any criticism of American busi­
ness, it lies in this direction, as I see 
it; namely, there has been an inability 
to recognize this rather important and 
serious trend which in itself would in­
evitably create problems that would call 
for the greatest brains that this country 
can produce in the way of business 
statesmanship. From another source we 
hear, “It is time that our much vaunted 
industrial supremacy took account of its 
own shortcomings and paid as much at­
tention to the unemployment of labor as 
it does to the unemployment of capital.” 
That sounds like a socialistic statement. 
It is not anything of the kind. It means 
merely that the capitalistic principle, 
which probably is the only satisfactory 
method of working out the problems of 
all of the peoples of the world, must be 
modified in order to meet changing con-
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d itio n s , in  o rder to  d ischarge its  respon­
sib ility , no t only to  th e  cap ita lis ts , to  
whom i t  m ust look fo r leadersh ip , bu t 
a lso  to  th e  la rge  m a jo rity  of w orkers 
th a t  m ake up in  p a r t th e  cap ita listic  
system .
A nother ed ito r believes th a t :  “W ork 
should  be shared  am ong m any employees 
d u rin g  th e  depression periods ra th e r  
th a n  d ism iss a  po rtion  of th e  w ork ing  
force.” Less technical, an d  th ere fo re  
less obscure, is th e  com m ent, “Every  
w orker, alm ost w ithou t exception, w hen 
he s ta r ts  d iscussing  unem ploym ent, de­
c la res  em phatically , even vehem ently, 
th a t  th e  rem edy is th e  sh o rten in g  of the 
w ork week, also th e  day.”
T he p re se n t c ritic a l a spec ts  of th e  
p ro b lem  o f unem p lo y m en t h av e  been 
la rg e ly  b ro u g h t a b o u t by th e  speed 
w ith  w h ich  co nd itions have  been 
changed  in  th e  p a s t te n  y ears . T h is 
speed w as in  p a r t caused by th e  in tense 
s t im u lu s  to  p ro d u c tio n  b ro u g h t a b o u t 
by th e  w a r (b o th  w a r an d  p o s t-w a r) . 
In  o th e r  w ords, m any  of us fa iled  to 
re a liz e  th a t  th e  con d itio n  w hich  led  to  
th e  p ro sp e rity  of 1929 w as re a lly  an  
accu m u la tio n  of necess ities  w h ich  could  
n o t be m e t d u rin g  th e  w a r an d  th a t  as 
soon  a s  th e  w ar w as over w e s ta r te d  
ou t to fulfill these  requ irem ents. W hat 
w ere  th ey ?  B u ild ings, concre te  roads , 
au to m o b ile s , an d  m any  o th e r  th in g s. 
T h a t w as th e  basis to  s t a r t  w ith  of th e  
in ten s iv e  m a n u fa c tu r in g  d em an d  w hich  
ex is ted  fo llow ing  1920 an d  1921 and  
m ade up in  a la rg e  m easure th e  period 
of p ro sp e rity  th a t  th e n  fo llow ed. P e r ­
h ap s  a lso  th e  dep ressio n  of 1921 
cau sed  a  lo t of co n stru c tiv e  th in k in g  
an d  p lan n in g  on th e  p a r t  of o u r m as­
te r s  of in d u s try . A n o th e r fa c to r, of 
course, h as  been th e  in jec tio n  of a 
h u g e  vo lum e of c re d it in  th is  p eriod  to 
p e rm it ra d ic a l change in  m a n u fa c tu r­
ing  eq u ip m en t an d  m ethods. A su b ­
fa c to r  in  th e  p rob lem  h a s  been th e  
in je c tio n  in to  in d u s try  of an  in c reas in g  
n u m b er of w om en w o rk e rs .
T h is la t te r  phenom enon has been va­
r io u s ly  in te rp re te d . Som e lay  i t  to  th e  
n ecess ity  fo r w om en w o rk e rs  w hen  
m an  pow er w as d ep le ted  by th e  fo rm a ­
tio n  of huge arm ies. Some class i t  as 
a  psychological tre n d , “ T he new  fre e ­
dom  of w om en ,” w om en d e s irin g  recog ­
n ition  of economic p a rity  w ith  men. 
B o th  o f th ese  fo rces have  p ro b ab ly  had  
a  sh a re , b u t th e  re a l fa c to r is  th a t  of 
o u r  o ld  enem y, techno log ica l unem ploy ­
m en t. T h a t is, w o m an ’s o rig in a l w ork  
in  c a rin g  fo r  th e  hom e h as  been  t r e ­
m en d o u sly  decreased  by th e  benefits of 
th e  m ach in e  age, an d  w om en th ro w n  
o u t of em p loym en t in  hom e care  have  
so u g h t em p loym en t in  o th e r  fields. 
M achine assistance  to  hom e care  m ust 
n o t be in te rp re te d  m ere ly  in  te rm s  of 
w ash in g  m ach ines, vacuum  c leaners ,
e lec tric  iro n s  an d  o th e r  d ire c t a id s , b u t 
m u s t inc lude  th e  in d ire c t effec t of o u r 
h u g e  tex tile  in d u s tr ie s , th e  c lo th in g  in ­
d u s try , b ak in g  in d u s try , c an n in g  and  
m ea t p ack in g  in d u s trie s , an d  so fo rth . 
I t  m u s t also  inc lude  th e  effect of e lec­
tr ic  lig h t an d  pow er, of au to m o b iles , of 
im proved  hom e b u ild in g  an d  h ea tin g , 
an d  of th e  effect of a p a r tm e n t and  
h o te l life . T he o ld  ad ag e  th a t  w om an’s 
w ork  is n ev e r done can  now  a lm o st be 
t r a n s la te d  to  m ean  th a t  now adays i t  is
C. P. A. EXAMINATION QUESTIONS, 
NOVEMBER, 1930
Continued from page 113
Problem  10:
The Mid-West P ub lish ing  Com pany w as incorporated  Septem ber 1, 1928, and  has 
been engaged in  th e  p roduction  of books.
A perpetual inven to ry  has been m ain ta ined  from  th e  outset. Inven to ry  of sheet 
stock has been charged  w ith  a ll p r in tin g  costs of com pleted books, includ ing  p late 
costs, and cred ited  w ith  books th a t  have been bound. Inven to ry  of bound stock con­
s is ts  of all bound books in  stock.
T he p ractice  of charg ing  p la te  costs (i. e., a ll p roduction  and  p re lim inary  costs 
except p r in tin g )  to  inven to ry  of sheet stock re su lts  in  th e  en tire  expense of plates 
being w ritten  off ag a in s t th e  first ed ition  of th e  book, and  since operations during  
the  first two years reflect a  sub s tan tia l loss, i t  has been decided to  ad ju s t the  books 
on th e  follow ing basis:
Cost of p la tes is to  be considered as a  fixed asset and  depreciated  from  th e  date 
of p rodu ction of th e  first ed ition  over a  th ree-year period ; 45 per cent the  first year, 
30 per cen t the  second, and  25 per cen t th e  th ird . In  o rder to  conform  m ore closely 
w ith  th e  volum e of sales, 30 per cen t of th e  depreciation  fo r each ca lendar year is to  
be charged  off d u rin g  th e  first six m onths and  70 per cen t d u rin g  th e  las t six m onths.
F rom  th e  in fo rm ation  given below m ake a  jo u rna l en try  th a t  w ill b rin g  th e  
accounts in to  conform ity  w ith  th e  revised  schem e of depreciation .
Sum m ary  of com pleted ed itions and sales—
V olum es sold
Total Y ear ending Y ea r ending
D ate  of volum es A u gu st A u gu st
N am e o f booh C om pletion 1st edition 31, 1929 31. 1930
H ow  to  Break the M arket......................... Ju ly  1, 1930 7,500 2,500
Causes and Cure of Indolence..................... Mar. 1, 1930 4,500 300
My L ife in a C ity F la t ................................... Nov. 1. 1929 1,700 450
H ow to Reduce and W hat ......................... Oct. 1, 1929 7,000 5,200
Adventures in  M odesty ................................ June 1, 1929 7,500 3,500 4,000
How to live w ith  R ela tiv es .......................... Apr. 1, 1929 1,000 500 450
The L ight Under the B u sh e l..................... Jan. 1. 1929 2,000 1,200 700
Thought and A fterth ou gh t......................... N ov. 1, 1928 5,000 2,500 500
36,200 7,700 14.100
Sum m ary  of p la te  costs charged to  sheet stock—
T otal
Booh p la te  cost
How to Break the M arket............................ . $ 2,250.00
Causes and Cure for In d o len ce ..
M y L ife  in  a  C ity F la t ................ .
How to Reduce and W h a t......... .
Adventures in M odesty................ .
H ow  to L ive w ith  R e la t iv e s .. . .  
The L ight U nder the B u sh e l. . .  









Inven to ry  of sheet stock—A ugust 31, 1930—
Copies B ook T ota l cost
4,000 H ow  to Break the M arket................................................................................................  $ 2,080.00
4,000 C auses and Cure o f Indolence.........................................................................................  1,880.00
1,100 My L ife in  a  City F la t .......................................................................................................  363.00
1,600 H ow to Reduce and W h a t ................................................................................................. 880.00
2,000 Thought and A fterthought ......................................... ....................................................  680.00
100 The L ight under the B u sh el..............................................................................................  87.00
$ 5,970.00
Inven to ry  of bound stock—A ugust 31, 1930—
Copies B ook T o ta l cost
1,000 H ow  to Break the M arket................................................................................................  $ 590.00
200 C auses and Cure o f Indolence.......................................................................................... 110.00
150 M y L ife in  a  C ity F la t .......................................................................................................  55 50
200 H ow  to Reduce and W h a t................................................................................................  130.00
50 H ow  to L ive w ith R ela tiv es ..............................................................................................  54.00
939.50
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n e v e r  d o n e  b y  th e  w o m a n  h e r s e lf .  Of 
c o u rse , th e  u s u a l  c o m p e n s a tin g  f a c to r s  
h a v e  a p p e a re d  in  t h a t  th e  te x t i le  a n d  
c lo th in g  in d u s t r ie s  p ro v id e  e m p lo y m e n t 
fo r  h u n d r e d s  o f  th o u s a n d s  o f w o m en , 
t h a t  in n u m e ra b le  w o m e n  c le rk s  a r e  r e ­
q u ire d  in  d is t r ib u t io n ,  t h a t  u se  o f  a u to ­
m o b ile s  by  w o m e n  in  t h e i r  s p a re  t im e  
h a s  led  to  l a r g e r  g ro w th  in  t h a t  in d u s ­
t r y  a n d  p e rh a p s  e v e n  t h a t  t h e r e  is 
g r e a t ly  in c re a s e d  p ro d u c tio n  in  b r id g e  
ta b le s  a n d  p la y in g  c a rd s .  T h e  su m
to ta l ,  h o w e v e r , is  a n  in c re a s e  in  te c h ­
n o lo g ic a l u n e m p lo y m e n t.
O n th e  o th e r  s id e , f a c to r s  h a v e  b e e n  
a t  w o rk  w h ic h  h a v e  te n d e d  to  m in im iz e  
th e  g ro w th  of u n e m p lo y m en t. O u r im ­
p ro v e d  s ta n d a r d s  o f l iv in g  a n d  o th e r  
e le m e n ts  h a v e  led  to  le g a l  r e g u la t io n  
o f c h ild  la b o r ,  th u s  e l im in a t in g  so m e  
w o rk e rs .  T h e y  h a v e  led  to  c o m p u lso ry  
e d u c a tio n , th u s  p ro v id in g  fo r  a  g r e a t e r  
n u m b e r  o f  e d u c a tio n a l  w o rk e r s  a n d  to  
e m p lo y m e n t  in  th e  c o n s t ru c t io n  o f  
sc h o o l b u ild in g s . V o lu n ta ry  e d u c a tio n , 
p o ss ib le  by  g re a te r  p e r  c a p i ta  w e a lth , 
le a d s  to  th e  e x is te n c e  o f 8 0 0 ,0 0 0  s tu ­
d e n ts  in  o u r  c o lle g e s  a n d  u n iv e r s i t ie s  
w h o  a r e  c o n s u m e rs  b u t  n o t  p ro d u c e rs .  
T h e re  h a s  a lso  b e e n  a  t r e n d  to w a rd  
s h o r te r  w o rk in g  h o u r s  p e r  w e ek , n o t  
f ro m  re c o g n i t io n  o f a n y  d is t in c t  eco ­
n o m ic  la w , b u t  la r g e ly  f o r  p h y s ic a l ,  
so c ia l o r  p sy c h o lo g ic a l re a so n s .
U n e m p lo y m e n t in  a n y  fo rm  is  a  
p ro b le m  c re a te d  p u r e ly  b y  o u r  so c ia l 
s t r u c tu r e .  I f  w e  m a y  th in k  b a c k  to  
p r e h is to r ic  t im e s  w h e n  m a n  e x is te d  a s  
a n  in d iv id u a l, w h e n  n e c e ss itie s  w e re  t h e  
s im p le  s t a r k  m a t t e r s  o f  fo o d  a n d  s h e l­
te r ,  i t  is  e v id e n t  t h a t  th e r e  w a s  n o  
u n e m p lo y m e n t.  I f  m a n  w a s  h u n g r y ,  
h e  s o u g h t  fo o d . I f  th is  e m p lo y m e n t 
d id  n o t  n e t  a  su ffic ie n t r e tu r n ,  h e  d ied . 
O n ly  th e  c a p a b le  w o rk e r s  s u rv iv e d . 
T h e  f i r s t  so c ia l  o r d e r  o f m a n k in d  p ro b ­
a b ly  h a d  to  do w ith  th e  m a t te r  o f  p r o ­
te c t io n , w h ic h  is  o n e  e le m e n t  o f s h e l­
te r ,  a n d  is m a n ’s se c o n d  n e c e ss ity . I t  
is  p ro b a b le  t h a t  in d u s t r ia l  c o -o p e ra tio n  
w a s  a n  a lm o s t  im m e d ia te  se q u e n c e  a s  
m en  fo u n d  t h a t  fo o d  a n d  s h e l te r  c o u ld  
m o re  r e a d i ly  be  p ro c u re d  b y  g ro u p  
e f fo r t  th a n  b y  e f fo r t  o f  a  lo n e  in d i­
v id u a l . S till  t h e r e  w a s  p ro b a b ly  n o  
u n e m p lo y m e n t, b u t  th e  g ro u n d  f o r  u n ­
e m p lo y m e n t w a s  la id  s in c e  w h e re  th e r e  
a r e  g ro u p  r e s o u rc e s  th e r e  a re  a lw a y s  
p o s s ib i l i t ie s  o f c h a r i ty .
In  th e s e  f ir s t  so c ia l g ro u p in g s  a n d , 
in  f a c t ,  w h e re v e r  th e  so c ia l  g ro u p in g  is  
sm a ll ,  i t  is  d iff ic u lt fo r  u n e m p lo y m e n t 
to  e x is t. I n  th e  d a y s  of e a r ly  s e t tle ­
m e n t  in  th is  c o u n try ,  m a n k in d  h a d  a d ­
v a n c e d  f a r  in  m e n ta l i ty ,  in  c iv i l iz a t io n  
a n d  in  e q u ip m e n t;  y e t  p r im it iv e  c o n d i­
t io n s  o f  n e c e s s i ty  e x is te d . In  th o s e  
d a y s  th e  o ld  la w  w a s  a s s e r te d  b y  
C a p ta in  J o h n  S m ith  w h e n  h e  s ta te d ,  
“ T h o se  w h o  w o n ’t  w o rk  s h a n ’t  e a t . "  
T h e re  is a n  in d iv id u a l  c o n sc io u sn e s s  a s  
d is t in c t  f ro m  a  s t a te  c o n sc io u sn e s s , 
s in c e  th e  b u r d e n  im p o se d  by  a n y  u n ­
e m p lo y m e n t w a s  in s ta n t ly  f e l t  a n d  
d ir e c t ly  t r a n s la te d  in to  in c re a s e d  e f fo r t  
o f  o th e r  in d iv id u a ls .
N ow , h o w e v e r , th e  b u rd e n  is  m o re  
in ta n g ib le .  B y  re a s o n  o f o u r  p re s e n t  
so c ia l  s t r u c tu r e ,  th e  in d iv id u a l  a lw a y s  
c a r r ie s  a  la r g e  in d ir e c t  b u rd e n . A s a 
n a tio n  o r a  S ta te , w e su p p o rt th e  i n ­
sa n e , th e  fe e b le , th e  c r im in a l ,  a n d
P ro b le m  11:
T h e  U. S. B u re a u  of M a rk e tin g  h a s  p re p a re d  sp ec if ica tio n s  fo r  o v er s ix ty  
o r ig in a l ty p e s  o r g ra d e s  of tobacco . T h e  to bacco  g ro w ers , in  p re p a r in g  th e  le a f  fo r  
m a rk e t, u su a lly  m ak e  a  ro u g h  a s so r tm e n t  of five o r s ix  g ra d es . I t  is  ev id en t, th e re ­
fore, t h a t  in  o rd e r  to  se c u re  a  p a r t ic u la r  ty p e  th e  b u lk  lo t g ra d e s  of th e  g ro w e r m u s t 
be  re g ra d e d . T h e  lea f, a s  i t  com es fro m  th e  g ro w er, m u s t  a lso  be re d rie d  a n d  th e n  
a g ed  b e fo re  i t  is  fit fo r  use . T h e  p ro cess  in v o lv es c o n s id e ra b le  lo ss  in  w e ig h t.
A , B, a n d  C a re  e ach  in d iv id u a l d e a le rs  in  le a f  tobacco , b u y in g  in  crop  lo ts  
a n d  o th e rw ise  a s  th e  le a f  is  p re p a re d  by  th e  g ro w e rs  a n d  th e n  so r tin g , r e g ra d in g  
a n d  re d ry in g  to  s u i t  th e  in d iv id u a l n eed s of th e i r  v a r io u s  c u sto m e rs .
D u r in g  th e  su m m e r  of 1929, A  accep ted  a n  o rd e r  fro m  X  fo r  250,000 p o u n d s  of 
ty p e  3 a t  co st p lu s  a  c o m m issio n  o f $5.00 p e r  cw t. fo r  b u y in g , h a n d lin g  a n d  re ­
d ry in g : B accep ted  a n  o rd e r  fro m  Y fo r  400,000 p o u n d s  of ty p e  5 a t  co st p lu s  a  
s im ila r  co m m m issio n  o f $5.00 p e r  cw t.; a n d  C accep ted  a n  o rd e r  fro m  Z fo r 500,000 
p o u n d s  of ty p e  6 a t  co st p lu s  a  s im ila r  co m m issio n  of $5.00 p e r  cw t. E ac h  o rd e r  
p e rm it te d  a n  o v e rru n  of n o t  in  excess of 15% . I t  w as e s t im a te d  b y  A, B, a n d  C 
th a t  in  o rd e r  to  o b ta in  th e  specified  a m o u n t of ty p es  3, 5 a n d  6, i t  w o u ld  ta k e  s ix  
m ill io n  p o u n d s  o f lea f, g reen , g ro w e r’s g ra d es . T h ey  th e n  a g re e d  to  pool t h e i r  in te r ­
e s ts  to  th e  e x te n t  t h a t  e ac h  w o u ld  buy, re g ra d e  a n d  r e d ry  a p p ro x im a te ly  tw o  m illio n  
po u n d s, g reen , g ro w e r’s g ra d e s ;  a p p ly  th e  a m o u n t of ty p e s  3, 5 a n d  6 to  th e  o rd e rs  
on  h a n d ;  d isp o se  of th e  re m a in d e r  a s  b e s t th e y  co u ld  a n d  th e n  th e  to ta l  p ro fits  of th e  
th re e  be  d iv id ed  o n e -th ird  each .
O n J u n e  1, 1930, th e y  a g ree d  to  te rm in a te  th e  pool, e ach  to  ta k e  th e  tobacco  he  
th e n  h a d  on  h a n d , a t  cost, a t  w h ic h  t im e  th e  re co rd s  d isc lo se  th e  fo llo w in g  t r a n s ­
ac tio n s :
SA LES
A v e r a g e  A B  C
T y p e : P r i c e  P o u n d s  A m o u n t  P o u n d s  A m o u n t  P o u n d s  A m o u n t
1 @60c 30,000 18,000. 35,000 21,000. 40,000 24,000.
2 @55c 45,000 24,750. 55,000 30,250. 60,000 33,000.
3 to  X  @50c 260,000 130,000.
3 to  A @50c 80,000 40,000. 80,000 40,000.
4 @45e 105,000 47,250. 125,000 56,250. 140,000 63,000.
5 to  Y @40c 450,000 180,000.
5 to  B  @40c 110,000 44,000. 165,000 66,000.
6 to  Z @35c 550,000 192,500.
6 to  C @35c 130,000 45,500. 170,000 59,500.
7 to  12 @ 20c  900,000 180,000.  1,000,000 200,000. 1,200,000 240,000.
T o ta l S a le s ................  1,580,000 489,500. 1,915,000 587,000. 2,235,000 658.500.
N o s e p a ra te  ch a rg es  fo r  com m issions h ad  been m ade.
PU R C H A S E S  
A  B  C
P o u n d s  A m o u n t  P o u n d s  A m o u n t  P o u n d s  A m o u n t
G reen, W hole C rops 1,700,000 340,000. 2,000,000 380,000. 2,300,000 440,000.
R ed ried  T y p e ;
3 fro m  B  ..............  80,000 40,000.
3 fro m  C ..............  80,000 40,000.
5 fro m  A  ..............  110,000 44,000.
5 f ro m  C ..............  165,000 66,000.
6 fro m  A ..............  130,000 45,500.
6 fro m  B  ..............  170,000 59,500.
T o ta l P u rc h a se s  1,860,000 420,000. 2,275,000 490,000. 2,600,000 545,000.
A d d :
B uying , G rad in g  R e d ry in g
H a n d lin g  E x p en se  30,000. 36,000. 42,000.
T o ta l C o s t............ 1,860,000  450,000. 2,275,000 526.000. 2,600,000 587,000.
IN V E N T O R IE S
E n d  of P e r io d ; P o u n d s  P o u n d s  P o u n d s
T y p e : A B C
1   2,000 5,000 — 0—
2   3,000 5,000 — 0—
4  ........... ...................................... 10,000 10,000 25,000
7 to  12 .......................................................................  65,000 110,000 125,000
T o ta ls  ..............................................................................  80,000 130,000 150.000
Q uery  (1 ) M ake p ro p er a d ju s tm e n t of acco u n ts of A, B  a n d  C w ith  X , Y an d  Z, respectively .
(2 ) Show th e  p rofit acc ru in g  to  A, B  an d  C.
N o te : No a d ju s tm e n t need be m ade fo r  th e  difference in  th e  in v es tm en ts  of A, B  an d  C.
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h u n d r e d s  o f th o u s a n d s  o f in d u s t r ia l ly  
u n fit. T h a t  is  m e re ly  o n e  p e n a l ty  o f 
c iv i l iz a t io n . I t  is  a  b y -p ro d u c t  o f  c iv il­
iz a t io n . A  d if f e r e n t  fo rm  o f  b u r d e n  is  
im p o se d  b y  th e  n e c e s s i ty  f o r  p r o te c ­
t io n , f o r  le g is la tio n , f o r  a d m in is t r a t io n ,  
f o r  e d u c a tio n , fo r  s t r e e t s ,  r o a d s ,  l i ­
b r a r ie s  a n d  w h a t  n o t .  H o w  m a n y  p e o ­
p le  a re  th u s  in d ir e c t ly  e m p lo y e d  to  th e  
b enefit o f th e  S ta te  a s  a  w h o le  in  t h i s  
c o u n tr y  I  do  n o t  k n o w . O u r  f r ie n d  
B e n ito  M u sso lin i h a s , h o w e v e r , t a k e n  
a n  e x a c t c e n s u s  o f  th e  n u m b e r  in  I ta ly  
a n d  g iv e s  th e  f ig u re  a t  5 2 7 ,7 6 9 . T h is  
c o u n tr y  h a s  th r e e  t im e s  th e  p o p u la t io n  
o f  I ta ly ,  so  i f  th e  r a t io  h o ld s ,  We h a v e  
a r o u n d  o n e  a n d  o n e -h a lf  m il l io n s  o f 
S ta te  se rv a n ts . I  am  in c lin e d  to  th in k  
th e r e  a r e  m o re  th a n  t h a t  n u m b e r .  C e r­
ta in ly ,  w e  h a v e  m o re  th a n  t h a t  r a t io  in  
th e  c ity  o f  C h ica g o .
I n  I t a l y  th e r e  a r e  n o w  5 3 3 ,0 0 0  u n ­
e m p lo y e d  so  i f  th e s e  a re  a d d e d  to  th e  
S ta te  e m p lo y e es , i t  is  fo u n d  t h a t  e a c h  
g ro u p  o f 20 w o rk e r s ,  o r  p e r h a p s  le s s , 
m u s t  s u p p o r t  a t  l e a s t  o n e  m a n  w h o  is  
n o t  p ro d u c tiv e ly  e n g a g e d . I n  th e  
U n ite d  S ta te s  o u r  f ig u re s  o n  u n e m p lo y ­
m e n t  a r e  m u c h  g r e a te r .  T h e re  a re  
b e tw e e n  s ix  m il l io n  a n d  se v e n  m il l io n  
id le . I f  S ta te  em ployees a n d  o u r  in ­
d u s t r i a l ly  u n f i t  a r e  a d d e d , I  b e lie v e  
t h a t  r i g h t  n o w  e a c h  g ro u p  o f five 
w o rk e r s  is  s u p p o r t in g  o n e  p e r s o n  n o t  
p ro d u c tiv e ly  e m p lo y e d . T h is , in  a d d i­
t io n  to  w o m e n , c h ild r e n  a n d  a g e d  w h o  
c o n s t i tu te  a  fa m ily  r a t h e r  t h a n  a  S ta te  
r e s p o n s ib i li ty .
I  h a v e  no  in te n t io n  o f  lu m p in g  th e  
in d u s t r ia l ly  u n e m p lo y e d  w ith  th e  m il­
l io n  o r so  w ho  a re  S ta te  em p lo y ed  o r 
th e  o th e r  m il l io n  o r  so  w h o  a r e  in d u s ­
t r i a l ly  u n f it. T h e  a b o v e  c o m b in a tio n  
o f  f ig u re s  is  m e re ly  a  c o ld  p r e s e n ta t io n  
o f  th e  f a c t  t h a t  i t  is p o ss ib le , b y  r e a s o n  
o f  o u r  so c ia l  o rg a n iz a t io n  a n d  o u r  in ­
d u s t r i a l  effic iency , f o r  five w o rk e r s  to  
r e p la c e  f a i r ly  a d e q u a te ly  th e  p r o d u c ­
t iv e n e s s  o f  s ix . I n  o th e r  w o rd s , w e  
a r e ,  a s  a  n a t io n  a n d  p e rh a p s  a s  a  
w o rld , to o  e ffec tiv e .
T h e  f a c to r  o f  p ro d u c tiv i ty  is  m a d e  
u p  o f  th e  tw o  e le m e n ts  o f  e f fo r t  a n d  
tim e . N ow , if  e f fo r t  is  to o  p ro d u c tiv e ,  
t h e  e le m e n t  o f t im e  m u s t  b e  d e c re a s e d . 
I f  five m en , w o rk in g  54 h o u r s  a  w e ek , 
c a n  m e e t  th e  c o n s tru c t iv e  r e q u ir e m e n ts  
t h a t  sh o u ld  b e  s p re a d  a m o n g  six  m en , 
th e  s im p le  m a th e m a tic s  o f th e  p ro b le m  
is  t h a t  s ix  m e n  c o u ld  w o rk  o n ly  45 
h o u r s  a  w eek .
T h e re  is n o t  th e  s l ig h te s t  d o u b t  t h a t  
th e  a b o v e  s t a te m e n t  is  so  e le m e n ta ry  
t h a t  e v e ry  s ta t i s t ic ia n ,  e c o n o m is t,  so c i­
o lo g is t,  o r  e v e n  e v e ry  t h in k e r  in  th e  
c o u n try  w ill be  a b le  to  r i s e  u p  w ith  
lo u d  a n d  p ro v a b le  o b je c t io n s  to  th e  
id e a . M an y  w ill c la im  t h a t  th e r e  c a n ­
n o t  be  to o  m u c h  p ro d u c tio n  s in c e  m a n  
is  a  c r e a tu r e  o f  l im it le s s  d e s i r e s  a n d
if  g iv e n  th e  o p p o r tu n ity ,  w il l  a c c u m u ­
la te  a n d  u se  a n  in e x h a u s t ib le  v o lu m e  
o f m a te r ia l  g o o d s , w h ic h , o f  c o u rse , h e  
c a n n o t  d o . T h o u s a n d s  o f u s  k n o w  t h a t  
w e  can  e a t  a b o u t so  m u ch  o r w e  c a n  
d r in k  a b o u t  so  m u c h . W e  c a n  w e a r  
a b o u t  so  m u c h  a n d  o u r  p h y s ic a l  n e e d s  
a r e  n o t  n e a r ly  so  g r e a t  a s  w e a r e  so m e ­
t im e s  le d  to  b e lie v e . I f  th e r e  is  a n y  
r e le a s in g  o f  t im e  a s  th e  r e s u l t  o f  th e  
f u r th e r  d ev e lo p m en t of th e  m ac h in e  
a g e , i t  sh o u ld  b e  l a r g e ly  u se d  in  a  c u l­
t u r a l  a p p lic a t io n  o f  le i s u r e  t im e  w h ic h  
c e r ta in ly  d o e s  n o t  a d d re s s  i t s e l f  so le ly  
a n d  w h o lly  to  c o n s u m in g  m o re  m a te ­
r i a l  g o o d s . O f c o u rse , m a n k in d  a s  a  
w h o le  c a n  c o n su m e  m o re  th a n  i t  n o w  
d o e s  if  t h e  o p p o r tu n i ty  e x is ts , b u t  u n ­
le s s  m a n k in d  b e co m es  10 0  p e r  c e n t  
so c ia liz e d , w i th  a l l  h u m a n  e ffo r ts  
m e rg e d  f o r  t h e  c o m m o n  g o o d  a n d  
e q u ita b ly  r e d is t r ib u te d ,  th e r e  c a n  b e  
n o  a p p ro a c h  to  a  g e n e ra l  r e a l iz a t io n  o f 
d e s ire s .  T h e  n e a r e s t  a p p ro a c h  t h a t  is 
p o ss ib le  u n d e r  o u r  p r e s e n t  e co n o m ic  
sy s te m  is  to  g iv e  e a c h  in d iv id u a l  th e  
o p p o r tu n i ty  to  e a r n  in  p ro p o r t io n  to  
h is  a b il i ty .  A t th e  p r e s e n t  m o m e n t 
th e r e  a r e  m il l io n s  o f p e o p le  in  th is  
g e n e r a l ly  p ro s p e ro u s  c o u n tr y  w h o  do  
n o t  h a v e  th e  c h a n c e  to  w o rk . T h e re  is 
n o th in g  f o r  th e m  to  m a k e  w h ic h  w ill 
h a v e  a  p r o p o r t io n a te  v a lu e  in  a  c o u n ­
t r y  w h ic h , a c c o rd in g  to  e c o n o m is ts ,  is 
s u f fe r in g  b e c a u se  th e r e  is  to o  m u c h  o f 
e v e ry th in g .
T h e o r ie s  fo r  t h e  c u re  o f  th is  s i t u a ­
t io n  a r e  m a n y  a n d  v a r ie d .  O ne  id e a  
is t h a t  if  e v e ry  o n e  sh o u ld  b e  g a in fu l ly  
e m p lo y e d , re c e iv in g  g o o d  w a g es , th e  
r e s u l t a n t  e a r n in g  p o w e r  w o u ld  m e a n  
r e s u l t a n t  sp e n d in g  p o w e r  w h ic h  in  
t u r n  w o u ld  s u p p o r t  th e  in c re a s e d  p ro ­
d u c tiv i ty  c r e a te d  b y  th e  in c re a s e d  e m ­
p lo y m e n t. T h is  m a y  be  c a lle d  th e  
“ w h e e l w i th in  th e  w h e e l”  th e o r y  a n d  
a lm o s t  a p p ro a c h e s  th e  p r in c ip le  o f  p e r ­
p e tu a l  m o tio n . T h e  d iff ic u lty  se e m s to  
l ie  in  th e  f a c t  t h a t  th e  p e o p le  a n d  th e  
a c t iv i t ie s  o f  th e  U n ite d  S ta te s  c a n n o t  
be  su ff ic ie n tly  in s u la te d  f ro m  th e  r e s t  
o f th e  w o r ld  to  p e r m i t  a n  id e a l ly  f r i c ­
t io n le s s  r o ta t io n  o f  t h is  s o r t .  A s th e  
te m p o  o f th e  w h e e l in c re a s e s ,  c r e d i t  
a n d  m o n e y  te n d  to  flow  o u t  o f th e  
c o u n tr y  a n d  so  d o es  p ro d u c tio n . W e 
a r e  g e a re d  u p  n o t  o n ly  to  m e e t  i n te r ­
n a l  c o n s u m p tio n  b u t  a lso  a  p a r t  of 
w o r ld  c o n su m p tio n . I f  w o r ld  a b i l i ty  
to  p a y  fo r  i t s  s h a r e  o f  c o n s u m p tio n  is 
th e n  r e s t r ic te d ,  th e  w h e e l is s lo w ed , so 
o v e rp ro d u c t io n  o c c u rs  b e fo re  th e  s p in ­
n in g  c a n  be  s lo w e d  to  th e  n e w ly  b a l ­
a n c e d  r a te .  A  s im ila r  e ffec t c a n  be 
p ro d u c e d  if  f o r  a n y  r e a s o n  th e r e  o c c u rs  
a  re c e s s io n  f ro m  th e  s ta n d a r d  r a te  o f 
d e m a n d  fo r  a n y  o n e  p ro d u c t.  T h u s  if  
p r o d u c tio n  is g e a re d  in  a c c o rd a n c e  
w ith  th e  f a c t  t h a t  a n  a u to m o b ile  n e e d s  
r e p la c e m e n t  e a c h  five y e a r s ,  th e n  p ro ­
d u c tio n  o f c a r s  o f  a n  im p ro v e d  ty p e , 
w h ic h  w ill  l a s t  f o r  se v e n  y e a r s ,  w ill  
le a d  to  a  tw o  y e a r  s lo w in g  u p  o f  p r o ­
d u c tio n . B u t  i f  a n y  o n e  e le m e n t  o f 
p r o d u c tio n  s lo w s  u p , th e  e n t i r e  w h e e l 
m u s t  s lo w  u p .
S u c h  i r r e g u la r i t i e s  p r e v e n t  c o n tro l  
o f  t h e  in d u s t r ia l  w h e e l. F o r  exam p le , 
a l l  in d u s t r y  h a s  b e e n  u se d  to  th e  f a c t  
t h a t  i ro n  a n d  s te e l  e v e n tu a l ly  d is in te ­
g r a te  in to  r u s t  a n d  m u s t  n e c e s sa r i ly  
b e  r e p la c e d  b y  n e w ly  p ro d u c e d  m e ta l.  
N ow , i f  t h e  u se  o f  a  r u s t le s s  s te e l  b e ­
c o m e s  u n iv e r s a l ,  w h ic h  n e e d  n e v e r  be  
r e p la c e d  b y  n e w  m e ta l  p ro d u c tio n , c an  
a n y  one c a lc u la te  th e  a c tu a l effect on 
in d u s t r y ?
S u ch  a n  effect is  o b ta in e d  a lso  fro m  
a n  e n t i r e ly  d if fe re n t  c a u s e . I f  in  o u r  
i n d u s t r ia l  w h e e l t h e  sp e e d  h a s  b e e n  
s e t  b y  th e  f a c t  t h a t  10 0  m en  a r e  r e ­
q u ir e d  to  g iv e  a  c e r t a in  v o lu m e  o f  p ro ­
d u c tio n , c o n s id e r  t h e  r e s u l t  w h e n  im ­
p ro v e m e n t  o f  m a c h in e  p ro c e ss e s  p e r ­
m its  70 m en  to  g iv e  th e  sa m e  u n i t  
p r o d u c tio n . E i t h e r  p ro d u c tio n  m u s t  
in c re a s e ,  f o r  w h ic h  t h e r e  is  n o  c o r re ­
s p o n d in g  c o n su m p tio n , o r  c o n su m p tio n  
m u s t  b e  s t im u la te d  o r  e ls e  30 m e n  
s ta n d  id le  a n d  m u s t  b e  s u p p o r te d  in  
id le n e s s  b y  th e  r e m a in in g  w o rk e rs .  I t  
is  v e ry  e v id e n t  t h a t  to o  m a n y  f a c to r s  
a r e  c o n tin u a lly  b u sy  in f lu e n c in g  in d u s ­
t r y  to  p e r m i t  o f  a n y  r e a l  n ic e ty  o f  i ts  
r e g u la t io n .
A d d e d  to  w h a t  m a y  b e  c a lle d  th e  
n o rm a l f lu c tu a tio n s  of in d u s try  a re  
th o s e  w h ic h  a r e  h ig h ly  a r ti f ic ia l  b u t  
n o n e  th e  le s s  p ro fo u n d  in  t h e i r  e ffec t. 
T h e  m o s t  d i s tu r b in g  o f th e s e  a r e  th e  
o n e s  c a u s e d  b y  m a n ip u la t io n  o f  c re d i t .  
B a s ic a lly , a l l  t h a t  a n y  m a n  c a n  c o n ­
t r ib u t e  to  t h i s  w o r ld  o f  l if e  is  la b o r .  
H is  l a b o r  m a y  t a k e  a n y  o n e  o f  a n  i n ­
f in ite  v a r ie ty  o f  fo rm s  a n d  m a y  h a v e  a  
w id e ly  v a ry in g  v a lu e . M o re o v e r, i ts  
v a lu e  m a y  b e  g a u g e d  o n  tw o  d if fe re n t  
b a se s— t h a t  w h ic h  i t  a p p e a r s  to  h a v e  
a t  th e  t im e  i t  is  e x p e n d e d  in  th e  ey es  
o f  h is  a s s o c ia te s  a n d  t h a t  w h ic h  i t  h a s  
o n  th e  lo n g  t im e  sc a le  to  h u m a n i ty  
w h ic h , o f  c o u rse , i s  th e  s u s ta in in g  
v a lu e . A  p o e t m a y  d ie  o f  s ta r v a t io n  
w h ile  su c c e e d in g  g e n e r a t io n s  lo u d ly  
p ro c la im  th e  b e a u ty  o f h is  w o rk s . A n 
e m p e ro r  m ay  liv e  in  sp le n d o r  a n d  be 
c u rs e d  d o w n  th e  a g e s  f o r  th e  d e s t r u c ­
t io n  h e  w ro u g h t .  I n d u s t r i a l ly  s p e a k ­
in g , w e a r e  c o n c e rn e d  w ith  th e  v a lu e  
o f l a b o r  in  t e r m s  o f c u r r e n t  e x c h a n g e . 
F o r  la b o r  is  t r a d e d  f o r  la b o r ;  m o n ey  
is  a  m e d iu m  to  f a c i l i t a t e  th is  ex ­
c h a n g e ;  a n d  c r e d i t  is  th e  a n tic ip a t io n  
o f  la b o r  n o t  y e t  p e r fo rm e d .
T h u s  l a b o r  c a n  be  s to re d , b o th  b e ­
fo re  a n d  a f te r  i t s  c r e a t io n .  W h e n  a 
m an  b o rro w s  a  th o u sa n d  d o lla rs , h e  
a n tic ip a te s  h is  a b i l i ty  to  m a k e  i t  p ro ­
d u c e  a  p ro f i t  f o r  h im . I n  e ffec t, h e  
u se s  th e  s to re d  l a b o r  o f  o th e r s  to  a u g ­
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m e n t  h is  o w n , s e c u r in g  a  m a s s  a d v a n ­
ta g e .  T h e  d iff ic u lty  l ie s  in  te l l in g  
w h e th e r  c re d i t  r e p re s e n ts  s to r e d  la b o r  
o r  a n tic ip a te d  la b o r .  I f  i t  i s  u n d e ­
n ia b ly  s to re d  la b o r ,  w e  c la im  t h a t  i t  is  
so u n d  c re d it .  I f  i t  v e rg e s  in to  th e  fie ld  
o f  a n t ic ip a te d  la b o r ,  w e c a l l  i t  in f la ­
t io n .  I t  is  b e c a u se  c r e d i t  m a y  th u s  
d e p a r t  f ro m  th e  fie ld  o f  a c tu a l i t ie s  t h a t  
i t  c o m p lic a te s  th e  eco n o m ic  s i tu a t io n .
I n  th e  p a s t  t e n  y e a r s  c r e d i t  h a s  h a d  
a  tr e m e n d o u s  in f lu e n c e  b e c a u se  i t  h a s  
b e e n  u se d  in  su c h  t r e m e n d o u s  q u a n t i ­
t ie s .  W h e n  th e  U n ite d  S ta te s  lo a n e d  
m o n e y  a b ro a d ,  o r  e x te n d e d  c re d i t ,  i t ,  
in  e ffec t, t r a n s f e r r e d  a  lo t  o f la b o r  
h o u r s  w h ic h  im m e d ia te ly  s t a r te d  to  
w o rk  m a k in g  g o o d s  in  c o m p e tit io n  
w ith  o u r  o w n  p ro d u c tio n .  I t  h a s  
s e e m e d  in  m a n y  c a s e s  t h a t  th is  c o u n ­
t r y  lo a n e d  m o n e y  to  o th e r  c o u n tr ie s  in  
o r d e r  t h a t  th e y  m ig h t  be  a b le  to  b u y  
g o o d s  f ro m  u s . B y  u se  o f  th e s e  g o o d s 
th e y  in c re a s e d  t h e i r  o w n  p ro d u c tiv i ty .  
T h is  p ro d u c tiv i ty  m a y  e v e n tu a l ly  e n ­
a b le  th e m  to  r e p a y  th e  lo a n s , b u t  in  
t h e  m e a n tim e  o u r  o w n  o u t le t  w ill b e ­
co m e m o re  a n d  m o re  r e s t r ic te d  a n d  
o u r  id le  p l a n t  c a p a c ity  w ill  im p o se  
h e a v y  fixed  c h a rg e s ,  w h ile  o u r  w o rk e rs  
w ill be id le . F o r  in s ta n c e ,  w h a t  a r e  
w e g o in g  to  do  in  th e  sh o e  in d u s t r y  
w h e re  w e h a v e  a  p la n t  c a p a c ity  p e r ­
m it t in g  th e  p ro d u c tio n  o f n in e  h u n d re d  
m illio n  p a ir s  o f sh o e s  a  y e a r ,  w h e n  th e  
c o n su m p tio n  in  th e  U n ite d  S ta te s  is  
o n ly  th r e e  h u n d r e d  m il l io n ?
Of c o u rse , i t  is  d a n g e ro u s  f o r  m e  to  
d e p a r t  f ro m  m y  to p ic  o f  u n e m p lo y m e n t 
in to  th e  fie ld  o f  eco n o m ic  a n d  f in a n c ia l  
th e o ry ,  b u t  d o l la r s  a n d  la b o r  h o u r s  a re  
in  m y  ey es  o n e  a n d  th e  s a m e  th in g .  I f  
w e  m a k e  th e  d o l la r s  w o rk  h a r d  in  th e  
fo rm  o f im p ro v e d  e q u ip m e n t,  th e  la b o r  
h o u r s  n e e d  b e  fe w e r . A n d  if  c e r ta in  
e co n o m ic  c o n d it io n s  c a u s e  th e  d o l la r s  
to  be  id le , th e y  sh o u ld  a lso  c a u s e  
w o rk e rs  to  b e  id le .
A t th e  p r e s e n t  m o m e n t  t h e r e  n e ed  
n o t  be  so  m u c h  c o n c e rn  b e c a u se  d o l la r s  
a r e  ly in g  id le , f o r  th e y  c a n n o t  s ta rv e .  
B u t w h e n  w o r k e r s  a r e  id le , th e y  m u s t  
be  su p p o r te d  in  so m e  fa sh io n . P e r ­
h a p s  to o  m u c h  a t t e n t io n  h a s  b e e n  p a id  
to  m a k in g  th e  d o l la r s  e a r n  a  p ro f i t  a n d  
to o  l i t t le  to  th e  p ro f i t  o f  th e  w o rk e rs .  
T h a t  s o u n d s  so c ia l is t ic ,  d o e s n ’t  i t?  To 
m e  i t  is j u s t  b u s in e s s  se n se , a n d  th e  
r e a d ju s tm e n t  o f th is  p ro b le m  in  i ts  
f in a l a n a ly s is  is  g o in g  to  c a l l  f o r  th e  
b e s t  b u s in e s s  in g e n u i ty  t h a t  c a n  be 
fo u n d  u p o n  th e  p a r t  o f  le a d in g  b u s i­
n e s s  m en . N ow , a f t e r  a ll ,  su c c e ss  in  
b u s in e s s  c a n  o n ly  b e  t r u e  su c c ess  if  i t  
is  t r a n s la te d  in to  te r m s  o f su c c ess  to  
th e  w h o le  so c ia l o rd e r .  N o o n e  o f  u s  
c a n  is o la te  o u rse lv e s , s in g le  o u rse lv e s  
o u t a n d  call o u rse lv es  in d ep e n d en t, a c t 
in d e p e n d e n t ly  o f  th e  r e s t  o f  th e  w o rld . 
A f te r  a ll , w e  a r e  o n ly  s m a ll  co g s in
th is  w h o le  s c h e m e  o f  m e c h a n ism  t h a t  
g o e s  o n  e n d le s s ly  a n d  e n d le ss ly . I t  is 
b u t  a  s h o r t  j o u r n e y  t h a t  w e h a v e  on  
th is  e a r th  in  w h ic h  w e m u s t  do  th e  
b e s t  w e c a n  f o r  th o s e  a b o u t  u s  a n d  
th o s e  w h o  co m e  a f t e r  u s .
I f  i t  b e  c o n c e d e d  t h a t  th e r e  is n o t  
e n o u g h  w o rk  to  g iv e  a l l  w o rk e r s  a  
good e ig h t o r n in e -h o u r  d a y  b u t  th a t  
th e r e  m a y  b e  e n o u g h  to  g iv e  a ll  w o rk ­
e rs  a  s ix  o r sev en -h o u r day, is  i t  n o t 
m o re  d e s i r a b le  to  fo llo w  th e  l a t t e r  
c o u rse  o f  k e e p in g  th e  g r e a te s t  n u m b e r  
e m p lo y e d , r e g a r d le s s  o f so m e  in c re a s e  
in  th e  c o s t o f  p ro d u c tio n  o r  so m e  in d i­
v id u a l  d is c o m fo r t?  S u c h  a  p ro c e d u re  
w o u ld  be  a n  e x p e d ie n t  a n d  a n  e x p e r i­
m e n t , b u t  th e  r e s u l t  o f su c h  a  p o lic y  
w o u ld  r a p id ly  b e co m e  e v id e n t. I f  th e  
n e c e s s a ry  v o lu m e  o f p ro d u c tio n  in ­
c re a se d , p e r h a p s  a  h a l f  h o u r  o r  a n  
h o u r  c o u ld  b e  a d d e d  to  th e  w o rk in g  
d a y  in  p re fe re n c e  to  th e  se e k in g  of 
in c re a s e d  p ro d u c tio n  by  r e a s o n  o f  in ­
c re a se d  m e c h a n ic a l  effic iency. S u ch  a  
p ro p o sa l  m a y  s o u n d  r e t ro g re s s iv e ,  b u t  
is  i t  a n y  w o rse  th a n  th e  p r e s e n t  sp e c ­
ta c le  o f  e n fo rc e d  id le n e s s , c h a r i ty  a n d  
su ffe r in g ?
W e  h a v e  m a n y  p ro v e rb s  b e a r in g  
u p o n  th e  d e s i ra b le  e ffe c ts  o f a d v e r s i ty  
a n d  n e c e ss ity , b a se d  u p o n  th e  id e a  t h a t
T h e  w r i t e r  h a s  a  few  m o re  w o rd s  to  
sa y  r e la tiv e  to  th e  a cc o u n ts  of p ro d u c e rs  
of th e  “ s q u e a k in ’ t in ty p e s .” P ro d u c e rs  
u su a lly  re ce iv e  a d v an c es  on  n e g a tiv e s  to  
be re le a se d  b y  d is tr ib u to rs .  Som e p ro ­
d u c e rs  c o n s id e r  th is  a d v a n c e  a s  c u r re n t  
incom e. L eg a lly , a c c o rd in g  to  t h e i r  con­
t r a c t ,  th e y  a r e  c o rre c t in  th is  co n te n ­
t io n ;  how ever, i t  is  n o t c o n s id e re d  good 
a c c o u n tin g  p ra c tic e  to  c o n s id e r  a n y  u n ­
e a rn e d  a d v an c es  a v a ila b le  fo r  d iv id en d s. 
A d v an ces sh o u ld  be  c re d ite d  to  in co m e 
o n ly  a s  th e y  a re  e a rn e d , a n d  in  th e  
p e rio d s  t h a t  th e y  a r e  re p o rte d  e a rn e d  by
in c re a s e d  p r e s s u r e  p ro m o te s  in c re a s e d  
th in k in g .  T h a t  is  th e  b e n e f it  w h ic h  
w ill co m e  o u t  o f  th e  p r e s e n t  s i tu a t io n .  
L e t  u s  h o p e  t h a t  th e  p o lic ie s  r e s u l t in g  
f ro m  su c h  c o n s tru c t iv e  t h in k in g  w ill 
t a k e  th e  fo rm  o f lo n g  t e r m  c o r re c t io n  
r a th e r  t h a n  o f  te m p o r a r y  re m e d ie s  a n d  
I  h a v e  e v e ry  c o n fid e n ce  t h a t  su c h  w ill  
be th e  r e s u l t .
I f  th e r e  c a n  be  a n y  s u m m a r iz a t io n  
o f  th e s e  ra n d o m  th o u g h ts  o n  a  m o s t  
v i ta l  s u b je c t ,  i t  m a y  be  e x p re s s e d  in  
t h e  id e a  t h a t  tw o  f a c to r s  f o r  re d u c in g  
u n e m p lo y m e n t a re  r e a d i ly  a p p lic a b le  
a n d  m u s t  be  u se d  c a r e f u lly  a n d  d e lib ­
e r a te ly .  F i r s t ,  e v e ry  e f fo r t  m u s t  be  
a p p lie d  to  th e  d e v e lo p m e n t o f  n ew  
p ro d u c ts ,  e sp e c ia l ly  o f th o s e  w h ic h  w ill  
f a l l  in to  t h e  c la s s if ic a tio n  o f  n e c e s s i t ie s  
a n d  w il l  d is p la c e  l e a s t  o u r  p re s e n t  
p ro d u c ts .  S eco n d , th e r e  is  in e v i ta b le  
a  s h o r te n in g  o f  th e  n u m b e r  o f w o rk in g  
h o u r s  p e r  w e e k , w i th  le s s  t h a n  a  c o r ­
r e s p o n d in g  r e d u c t io n  in  w a g es . O f 
th e s e  tw o  fa c to r s ,  th e  f o r m e r  h a s  a l ­
r e a d y  p la y e d  i ts  g r e a te s t  p a r t  a n d  c a n ­
n o t  b e  r e l ie d  u p o n  f o r  a n y  d e c is iv e  
f u tu r e  e ffec t. T h e  l a t t e r  h a s  b e e n  u se d  
o n ly  to  a  m in o r  e x te n t  in  th e  p a s t  b u t  
w ill b e  th e  r e a l  e ffe c tiv e  a g e n t  o f  th e  
f u tu r e .
t h e  d is t r ib u to r .  A n  i l lu s t r a t io n  of th e  
above w ill be  c le a re r  to  th e  re a d e r :  
T h e  d is t r ib u to r  a d v an c es  $5,000.00. In  
th e  f irs t  p e r io d  fo llo w in g  re le a se  h e  re ­
p o r ts  th e  p ro d u c e r’s sh a re  o f g ro ss  film  
r e n ta ls  a s  $4,000.00. T h e  p ro d u c e r  p ick s 
th is  in co m e up  on h is  books a s  fo llo w s:
A dvanced  D eposits .........  $4,000.00
Incom e .........................  $4,000.00
T h is  above e n try  w o u ld  h av e  th e  effect 
of le a v in g  a  b a lan ce  of $1,000.00 in  th e  
A d v an ce  D ep o sit A cco u n t a n d  w o u ld  
sh o w  a  g ro ss  incom e of $4,000.00. I f  in
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th e  n e x t p e rio d  th e  d is t r ib u to r  re p o r ts  
th e  p ro d u c e r’s sh a re  of g ro ss  film  re n ta ls  
a s  $3,000.00, th e  p ro d u c e r  w o u ld  h a v e  th e  
fo llo w in g  e n tr y  to  b rin g  on h is  books:
C ash  ( fro m  d i s t r ib u to r ) . $2,000.00
A dvance  D e p o s i t s ..............  1,000.00
Incom e .........................  $3,000.00
T h e  a d v an c e  h a s  a ll b een  e a rn e d  a s  
sh o w n  b y  th e  ab o v e  c a sh  ($2,000.00) r e ­
ceived  fro m  th e  d is tr ib u to r .  O bviously , 
w h e n  th e  e x p lo ita tio n  c o n tra c t  h a s  ex­
p ire d  th ro u g h  la p se  o f t im e , a n y  u n ­
e a rn e d  a d v an c e  m ay  th e n  be  co n sid e re d  
a v a ila b le  fo r  d iv id e n d s ; in  th is  in s ta n c e , 
h o w ev er, i t  sh o u ld  b e  c re d ite d  a g a in s t  
t h e  c o s t of th e  n e g a tiv e , w h ic h  u su a lly  
h a s  n o t  been  a m o rtiz e d  fu lly . T h e  d is­
t r ib u to r  in  th is  s i tu a t io n  i s  n o t  e n t i t le d  
to  a  r e fu n d  leg a lly , e v en  th o u g h  th e  a d ­
v a n ce  h a s  n o t been  c le a re d  b y  th e  in ­
com e rece iv ed  fro m  i t s  e x p lo ita tio n . T h is  
is  o ne  o f th e  p e c u lia r i tie s  o f th e  in d u s ­
t ry ,  a n d  th e  above  s i tu a t io n  is  a lw ay s  
r e a d  in to  a ll e x p lo ita tio n  c o n tra c ts  be­
tw e e n  p ro d u c e rs  a n d  d is tr ib u to rs .  T h e  
n e g a tiv e  in  th is  case  w ill u su a lly  be  a  
box  office “flop.” P ro c e d u re  fo r  w r i t in g  
off th e  u n e a rn e d  a d v an c e  is  a s  fo llo w s:
A d v an ce  D ep o sits , $______
In co m e  o r  F in is h e d  N eg a tiv es , $______
( fo r  th e  u n e a rn e d  a d v an c e )
If  th e r e  is  a  d e b it b a la n c e  le f t  in  th e  
N e g a tiv e  acco u n t, i t  sh o u ld  be t r a n s ­
fe rre d  to  P ro f it a n d  L o ss a s  a  loss, a n d  
v ice  v e rsa  if  a  c re d it  b a lan ce . T h e  co st 
o f p ic tu re s  w h ic h  a r e  p ro d u ced  a n d  th e n  
“ sh e lv ed ” sh o u ld  be  c h a rg e d  off to  in ­
com e im m e d ia te ly .
A ll s a l ie n t  f e a tu re s  re la tiv e  to  p ro d u c ­
t io n  a n d  e x h a u s tio n  of film  h a v in g  been  
covered , w e  w ill n o w  p ro ceed  to  th e  
a c c o u n tin g  m eth o d s  p e c u lia r  to  m o tio n  
p ic tu re  d is tr ib u to rs .
T o he co n tin u ed
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H e re  a re  ju s t  o ne  o r  tw o  ex am p les of 
th e  c o u n tle ss  w ay s  in  w h ic h  th e  w o rk  
of such  o rg a n iz a tio n s  affec ts yo u  a n d  m e. 
W e a ll  u se  T u rk is h  to w e ls  (o r  o u g h t to ) .  
H ow  m an y  v a r ie tie s  of th e s e  do yo u  th in k  
th e re  u sed  to  be? N o fe w er th a n  74—  
b u t now  th e y  h a v e  b een  re d u ce d  to  six , 
th ro u g h  th e  c o o p e ra tio n  of th e  C otton- 
T ex tile  I n s t i tu te  a n d  th e  D e p a r tm e n t of 
C om m erce. W e a ll h a n d le  t in  c an s  v e ry  
fre q u e n tly ;  th e  n e w sp a p e r  fu n n y  m en  ac ­
cu se  M rs. N ew lyw ed  of l iv in g  o u t of 
th em , o r  in  th em , o r  so m e th in g  of th e  
so rt. U n til  ju s t  re c e n tly  sh e  h a d  to  
acc u sto m  h e r  d a in ty  f in g ers  to  h u n d re d s  
of d iffe re n t v a r ie t ie s  of su c h  can s , b u t 
now  th e  n u m b e r  h a s  been  c u t to  27, 
th ro u g h  th e  co o p e ra tio n  of th e  N a tio n a l 
C a n n e rs ’ A sso c ia tio n .
T h u s  m o n ey  h a s  b een  sav ed  fo r  r e ­
ta i le r s  a n d  fo r  th e  co n su m in g  p u b lic .
T h is  i l lu s t r a te s  th e  fa c t th a t  th e  success 
of th a t  sp le n d id  m o v em en t w h ic h  w e 
k n o w  a s  “sim p lified  p ra c t ic e ”— m ea n in g  
th e  co llec tiv e  e ffo rt of a n  in d u s try  to  
re d u ce  w a s te  in  th e  p ro d u c tio n  a n d  d is­
t r ib u t io n  of i ts  p ro d u c ts , th ro u g h  e lim i­
n a t in g  u n n e c e ssa ry  v a r ie tie s  in  sizes, d i­
m en s io n s , g ra d es , o r  q u a lit ie s— h a s  been  
m ad e  p o ss ib le  o n ly  by  tr a d e  a sso c ia tio n s . 
S u ch  e x te n s iv e  re v is io n s  of o ld -estab ­
lish e d  p ra c tic e s  co u ld  be  b ro u g h t a b o u t 
o n ly  th ro u g h  c o n ce rted , w ell-d irec ted  
d riv es .
[S im ila r  b en efits  com e to  in d iv id u a l ac ­
c o u n ta n ts  f ro m  th e  w o rk  of v a r io u s  so­
c ie ty  c o m m ittees . M an y  a c c o u n ta n ts  w ho 
h av e  been  u n w il lin g  to  sp en d  th e  n eces­
s a ry  m e m b e rsh ip  fee  to  b e lo n g  to  e i th e r  
a  S ta te  so c ie ty  o r T h e  A m e ric a n  Society , 
h av e  ben efited  by  th e  c o m m itte e  w o rk  
w h ic h  h a s  b een  done  by  in d iv id u a l m em ­
b e rs  o f b o th  o rg a n iz a tio n s . C o m m ittee  
w o rk  r e p re se n ts  th e  u n se lf ish n ess  of th e  
t r u ly  p ro fe s s io n a lly  in c lin e d  m em ber. 
E v e ry  o rg a n iz a tio n  h a s  m a n y  m em b ers 
w ho  w o u ld  b e  g lad  to  re n d e r  co m m it­
te e  se rv ice  if  th e  a p p o in tm e n ts  cam e 
th e i r  w ay . T h e  w illin g n e ss  to  accep t a n  
a ss ig n e d  re sp o n s ib i li ty  is  th e  th in g  th a t  
co u n ts .]
M ost t r a d e  a sso c ia tio n s  s tr iv e  e a rn ­
e s tly  to  do aw ay  w ith  tr a d e  ab u ses. Such  
ab u ses, of co u rse , a re  m a n y  a n d  in s id io u s . 
L e t u s  look  fo r  a  m o m e n t a t  a  few  of 
th e  m o re  obv ious ones. S a lesm en  m ay  
m is re p re se n t m erc h an d ise , o r  p ro m ise  
th in g s  t h a t  th e i r  e m p lo y e rs  a re  u n ab le  
to  fu lfill. T h ey  m ay  a s s u re  a  firm  th a t  
a  l in e  w ill b e  ex c lu siv e— a n d  th e n  se ll to  
c o m p e tito rs . D riv e n  by  a  fierce  d e s ire  to  
fill th e i r  o rd e r  books, th e y  m ay  u rg e  r e ­
t a i le r s  to  o v erbuy . S h ip p in g  in s tru c t io n s  
m a y  be d is re g a rd e d . M e rch an d ise  m ay  
be  d e liv e re d  th a t  fa ils  to  co n fo rm  to  
sa m p le s  o r  sp ec ifica tio n s , o r  t h a t  is  
so iled  o r  im p e rfec t. On th e  o th e r  h an d , 
one o ften  finds u n w a r ra n te d  c a n c e lla tio n s  
o f o rd e rs , u n re a so n a b le  d e m a n d s fo r  con­
cessions, o r  u n ju s t  r e tu r n s  of goods. . . .
W e find p re t ty  in te r e s t in g  re a d in g  in  
th e  codes of e th ic s  o r  b u s in e ss  p r in c i­
p les  to  w h ic h  v a r io u s  tr a d e  a sso c ia tio n s  
h a v e  p led g ed  th em se lv es . I  find, fo r  ex ­
am p le , a  p led g e  “ to  m a in ta in  p ro p e r  fac ­
to ry  co n d itio n s  a n d  to  c o n sid e r a n d  con­
se rv e  th e  p h y s ic a l a n d  m o ra l w e lfa re  of 
th e  em ployees.” A g a in , h e re  a re  d e c la ra ­
t io n s  in  fa v o r  of “ fu ll  a n d  f r a n k  p u b li­
c ity ,” of “a r b i t r a t io n ,” of “h ig h  b u sin e ss  
s ta n d a rd s  th ro u g h  th e  e d u c a tio n  of 
m em b e rs .” C o n v erse ly , I  find th e  re so lu ­
tio n  to  “av o id  sc ru p u lo u s ly  a ll o v e rs ta te ­
m e n ts  o r  m is re p re se n ta t io n s .”
M ost s ig n if ic a n t of a ll, p e rh ap s , is  th e  
d e te rm in a tio n  to  “m a k e  n o  p re te n s e  of a l­
leged  ‘t r a d e  s e c re ts ’ o r th e  p o ssessio n  of 
o th e r  m y s te r io u s  a d v a n ta g e s  ov er com ­
p e ti to r s ”— a n d , in  th e  case  o f a n o th e r  a s ­
so c ia tio n , th e  e x p re ssed  b e lie f  “ th a t  i t
sh o u ld  be  a  d u ty  a n d  a  p le a su re  to  im ­
p a r t  to  le ss-ex p erien ced  c o m p e tito rs  a n y  
k n o w led g e  w h ic h  m ay  be  of h e lp  to  
th em , a s  lo n g  a s  th e re  is  re a so n  to  be­
liev e  t h a t  th e  in fo rm a tio n  w ill be fa ir ly  
u se d .” T h e  m e re  fo rm u la t io n  of su ch  
s ta n d a rd s  ju s tif ie s  th e  ex is te n ce  of t r a d e  
a s so c ia tio n s ; a  c o n sc ie n tio u s  ad h ere n ce  
to  th e m  m ea n s  n o th in g  less  th a n  a  new  
e ra  in  th e  b u s in e ss  w o rld . . . .
[C om pare  th e  p re sen t-d a y  co n d itio n  u n ­
d e r  w h ich  b u s in e ss  seek s to  do a w ay  w ith  
t r a d e  ab u ses  th ro u g h  co o p era tiv e  efforts, 
w i th  th e  a t t i tu d e  o f som e, a lth o u g h  r e la ­
tiv e ly  few , ce rtif ie d  p u b lic  a c c o u n ta n ts  
w ho  d e s ire  to  go i t  a lo n e  so  th a t  th ey  
w ill n o t be  h a m p e re d  by  a n y  p ro fe ss io n a l 
o r  ev en  b u s in e ss  s ta n d a rd s . T w o h a b its  
w h ic h  so m e a c c o u n ta n ts  s t i l l  h av e  sh o u ld  
b e  f ro w n e d  u p o n  by  th e  p ro fess io n . C r i ti ­
c is in g  th e  w o rk  of a n o th e r  to  a  p ro sp ec ­
tiv e  c lie n t  in  r e a l i ty  le s se n s  th e  esteem  
in  w h ich  he  is  h e ld  b y  th e  p ro sp e c tiv e  
c lie n t. W h en  w o rk  h a s  been  d one  in  a 
m a n n e r  t h a t  m e r i ts  c r it ic ism , th e  c r i t i ­
c ism  sh o u ld  b e  m ad e  to  th e  a c c o u n ta n t 
d o in g  th e  w o rk  a n d  to  th e  B o a rd  is su in g  
th e  ce rtif ic a te . O n ly  in  th a t  w ay  w ill 
th e  p ro fe ss io n  a s  a  w h o le  be benefited . 
T e n d e r in g  a n  offer to  do a  p iece  of w o rk  
fo r a  sm a lle r  fee  th a n  h e re to fo re  c h a rg e d  
by a n o th e r , w ith o u t  spec ifica lly  in d ic a t­
in g  th e  re a so n  w h y  in  th is  p a r t ic u la r  
case  a t  th is  p a r t ic u la r  tim e , su c h  a  
s m a lle r  fee  is  ju s tif ie d , u su a lly  in a u g u ­
r a te s  c o m p e titiv e  b id d in g  w h ich  is c e r­
ta in ly  n o t  p ro fitab le  to  th e  p ro fess io n . 
In  th e  lo n g  r u n  i t  is  in ju r io u s  to  th e  ac­
c o u n ta n ts  p ra c t ic in g  i t  a n d  re s u l ts  in  
c lie n ts  re c e iv in g  a  less v a lu a b le  se rv ice .]
R e a lly  re m a rk a b le  re s u l ts  h a v e  b een  
a ch iev ed  th ro u g h  c o o p e ra tiv e  a d v e r t is in g  
by t r a d e  a sso c ia tio n s . . . . T h ro u g h  su ch  
a c tiv ity , in d u s tr ie s  h a v e  been  m ad e  a liv e  
to  th e  p o ss ib ilit ie s  of c re a tin g  b u s in e ss  
r a th e r  th a n  m ere ly  “sw ap p in g  cu s­
to m e rs .”
T h e re  c a n  be a  g re a t  p ro te c tiv e  o r 
re s to ra t iv e  v a lu e  in  su ch  a d v e r tis in g . 
H e re  a r e  o ne  o r tw o  ex am p les of w h a t 
I  m ea n  b y  t h a t :
Som e t im e  ago, ju s t  a f te r  w e h a d  h a d  
su c h  e x te n s iv e  p u b lic ity  on  pure-food  
le g is la tio n , th e  c a n n e rs  of food p ro d u c ts  
w e re  faced  w ith  th e  p ro b lem  of re s to r ­
in g  p u b lic  confidence  in  c an n e d  goods. 
T h e  f in d in g s of in te n s iv e  la b o ra to ry  r e ­
s e a rc h  fo rm ed  th e  b a s is  o f a  su ccessfu l 
a d v e r t is in g  ap p ea l. A nd, a g a in , th e  cof­
fee  ro a s te r s  fo u n d  i t  n e ce ssa ry  to  co n d u ct 
a n  e d u c a tio n a l c a m p a ig n  on th e  h e a lth ­
fu l effects of coffee u sed  in  m o d era tio n . 
T ra d e  a sso c ia tio n s  c an  do th a t  s o r t  of 
th in g  m o s t a d m irab ly .
[S ta te  so c ie tie s  a n d  c h a p te r  g ro u p s  h av e  
fo u n d  i t  a d v a n ta g e o u s  to  co o p era te  in  ad ­
v e r tis in g , th e  p u rp o se  of w h ic h  is  to  
e d u ca te  th e  p u b lic  a s  to  th e  se rv ice s  
w h ich  a re  b e in g  re n d e re d .]
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“How soon will I be getting five 
thousand dollars a year”
Was one of the first questions asked by a recent college grad­
uate of the personnel director of a great bank to whom he 
had applied for a position. The reply was, "Have you given 
any thought as to what you are going to give in return for the 
five thousand dollars?”
Diversified and cultural education are most desirable for 
self-improvement, but they have a very low sale value. It is 
practical education that does the work of the world and it is 
the specialist whose services have real money value.
The Bentley School is devoted exclusively to training men 
for specialization in accounting and finance. High School 
graduation or its equivalent is required for admission. It 
specializes and because of this covers the whole field of 
accounting in its two-year, intensive course.
In thirteen years its enrollment has grown from twenty-nine 
local students to over twenty-seven hundred from seventeen 
states and foreign countries.
Its graduates are employed extensively by many of the 
largest corporations and banks as well as leading public account­
ing firms. Several world leading companies each year take 
additional groups of its graduates into their organizations.
Here is opportunity to fit oneself for an established pro­
fession and the security that goes with it.
S E N D  F O R  C A T A L O G
T h e  B e n t l e y  S c h o o l  o f  A c c o u n t i n g  and F i n a n c e
9 2 1  B o y l s t o n  S t r e e t ,  B o s t o n ,  M a s s a c h u s e t t s
H .  C.  B E N T L E Y ,  C . P . A . ,  President
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A s w e tu r n  h e re  an d  th e re  to  i llu m i­
n a te  th e  w o rk  of t r a d e  a sso c ia tio n s  we 
find th e m  en g aged  in  a g re a t  v a r ie ty  of 
h ig h ly  co m m en d ab le  a c tiv ity . W e see 
th e m  ru n n in g  e m p lo y m en t b u re a u s  fo r 
ex ecu tiv e s a n d  o th e r  w o rk e rs  w ho find 
th em se lv es  d isp laced . W e d isco v er th e m  
m a k in g  e n e rg e tic  e ffo rts  to  p re v e n t b a n k ­
ru p tc ie s  am o n g  th e i r  m em b ers— g e ttin g  
to g e th e r  w ith  th e  o b jec t of “ t id in g  o v e r” 
a  sh a k y  b ro th e r ,  ev en  if  th a t  in v o lves 
s te p p in g  in  a n d  ru n n in g  h is  p la n t  fo r 
a w h ile . . . .
[N ot lo n g  since, one of th e  c e rtified  pu b ­
lic  a c c o u n ta n ts  in  a  c e r ta in  c ity  w as 
s tr ic k e n  w ith  a  p h y s ic a l a ilm e n t w h ich  
k e p t h im  fro m  h is  office fo r  a  p e rio d  of 
se v e ra l m o n th s . D u r in g  th a t  tim e  th e  
o th e r  ce rtif ied  m en  in  th a t  co m m u n ity  
c a r r ie d  on  fo r  h im  so su c c ess fu lly  th a t  
on  h is  r e tu r n  he  re m a rk e d  t h a t  i t  h a d  
b een  a  p ro fitab le  ex p erien ce  to  h im , b u t 
h e  a s su re d  th e  fe llo w s t h a t  h e  h o ped  i t  
w ou ld  n e v e r  be n e c e ssa ry  to  a g a in  ta k e  
a d v a n ta g e  of th e i r  g e n e ro s ity .]
T h e re  is  a n  a n n u a l  c o n te s t now  u n ­
d e r  th e  a u sp ice s  of th e  A m e ric an  T rad e  
A sso c ia tio n  E x ecu tiv e s , w ith  a n  a w a rd  
of a  b ro n z e  m ed a llio n  fo r  th e  finest 
a ch iev e m en t by  a n  a sso c ia tio n . . . .
[F o r  th r e e  y e a rs  T h e  A m e ric an  S o c ie ty  
h a s  p ro v id ed  a n  a n n u a l  a w a rd  to  th e  
S ta te  S o c iety  m a k in g  th e  m o st m a rk e d  
p ro g re s s  d u r in g  th e  p re c e d in g  y ear. 
W h ile  m a n y  S ta te  so c ie ties , w ell o rg a n ­
ized  a n d  d o in g  v e ry  fine p ro fe ss io n a l 
w o rk , h a v e  n o t e n te re d  th e se  a n n u a l  con­
te s ts , th e  s tim u lu s  to  ren ew ed  a c t iv it ie s  
h a s  been  n o ticeab le . I t  i t  im p o ss ib le  to  
e s t im a te  th e  m oney  v a lu e  of se rv ice s  re n ­
d e red  b y  ce rtified  p u b lic  a c c o u n ta n ts  to  
th e  b u s in e ss  in te re s ts  of th is  c o u n try , re p ­
re se n te d  by  th e i r  se v e ra l c lie n ts , in  th e  
w ay  of sa v in g s  effected  a n d  lo sses les­
sen ed  w h e re  su g g e s tio n s  m ad e  by  th e m  
h av e  been  fo llow ed .]
T h e  N a tio n a l R e ta i l  C re d it A ssocia­
t io n  ad v an ces th e  c la im  ( ju s tly , I  be­
liev e ) t h a t  th e  se rv ice s co n d u c ted  u n ­
d e r  i ts  au sp ice s  h av e  saved  th e  m e rc h a n ts  
of th is  c o u n try  m illio n s  of d o lla rs  fo r ­
m erly  lo s t b ecau se  of in a c c u ra te  an d  in ­
co m p le te  in fo rm a tio n , a n d  t h a t  th e  ex­
ten d e d  c re d it  m ad e  p o ss ib le  by  th is  
p ro m p t a n d  efficient ex ch a n g e  of c re d it  
d a ta  h a s  m a te r ia lly  in c re a se d  th e  b u y in g  
p o w er o f w ag e  e a rn e rs  an d  of th o se  w ith  
l im ite d  in co m es— a ll m a k in g  fo r  g re a te r  
c o m fo rt an d  h a p p in e ss  a m o n g  o u r people.
. . . S p e a k in g  of t r a d e  a s so c ia tio n s  w h en  
h e  w as s t i l l  S e c re ta ry  of C om m erce, M r. 
H o o v er sa id : “ T h ey  a re  th e  sa fe -g u a rd s  
of sm a ll b u s in e ss  a n d  th u s  p re v e n t th e  
e x tin c tio n  of co m p e titio n . T h ey  a re  th e  
a l te rn a t iv e  to  c a p ita l  co n so lid a tio n . T h e  
u n d e r ly in g  p u rp o se s  of th e  v a s t  m a jo r i ty  
a re  c o n s tru c tiv e .” A nd, r e fe r r in g  to  th e  
b ro a d  im p u lse s  w h ic h  find e x p re ss io n  in  
su c h  bodies, h e  ad d ed  w ith  c o n v ic tio n :
“W ith  w isdom  a n d  d ev o tio n  th e se  vo l­
u n ta ry  fo rces can  acco m p lish  m ore  fo r 
o u r c o u n try  th a n  an y  sp re a d  of th e  h a n d  
of g o v e rn m e n t.”
SECURITY IN INDUSTRY
C o n tin u e d  f r o m  p a g e  101 
p lo y m e n t In su ra n c e  F u n d  in  th e  C lo th in g  
In d u s try ,  N ew  Y ork, gave a n  in s p ir in g  
a d d re ss  on “T h e  Social D u ty  to  th e  U n­
em ployed .”
T h e  fo u r th  se ss io n  w as p re s id ed  over 
by  P h il ip  H. G adsden , p re s id e n t  of th e  
P h ila d e lp h ia  C h am b er of C om m erce. T he 
p a p e rs  w e re  p re se n te d  by  M iss F ra n c e s  
P e rk in s , I n d u s tr ia l  C o m m iss io n e r of th e  
D e p a rtm e n t of L ab o r, N ew  Y ork, an d  
P a u l H . D ouglas, of th e  U n iv e rs ity  of 
C hicago. T h e  g e n e ra l to p ic  w as, “M eth ­
ods of S ta b iliz in g  E m p lo y m en t.”
T h e  fifth  se ss io n  w as p re s id ed  over by 
O tto  T. M alle ry  of P h ila d e lp h ia . A b ra h am  
E p s te in , E x ec u tiv e  S e c re ta ry , A m e ric an  
A sso c ia tio n  fo r  Old A ge S e c u rity , de­
c la red  th a t  re c e n t s tu d ie s  sho,w th a t  
th e re  a r e  n e a r ly  tw o  m illio n  p e rso n s  65 
y e a rs  of ag e  a n d  over w ho a re  depen­
d e n t on som e one fo r  e ith e r  p a r t  o r th e i r  
e n t i r e  su p p o rt. T h is  fa c t  is a  c le a r  in ­
d ic a tio n  th a t  p o v e rty  in  old age  is  n o t 
d ue  to  p e rso n a l im p ro v id en ce  o r t h r i f t ­
lessn ess. T w elv e  S ta te s  h av e  a lre a d y  en ­
a c ted  o ld-age p e n sio n  law s a n d  a b o u t te n  
th o u sa n d  p eop le  a re  now  re ce iv in g  p e n ­
s io n s u n d e r  th em . M r. E p s te in  d ec la red  
th a t  if  th e  d ec lin e  in  th e  p u rc h a s in g  v a lu e  
of th e  d o lla r  is  ta k e n  in to  co n s id e ra tio n , 
th e  p e r  c a p ita  sa v in g s  in  th is  c o u n try  
h a v e  a c tu a lly  d ec lin ed  r a th e r  th a n  in ­
c rea se d  s in ce  th e  W o rld  W ar.
Jo sep h  E rn e s t  M cAfee, d ire c to r  of th e  
C o m m u n ity  S erv ice , C o m m u n ity  C h u rch  
of N ew  Y ork, spoke  on  “M iddle-A ged 
W h ite -C o lla r W o rk e rs  on th e  E conom ic  
R a ck .”
T h e  la s t  se ss io n  h a d  as i t s  p re s id in g  
officer M ag n u s W . A lex an d e r, p re s id en t, 
N a tio n a l I n d u s t r ia l  C o n fe ren ce  B oard . 
T h e  f irs t  sp e a k e r  w as  G e ra rd  Sw ope, 
p re s id e n t  of th e  G en era l E le c tr ic  Com ­
p any , N ew  Y ork , w ho  e x p la in ed  th e  
m eth o d  by  w h ic h  h is  co m p an y  w as fac ­
in g  an d  u n d e r ta k in g  to  solve  th e  p ro b ­
lem  of se c u rity .
H e n ry  P . K en d a ll, p re s id e n t  of th e  K e n ­
d a ll C om pany , B oston , su g g e ste d  th a t  
w ith  re fe re n c e  to  th e  im m e d ia te  a sp ec t 
of th is  p ro b lem , n am ely , th e  re lie f  of th e  
em erg en cy  s i tu a t io n :  “A ll po ss ib le  m a in ­
te n a n c e  jo b s in  co n n ec tio n  w ith  th e  p la n t 
sh o u ld  be  b eg u n  a t  once; a ll over-tim e 
sh o u ld  be e lim in a te d ; th e  w o rk  w eek 
sh o u ld  be sh o r te n e d  a n d  if  p o ss ib le  no 
re d u c tio n  sh o u ld  be  m ad e  in  th e  w age 
r a te ;  th e  lo w er p ro d u c tio n , cau sed  by 
th e  sm a lle r  v o lu m e of o rd e rs , sh o u ld  be 
sp re ad  over th e  la rg e s t  p o ssib le  sh a re  of
th e  w o rk in g  fo rce ; in  cases of n e ce ssa ry  
lay-offs, th e  se p a ra t io n s  sh o u ld  be m ad e  
on a  se lec tiv e  b a s is .” T h e  m o st im p o r­
t a n t  lesson , how ever, h e  m a in ta in e d , 
w h ich  sh o u ld  com e fro m  th e  p re se n t con­
d itio n  w as th e  n e c e ss ity  fo r  a n tic ip a tin g  
an d , if  p o ssib le , p re v e n tin g  re p e tit io n s  of 
th e se  p e rio d s . “C o n s tru c tiv e  p la n n in g , 
h a rd  w o rk  a n d  s t r a ig h t  th in k in g  can  
le ssen  th e  sh o ck  to  in d iv id u a ls  of d e p re s­
s io n  if  n o t e lim in a te  it. * * * T h e  p r in ­
cip les o f  sc ien tific  m an a g em e n t, if  p u t  
in to  m o re  g e n e ra l p ra c tic e , w ould  ad d  to  
se c u rity . I t  is  n o t a  se t of m e th o d s  n o r  
som e t r ic k  of so-called  efficiency. I ts  e s ­
sen ce  is  a n  a t t i tu d e  of m in d , sh a re d  by  
b o th  w o rk e rs  an d  m an a g em e n t. I t  is th e  
s p i r i t  of re se a rc h  a s  w ell as a  se t of 
p r in c ip le s . S c ien tific  m a n a g e m e n t is good 
p la n n in g , th e n  w o rk in g  y o u r  p la n .”
T h e  la s t  sp e a k e r  w as S id n ey  H illm a n , 
g e n e ra l p re s id e n t, A m a lg a m a ted  C lo th in g  
W o rk e rs  of A m erica . M r. H illm a n  m a in ­
ta in e d  th a t ,  “W e can n o t, u n le ss  we a re  
w illin g  to  p ay  th e  te r r ib le  co sts  of u n ­
e m p lo y m en t a n d  th e  d e s t itu t io n  of m il­
lio n s  of o u r  p o p u la tio n , h ope  to  cope 
w ith  th is  s i tu a t io n , now  a n d  in  th e  fu ­
tu re ,  w ith o u t  a  po licy  a n d  a  p ro g ra m .” 
H e  la id  dow n a s  th e  f irs t  e le m en t in  
a  p o ss ib le  p ro g ra m  “th e  n e ce ss ity  fo r  th e  
u n iv e rs a l  a d o p tio n  by  in d u s try  of th e  
five-day w eek .” T h e  second  p ro p o sa l w as 
“ to  r e s to re  th e  e ffec tiv en ess of a  h ig h  
s ta n d a rd  of liv in g  th ro u g h  th e  reco g n i­
t io n  by  A m e ric an  in d u s try  of th e  neces­
s ity  of p a y in g  h ig h  a n d  r is in g  s ta n d a rd s  
of w ag es .” T he  th i r d  e le m en t he de­
c la red  to  be “p ro v is io n  fo r th e  e s ta b ­
lis h m e n t of u n e m p lo y m en t re se rv e s .” 
T he sam e  fo re s ig h t  th a t  b u s in e ss  em ­
ploys in  th e  d ev e lo p m en t of re se rv e s  fo r 
th e  p a y m e n t of d iv id e n d s  o r fo r  th e  de­
p re c ia tio n  of m ac h in e ry , w ould  th e re b y  
be in v o k ed  to  d isc h a rg e  th e  o b lig a tio n s  of 
in d u s try  in  th e  ev en t of in d u s tr ia l  u n ­
em p lo y m en t.
TALKING SHOP
C o n tin u e d  fr o m  p a g e  102 
su b jec t. A c co u n ta n ts  an d  a tto rn e y s  seem  
to  fe a r  d isc lo s in g  th e  sch em es w h ich  th e y  
k n o w  o r  use . Som e a re  a c tu a te d  by a  de­
s ire  to  k eep  th e  s e c re t to  th em se lv es  so 
t h a t  p a tro n a g e  w ill a cc ru e  to  th e m ; o th ­
e rs  seem  a f ra id  t h a t  w h a t th e y  te rm  
av o id a n ce  is  to o  close to  ev as io n  to  be 
sp o k en  of in  pub lic . B u t we h av e  seen 
th is  p a s t  seaso n  one firs t-c lass  sch em e  of 
av o id an ce , concocted  by  a n  a tto rn e y  an d  
ad o p ted  by  h is  c lie n t w ith o u t re fe re n ce  
to  t h a t  c lie n t 's  a c c o u n ta n t, go sour. I t  
w o rk ed  fine d u r in g  th e  good y e a rs ;  it  
w as p assed  a s  w ith in  th e  law  by th e  in ­
sp e c tin g  re v e n u e  a g e n ts ;  b u t fo r  1930 
th e re  is  a  ta x  to  be p a id  a lth o u g h  th e  
c lie n t a c tu a lly  to o k  a  te r r if ic  lo ss; b u t 
h a v in g  a d o p te d  a  b a s is  in  1924, it  m u s t 
s t ic k  to  it.
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A Fact Which W ill Interest You . . .
1 0 %
of all C. P. A’s in the U. S. have been 
LaSalle Members
M ORE than 1,050, or over 
10% of the 10,000 (approxi­
m ately) holders of the degree of 
C. P. A. by exam ination in the 
United States have studied ac­
counting or coached for the  
C. P. A. exam ination in the  
H igher Accountancy Depart­
ment o f LaSalle Extension Uni­
versity.
And th is figure takes no ac­
count of the many more holders 
of the degree who have studied  
the LaSalle Accountancy course 
in other institutions which use 
our tex t material as the basis for 
their training. Nor does it tell 
you that among this number are 
many of the outstanding leaders in the account­
ing profession.
The full significance of these facts can only 
be appreciated when it is remembered that 
there are scores of high grade educational 
institutions —  sta te universities, great en­
dowed universities, colleges of commerce,
Some facts about
L aS alle  A c co u n ta n cy  
T r a in in g
P e r s o n a l ly  s u p e r v is e d  b y  W . B . C a s ­
te n h o lz ,  A . M., C. P . A ., a s s i s t e d  b y  
a s ta f f  o f  f u l l  t im e  C. P . A .’s .
C o v e r s  e v e r y  p h a s e  o f  a c c o u n t in g  
fr o m  t h e  E le m e n t s  th r o u g h  C. P . A . 
C o a ch i n g  a n d  S p e c ia l iz e d  A c c o u n t ­
ing: E le c t iv e s .
G iv e n  in  E v e n in g  R e s id e n t  C la s s e s  
in  C h ic a g o  —  e l s e w h e r e  b y  h o m e  
s tu d y .
I n c lu d e s  a  g r o u p  o f  P o s t  G r a d u a te  
E le c t iv e s  —  c o v e r in g  s p e c ia l iz e d  
f ie ld s  o f  a c c o u n t in g .
C o n t in u a lly  r e v i s e d  a n d  k e p t  u p  to  
t h e  m in u te .
T a u g h t  b y  th e  p r o b le m  m e th o d —  
l e a r n in g  b y  d o in g .
A d d s  to  a  t h o r o u g h  a n d  h ig h  g r a d e  
t r a in in g  in  a c c o u n ta n c y ,  a  c o m p le te  
s u c c e s s  b u i ld in g  p la n , in c lu d in g  a  
n u m b e r  o f  v a lu a b le  p lu s  s e r v ic e s  
s u c h  a s :
P la c e m e n t  a id  f o r  e m p lo y e r s  
a n d  e m p lo y e s  
E x p e r t  c o n s u lt a t io n  s e r v ic e  
o n  s t u d e n t ’s  b u s in e s s  p r o b ­
le m s
B u s in e s s  C o n d it io n s  R e p o r ts
and schools of accounting— from  
which come hundreds every year 
to practice accounting, and, 
sooner or later, to take the ex­
amination for the coveted C.P. A. 
degree.
We cite these facts— not by 
way of boasting— but as inter­
esting evidence of the proven 
quality of LaSalle training in  
accountancy. We are proud of 
our Accountancy training and 
service and desirous of having  
every accountant fully acquaint­
ed w ith  it.
We have prepared an inter­
esting 64-page booklet, ‘‘Ac­
countancy, the Profession That 
P ays,” which discusses the problems and opportuni­
ties in accounting, and describes fully the 
LaSalle Accountancy Training and Serv­
ice. This booklet will be sent free and 
w ithout obligation to any accountant or pros­
pective accountant who w ishes it. Address 
our Dept. 4351H.
L a S A L L E  E X T E N S IO N  U N IV E R S IT Y
Michigan Ave. at Forty-first St. Chicago, Ill.
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A n o th e r  a n g le  o f  t h is  c a s e  is  o f  fa r  
m o re  u n iv e r sa l a p p lic a tio n . T h a t  is , a  
sc h e m e  w h ic h  le g a lly  an d  e th ic a lly  d oes  
sa v e  on  a c tu a l t a x  p a y m e n ts , b u t in s e r ts  
in to  b u s in e s s  c e r ta in  a d m in is tr a t iv e  a n d  
a c c o u n t in g  p ro ced u re  th e  c o st  o f w h ic h  
c a n  n o t  b e  a c c u r a te ly  c a lc u la te d , b u t  
w h ic h  i s  n e v e r th e le s s  co n sid er a b le , an d  
g o e s  fa r  to  o ffse t  th e  ta x  sa v in g . A s fa r  
a s  co u ld  b e d e term in ed  in  t h is  ca se , one  
e x tr a  c le r k  a t  $1,200 p er y e a r  w a s  re ­
q u ired  to  k e e p  th e  n e c e s sa r y  r e c o r d s ; th e  
p u b lic  a c c o u n ta n ts  w ere  o b lig ed  t o  p u t in  
m u c h  e x tr a  t im e  to  go  ov er  th e m  an d  
p rep a re  th e  n e c e s sa r y  ta x  r e tu r n s  and  
s c h e d u le s ;  th e  a t to r n e y  h ad  to  w r ite  up  
c e r ta in  m in u te s  an d  r e s o lu t io n s  p er io d ­
ic a lly , fo r  w h ic h  o f co u r se  h e  ch a rg ed  a  
good  fe e , an d  a  good  s iz e d  a d d itio n a l  
S ta te  ta x  w a s  in cu rred . S o  th a t  w h a t  
s ta r te d  o u t a s  a  sa v in g  o f $30,000 on  F e d ­
e r a l In co m e  T a x e s  n ev er  in  a n y  y e a r  re­
s u lte d  in  a  sa v in g  o f  m o re  th a n  h a lf  th a t  
a m o u n t, w ith  th e  a n n o y a n c e  n o t figured  
in to  th e  co st. A n d  th e n  in  th is  y ea r  it  
r e su lte d  in  a ta x  w h e r e  th e r e  w a s  n o t  
t r u e  profit. T h in k  i t  over!
W E  a c k n o w le d g e  r e c e ip t  o f “C a p ita l In ­
v e s tm e n t  in  “H o s p ita ls ,” b y  C. R u fu s  
R o rem , P h .D ., C. P . A., a 44-page d ig e s t  
fro m  h is  book, “T h e  P u b lic ’s I n v e s tm e n t  
in  H o s p ita ls ,” p u b lish e d  b y  th e  U n iv e r ­
s i t y  o f C h ica g o  P r e ss . M r. R o rem  is  a  
m em b er  of th e  rese a r c h  sta ff  o f th e  C om ­
m itte e  on  th e  C osts o f M ed ica l C are, w ith  
offices in  W a sh in g to n , D. C.
“ I  g o t a g r e a t k ic k  ou t o f y o u r  y a rn , in  
th e  F eb ru a ry  issu e , ab o u t th e  a c ­
c o u n ta n t  w h o  w a s  a p p o in te d  p u r c h a s in g  
a g e n t ,” w r ite s  a m an  w h o  is  co m p tro ller  
for  a la r g e  ou tfit. ' “A n d  sa le sm a n a g e r s  
a r e  n o t th e  o n ly  o n es  w h o  o b ject b eca u se  
w e  d u m b  a c c o u n ta n ts  in s is t  u p on  s e e in g  
th e  fa c ts  a s  th e y  a re  an d  t e l l in g  ab ou t  
th e m . R e c e n tly  ou r w o r th y  v ic e -p r e s i­
d en t in  c h a rg e  o f th e  p la n t  d ec id ed  th a t  
w e  o u g h t to  h a v e  th e  office up on  th e  top  
floor. T h a t w a s  a ll  r ig h t  w ith  m e an d  
a ll m y  m a n y  c le r k s ;  m o re  sp a ce ; m o re  
d a y lig h t;  w e  co u ld  u se  an d  e n jo y  both . 
T h e  V. P . g o t up p la n s an d  f ig u res for  th e  
board  o f  d ir e c to r s  to  a p p rove b efo re  h e  
l e t  th e  c o n tr a c t fo r  th e  a lte r a tio n s . So  
fa r , fine. B u t  a m o n g  th e  f ig u r es  h e  p re­
se n te d  w a s  on e  to  sh o w  th a t  w e  w o u ld  
sa v e  a  la r g e  su m  on  e le c tr ic ity , b eca u se  
th e  to p s id e  office w o u ld  r eq u ire  l ig h t  o n ly  
d u r in g  d ark  w in te r  d a y s, w h e r e a s  th e  
d o w n sta ir s  office req u ired  it  m o st o f th e  
t im e . N o w  th e  V. P . is  su p p o sed  to  be  
m o r e  or le s s  an  e n g in e e r ;  I ’m  n o t;  I ’m  
n o t  e v e n  a  C. P . A . B u t  I g o t  up  in  m e e t­
in g  an d  to ld  th e m  th a t  a n y th in g  sa v e d  
e le c tr ic a l ly  on  l ig h t  w o u ld  b e  o ffset  
tw en ty -fo ld  b y  th e  in c r e a se d  ju ic e  u sed  
b y  th e  e le v a to r  w h ic h  w o u ld  h a v e  to  be  
in  a lm o st  c o n sta n t  o p era tio n  to  th e  top
floor. W ell, w e  a re  on  th e  to p  floor n ow , 
b u t th e  V. P . is  s t i l l  so r e  a t  m e; in s is t s  
I tr ie d  to  q u eer  th e  m o v e . W h y  w o n ’t 
so m e  p eo p le  fa c e  fa c ts? ”
O R EG O N
T h e O regon  L e g is la t iv e  A ssem b ly  
p a ssed  an  a r b itr a tio n  la w , in tr o d u ce d  by  
S en a to r  E d d y , en d o rse d  by th e  P o r tla n d  
C ham ber o f C om m erce, on e of th e  ch a m ­
b er ’s  c o m m itte e  b e in g  W illia m  W h it­
field , C. P . A . T h e  C o m m itte e  on A rb i­
tr a t io n  of th e  O regon  S ta te  S o c ie ty  co n ­
s is t s  o f M essrs . R a e , E r ic k so n  a n d  R u th ­
erford . T h e  b il l  w a s  su p p o rted  b y  th e  
in d iv id u a l m em b er s o f th e  S ta te  S o c ie ty .
P E N N S Y L V A N IA
T h e P it tsb u r g h  C h ap ter  o f th e  P e n n ­
sy lv a n ia  I n s t i tu te  o f  C ertified  P u b lic  A c­
co u n ta n ts  h e ld  a m e e t in g  a t th e  K e y ­
s to n e  A th le t ic  C lub on  th e  e v e n in g  of 
M arch 3, 1931.
R o b er t H . M agu ire , C h ief  o f th e  In ­
co m e T a x  D iv is io n  o f th e  office o f th e  
C o llecto r  o f In te r n a l R ev en u e , w a s  
th e  first sp ea k er  o f th e  e v e n in g  an d  e x ­
p la in ed  m a n y  o f th e  p r a c t ic e s  o f th e ir  
office w ith  p a r t ic u la r  r e fe r e n c e  to  th e  
m a n n er  o f f ilin g  re tu r n s , b o th  o r ig in a l  
an d  am en d ed . H e  a lso  sp o k e  of th e  p rac­
t ic e  in  reg a rd  to  m a k in g  p a r tn e r sh ip  re ­
tu r n s  an d  th e  p rop er trea t m en t o f d iv i­
d en d s. W a lte r  P . M ays, C h ief  o f t h e  In ­
te r n a l R e v e n u e  office, sp o k e  in  re ­
gard  to  h a v in g  c o n fe r e n c e s  w ith  h is  o f­
fice r e la t iv e  to  d isp u ted  p o in ts  in  r e ­
tu r n s . H e  s ta te d  th a t  m o st  o f  th e s e  d is ­
p u ted  r e tu r n s  a re  se tt le d  b y  co n fe r e n c e s  
in  h is  office an d  ex p r e sse d  th e  h op e th a t  
th is  be m o re  tr u e  in  th e  fu tu re , th u s  
m a k in g  r eco u rse  to  W a sh in g to n  le s s  
n e c e ssa r y .
T h e  P h ila d e lp h ia  C h ap ter  o f  th e  P e n n ­
sy lv a n ia  I n s t i tu te  o f C ertified  P u b lic  A c­
c o u n ta n ts  h e ld  i t s  F e b r u a r y  m e e t in g  on  
th e  e v e n in g  o f  th e  17th  a t  th e  A rt Club, 
P h ila d e lp h ia , p reced ed  b y  a d in n e r  a t  
6:30 . T h er e  w e r e  s ix ty -fiv e  m em b er s an d  
g u e s ts  p r e se n t  a t  th e  d in n e r  an d  m e e t­
in g .
T h e to p ic  fo r  d isc u s s io n  w a s  th e  “C la s­
s if ic a t io n  of A c c o u n ta n c y  S e r v ic e s” a n d  
th e  sp e a k e r s  w e r e  D r. J o se p h  J. K le in , 
C h a irm a n  o f th e  C o m m itte e  o f T h e  
A m erica n  S o c ie ty  o f C ertified  P u b lic  A c­
c o u n ta n ts  on  th a t  a c t iv ity  a n d  J o h n  R . 
W ild m a n , a m em b er  o f  th e  sa m e  C om ­
m itte e .
D r. K le in , th e  first sp ea k er , to ld  so m e ­
th in g  o f th e  h is to r y  an d  d e v e lo p m e n t o f  
t h e  “C la ss ific a tio n  o f A c c o u n ta n c y  S e r v ­
ic e s ” an d  th e  p a r t w h ic h  w a s  p la y e d  by  
T h e A m er ica n  S o c ie ty  an d  o th e r  a cco u n t­
in g  o r g a n iz a t io n s  o f th e  c o u n tr y  in  fu r th ­
e r in g  i t s  p rep a ra tio n  a n d  a d o p tio n .
A N D  n o w  rea d ers , a s  L a d y  G od iva  re ­
m ark ed  w h e n  o n ly  a  fe w  rod s from  
h er c a s t le  a f te r  h er  fa m o u s  r id e , “I am  
a p p r o a c h in g  m y c l o ( t h e ) s e .”
H e s tr e s se d  th e  im p o r ta n t p art w h ic h  
Mr. J o h n  R . W ild m a n  h ad  b een  d o in g  
a lo n g  t h is  lin e  a n d  sp o k e  o f  h im  a s  th e  
“F a th e r  o f  A c c o u n tin g  S e r v ic e  C la ss ifi­
c a t io n .”
M r. W ild m a n  sp o k e  m o re  in  d e ta il  on  
ju s t  w h a t  w a s  m e a n t  b y  “C la ss ific a tio n  
o f A c c o u n ta n c y  S e r v ic e s” a n d  th e  sp ec ific  
s e r v ic e s  ren d ered  b y  A c c o u n ta n ts  a s  co n ­
ta in e d  a n d  s e t  fo r th  in  th e  la s t  rep ort  
o f th e  C o m m itte e  on  C la ss ific a tio n  o f  
A c c o u n ta n c y  S e r v ic e s  of T h e  A m er ica n  
S o c ie ty .
B o th  ta lk s  w e r e  v e r y  w e ll rece iv e d  an d  
prod u ced  d isc u s s io n  in  th e  fo rm  of  
n u m e r o u s q u e st io n s  w h ic h  w ere  a n sw e red  
by th e  sp ea k er s .
STATE BOARD NEWS
M A R Y L A N D  
T h e M ary lan d  B oard  of E x a m in e r s  o f  
P u b lic  A c c o u n ta n ts  a n n o u n c e s  th a t  
tw e n ty -th r e e  c a n d id a te s  w ere  su c c e ss fu l  
in  p a s s in g  th e  e x a m in a tio n s  h e ld  in  N o ­
v em b er  o f  1930. T h e  n e x t  e x a m in a tio n s  
w il l  b e  h e ld  on N o v em b er  23, 24 an d  25, 
1931.
T E N N E S S E E  
E . R . T h o m p so n , o f C h a tta n o o g a , h a s  
b een  a p p o in ted  b y  G o vern or H o rto n  a s  a 
m em b er  o f  th e  T e n n e s se e  B o a rd  to  su c ­
ceed  C h a rles D . R ic h a r d s , o f B r is to l.
NOTES
P e r c y  W . P h il l ip s , a n  o r ig in a l m em b er  
o f th e  U n ite d  S ta te s  B oard  o f T ax  A p ­
p ea ls , a p p o in ted  from  N e w  Y ork , r e c e n tly  
r e s ig n e d  to  e n te r  th e  p r iv a te  p r a c t ic e  o f  
la w  in  th e  firm  of B r e w ste r , E v a n s  & 
P h ill ip s , W a sh in g to n , D. C. H e  h a s  b een  
su cc eed ed  by E d g a r  J . G oodrich , o f  
C h a r les to n , W e st  V ir g in ia , w h o  w a s  e n ­
d o rsed  for  th e  p o s it io n  b y  t h e  C o m m itte e  
on T a x a tio n  o f  th e  A m e r ic a n  B a r  A s so c i­
a tio n .
In  N e w s  L e tte r  N o . 23 for  1930, T rad e  
A s so c ia t io n  D ep a rtm e n t, C ham ber o f  
C om m erce o f th e  U n ite d  S ta te s , re fe r e n c e  
i s  m ad e to  th e  in c r e a s in g  n eed  fo r  a t  
le a s t  co m p a ra b le  c o s t  a c c o u n tin g  s t a t i s ­
t ic s  in  v a r io u s  l in e s  o f b u s in e s s . C om ­
m en t is  m a d e  w ith  r e fe r e n c e  to  th e  a c t iv i­
t ie s  o f th e  N a t io n a l C ru shed  S to n e  A sso ­
c ia t io n , t h e  L a u n d r y o w n e r s  N a t io n a l A s­
so c ia t io n , th e  A m e r ic a n  H o te l A sso c ia ­
t io n , th e  A m e r ic a n  D ry  M ilk  I n s t i tu te  
a n d  th e  N a t io n a l E le c tr ic a l  M an u fa c­
tu r e r s  A s so c ia t io n .
STATE SOCIETY NEWS
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F R A U D :
I ts  Control Through  
A ccounts
B y  G eorge E. B en n e tt, P h. D., C. P. A ., P ro ­
fe sso r  o f A ccou n tin g  an d  H ead  of th e  A c­
cou n tin g  D e p a rtm en t of th e  C ollege of B u si­
ness A d m in is tra tio n  a t S yra cu se  U n iv e r s i ty ; 
A u th o r o f “A ccou n tin g  P rin c ip le s  and P rac­
tice,'” “B asic  A cco u n tin g ,” “A u d itin g ,” etc.
T h is  b ook  e x p la in s  th e  le g a l a sp e c ts  o f fra u d  
a s  i t  a ffec ts  a c c o u n tin g ;  sh o w s h o w  to  d e­
te c t  fra u d  th r o u g h  a c c o u n ts;  an d  s u g g e s ts  
g e n e r a l r e m e d ie s  to  p r e v e n t  fra u d  th r o u g h  
th e  u t i l iz a t io n  o f th e  p r in c ip le s  o f “ in te r ­
n a l ch e c k .” I t  t e l l s  w h a t  m e th o d s  sh o u ld  be  
u sed  in  a n  a u d it, w h a t  d e ta ils  a r e  im p o r­
ta n t  w h e n  a n  a c c o u n t in g  sy s te m  is  in s ta lle d ,  
an d  w h a t a p p a r e n tly  is  th e  q u ic k e st  w a y  to  
u n co v er  a su sp e c te d  fra u d . R o ya l octavo, 
132 pages. P rice , $1.50.
C. P. A. LAWS
of the
UNITED STATES
C om piled  an d  e d ite d  b y  th e  A m erica n  In ­
s t i tu te  of A ccou n tan ts.
T h is  is  th e  o n ly  a v a ila b le  c o lle c t io n  o f th e  
fu ll  t e x t  o f a ll  o f th e  la w s  g o v e r n in g  th e  c e r ­
t if ic a t io n  o f  p u b lic  a c c o u n ta n ts  in  a ll  o f th e  
s ta te s  an d  t e r r ito r ie s  o f th e  U n ite d  S ta te s .  
T h e te x t  o f ea ch  la w  in c lu d ed  in  th e  v o lu m e  
h a s b een  v er if ied  b y  c o m p e te n t a u th o r ity  in  
th e  s ta te  o f o r ig in , an d  a m e n d m e n ts  to  th e  
la w s  up to  O ctober, 1930, a r e  in c lu d ed . T h is  
b ook  sh o u ld  p ro v e  of g r e a t  v a lu e  to  a ll  s tu ­
d e n ts  o f a c c o u n t in g  w h o  in te n d  to  a p p ly  for  
C. P . A. ce r t if ic a te s , an d  to  a c c o u n t in g  firm s  
w h ic h  h a v e  offices, or in te n d  to  op en  offices, 
in  m o re  th a n  on e s ta te . L im ite d  e d it io n ,  
R o ya l octavo. 250 p ages. P rice  $3.00.




A new book which has been 
compiled and edited 
by the
AMERICAN INSTITUTE OF 
ACCOUNTANTS
T h is  d ic t io n a r y  o f a c c o u n t in g  te r m s i s  a  
c o m p ila t io n  of d e f in it io n s  w h ic h  h a v e  b een  
p rep ared  b y  a  sp e c ia l c o m m itte e  o f th e  
A m erica n  I n s t i tu te  ov er  a p er io d  o f  te n  
y ea rs .
F ro m  t im e  to  t im e  th e s e  d e f in it io n s  h a v e  
been  p u b lish e d  in  th e  J o u r n a l  o f  A c c o u n t ­
a n c y . In  t h is  w a y  m a n y  u se fu l c r it ic is m s  
h a v e  b een  o b ta in e d  w h ic h  h a v e  r e su lte d  in  
a m e n d m e n ts  o f th e  d e fin it io n .
A lth o u g h  m a n y  o f th e  d e f in it io n s  ca n n o t  
be c o n sid er ed  a s  fin a l, th e  v o lu m e  a s  a  
w h o le  re flec ts  th e  p resen t-d a y  u sa g e s  o f th e  
v o ca b u la ry  o f th e  p r o fe ss io n , an d  w il l  be  
m o re  up-to-date an d  co m p le te , i t  is  b e liev ed ,  
th a n  a n y  o th e r  s im ila r  A m e r ic a n  p u b lic a ­
t io n .
I t  w il l  c o n s is t  o f a b ou t 250 p a g e s , r o y a l  
octa v o , se t  up  in  g lo ss a r y  s ty le  w ith  th e  a c­
c o u n tin g  te r m s a r r a n g e d  in  a lp h a b e tic a l  
ord er an d  in  h e a v y  ty p e , fo llo w e d  b y  c o m ­
p r e h e n s iv e  d e fin it io n s .
To be pu b lish ed  in  the  spr in g . Y ou are  in ­
v ite d  to  w r ite  fo r  m ore in fo rm a tio n  about 
th is  book
These vo lu m es are  p u b lish ed  u n d er th e  ausp ices of th e  
A m e r i c a n  I n s t i t u t e  o f  A c c o u n t a n t s .
B y
THE CENTURY CO.
P U B L IS H E R S  O F T H E  N E W  C E N T U R Y  D IC T IO N A R Y  
3 5 3  F o u r th  A v e n u e  2 1 2 6  P r a ir ie  A v e n u e
N E W  Y O R K  C H IC A G O
126 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T April,
Questions and Answers D epartm ent
E D IT O R , W . T . SU N L E Y , C. P .  A . (M ic h .)
E d u c a tio n a l D ir e c to r , I n te r n a t io n a l  A c c o u n ta n ts  S o c ie ty ,  I n c .  
AN  A N S W E R
A s I b ro w sed  en jo y a b ly  th r o u g h  Mr. 
G lu ic k ’s S h op  T a lk  for  M arch , r e a d in g  
in  m y c u sto m a r y  h ap h a za rd  w a y  o f sk ip ­
p in g  ab ou t h ere  an d  th e r e  w h e r e v e r  m y  
e y e  ch a n ced  to  ca tch  an  in te r e s t in g  
p h ra se , I ca m e  u p on  h is  in v ita t io n  for  
m e to  d isc u s s  th a t  p e c u lia r  b u s in e s s  p ara­
d ox  th a t  “e v ery b o d y  w a n ts  a  m a n  w ith  
ex p e r ie n c e , y e t  n o  o n e  is  w i l l in g  to  g iv e  
h im  an  o p p o rtu n ity  to  g e t  i t ” ; a n d  m y  
m in d  w e n t  back — c a n  i t  be? Y es, i t  is  
tw en ty -fiv e  y e a r s  ago— to  a  l i t t l e  grou p  
o f  y o u n g  m en  h u d d led  in  fr o n t  o f a  b ig  
s to n e  office b u ild in g . T h e se  y o u n g  m en  
h a d  ju s t  le f t  w h a t  w a s , I b e liev e , o n e of 
th e  p io n eer  c la s s e s  o f a c c o u n tin g , on e  
of th e  first a tte m p ts  to  tr a in  m en  for  
p u b lic  a c c o u n tin g  w ork . A  sh o r t, h ea v y -  
se t , dark  ch ap  w a s  h o ld in g  th e  a t te n t io n  
o f  th e  o th ers. “Y es ,” h e  sa id , “ th e  la w  
s a y s  y o u  m u st h a v e  e x p e r ie n c e  in  p u b lic  
a c c o u n t in g  b efo re  y o u  ca n  ta k e  th e  e x ­
a m in a tio n . T h e  p u b lic  a cc o u n ta n ts  w o n ’t 
h ir e  yo u  u n le ss  y o u  h a v e  h ad  e x p e r ie n c e ;  
so  w h e r e  a re  y o u  g o in g  to  g e t  th e  e x ­
p e r ie n c e ?  W e’re  ju s t  a  b u n ch  of su ck er s . 
W e w o n ’t  g e t  a n y w h e r e  tr y in g  to  b reak  
in to  th is  p u b lic  a c c o u n t in g  w o rk .” T h er e  
w a s  a  g e n e r a l m u r m u r o f a s s e n t  from  
t h e  o th e r s . B u t  th e  y o u n g e s t  m em b er  
of th e  grou p , w h o  w a s  fr e sh  fro m  c o l­
le g e  an d  u n fa m ilia r  w ith  th e  w a y s  of 
th e  b u s in e s s  w o rld , co u ld  n o t se em  to  fo l­
lo w  th e  lo g ic  o f th e  a rg u m en t.
“W ell,” h e  sa id , “Y ou  fe l lo w s  ca n  th in k  
w h a t  y o u  p lea se , b u t I  k n o w  th is . T h e  
m en  w h o  a re  ex p e r ie n c e d  to d a y  m u st  
h a v e  o b ta in ed  th e ir  e x p e r ie n c e  so m e­
w h e r e . I ’m  g o in g  to  find o u t w h e r e  th a t  
‘so m e w h e r e ’ is  an d  g e t  m y  e x p e r ie n c e  in  
th e  sa m e  p la c e .”
H e  d id , an d  th a t  is  w h y  h e  is  w r it in g  
a b ou t it  tod ay .
P u b lic  a c c o u n ta n ts  do h a v e  p o s it io n s  
fo r  m en  w h o  h a v e  n o t h ad  p u b lic  a cco u n t­
in g  e x p er ien ce . I f  th a t  w e r e  n o t  tru e , 
th e  n u m b er  of p u b lic  a c c o u n ta n ts  in  th is  
c o u n tr y  w o u ld  be d im in is h in g  q u ite  rap ­
id ly , in s te a d  o f in c r e a s in g  tr e m e n d o u s ly  
a s  i t  h a s  in  th e  p a st  tw e n ty -fiv e  y ea rs . 
I  h a v e  tr a in e d  so  m a n y  o f th e m  m y se lf ,
I h a v e  se e n  so  m a n y  o f  th e m  a d v a n ce  
fr o m  co m p le te  in e x p e r ie n c e  to  r e sp o n s ib le  
p o s it io n s  w ith  p u b lic  a c c o u n t in g  firm s, 
th a t  to  m e i t  se e m s ab su rd  fo r  a n y o n e  to  
s a y  th a t  “N o  o n e  is  w i l l in g  to  g iv e  h im  
a n  o p p o r tu n ity  to  g e t  i t .”
T h e  th o u sa n d s  o f m en  in  p u b lic  ac­
c o u n tin g  p r a c t ic e  th r o u g h o u t  th is  c o u n ­
t r y  to d a y  a re  an  u n a n sw e r a b le  r e fu ta t io n  
o f  th e  p a rad ox .
IN T E R E S T  ON R E F U N D
O ne of ou r rea d ers  h a s  req u ested  u s  
to  a n sw e r  th e  fo llo w in g  q u e stio n  w h ic h  
a p p eared  in  th e  W isc o n s in  C. P . A . ex ­
a m in a t io n  o f N ov em b er , 1930:
“W h at is  th e  s ta tu s  o f in te r e s t  r ece iv e d  
on re fu n d  a llo w ed  b y  th e  U n ite d  S ta te s  
G o v ern m en t a s  to  w h e th e r  th e  sa m e  is  
ta x a b le  or n o n -ta x a b le? ”
A n sw e r
T h is  q u e st io n  ap p ea rs to  be a n sw e red  
in  IT  2210 (IV -41-2389) on  p a g e  43 of 
C u m u la tiv e  B u lle t in  IV-2, a s  fo llo w s:
“T h e  in te r e s t  on  r e fu n d s  p a id  u n d er  
s e c tio n  1019 of th e  R e v e n u e  A ct o f 1924 
to  th e  ta x p a y e r  w h o se  b ook s a re  k e p t  on  
th e  c a sh  r e c e ip ts  a n d  d isb u r se m e n ts  b a s is  
is  ta x a b le  in c o m e  to  th e  ta x p a y e r  in  th e  
y ea r  in  w h ic h  re c e iv e d . In  th e  ca se  o f  
th e  ta x p a y e r  w h o se  b ook s a re  k e p t  on th e  
a ccru a l b a s is  th e  re c e ip t o f  th e  cer tif ic a te  
of o v er  a ss e s sm e n t  a fford s a b a s is  for  th e  
a ccru a l o f su c h  in te r e s t .”
I t  is  a  g e n e r a l r u le  th a t  n e ith e r  th e  
S ta te  n or F e d e r a l G o v ern m en t h a s  p ow er  
to  ta x  th e  a g e n c ie s  or in s tr u m e n ta lit ie s  
em p lo y ed  b y  th e  o th e r  in  c a r r y in g  on it s  
g o v e r n m e n t fu n c t io n s . In  a cco rd a n ce  
w ith  th is  g e n e r a l p r in c ip le  i t  is  th e  g e n ­
era l p o lic y  o f th e  U n ite d  S ta te s  n o t  to  
ta x  in te r e s t  r e c e iv e d  on  S ta te  o b lig a tio n s  
an d  it  is  a lso  th e  p o lic y  o f a t le a s t  so m e  
of th e  S ta te s  n o t  to  ta x  in te r e s t  r ece iv e d  
on U n ite d  S ta te s  o b lig a tio n s . A cco rd ­
in g ly  w h e r e  a  ta x p a y e r  h a s  r e c e iv e d  in ­
te r e s t  on  a  re fu n d  p a id  to  h im  by on e of  
th e  s ta te s , su c h  in te r e s t  is  in te r e s t  on  
an  o b lig a tio n  o f a S ta te  and  w o u ld  n ot 
be ta x a b le  fo r  F e d e r a l in c o m e  ta x  p u r­
p o ses . T h e  sc o p e  o f th e  w o rd  “o b lig a ­
t io n s ” a s  e m p lo y ed  in  th e  In te r n a l R e v ­
e n u e  A ct a p p ea rs to  b e  r a th e r  broad. In  
o n e  ca se  (O . D . 591, 3 C. B . 113) p ro p erty  
b e lo n g in g  to  a n  e s ta te  w a s  ta k e n  by con ­
d em n a tio n  p r o c e e d in g s  o f a c ity . W h en  
fina l p a y m e n t w a s  m a d e  to  th e  e s ta te  it  
in c lu d ed  in te r e s t  w h ic h  w a s  h e ld  ex em p t  
fro m  F e d e r a l in c o m e  ta x  a s  in te r e s t  on  
a n  o b lig a tio n  o f  a  p o lit ic a l  su b d iv is io n  
o f a  S ta te  w ith in  th e  m e a n in g  o f th e  
R e v e n u e  A ct o f  1918.
I do n o t  h a v e  a v a ila b le  a n y  d ecid ed  
c a se s  in v o lv in g  th e  q u e st io n  o f th e  ta x ­
a b il ity  u n d er S ta te  in co m e  ta x  la w s  o f 
in te r e s t  on  r e fu n d s  m a d e  b y  th e  S ta te  i t ­
s e lf , b u t in  th e  c a se  o f a t  le a s t  so m e  
s ta te s  it  is  th e ir  p o lic y  to  ta x  a ll in c o m e  
th a t  ca n  le g a lly  be ta x ed  an d  u n le ss  su ch  
in te r e s t  is  sp e c if ic a lly  ex em p te d  by th e  
la w  o f th e  S ta te  it  i s  p resu m a b ly  su b ­
jec t  to  in c o m e  ta x  b y  th e  S ta te .
In  th e  a b sen ce  o f sp ec ific  d e c is io n s  for  
a sp ec ific  S ta te  it  a p p ea rs to  b e  a  fa ir  in ­
fe r e n c e  th a t  in te r e s t  rece iv e d  on  r e fu n d s  
o f in co m e  ta x e s  p a id  to  th e  S ta te  w o u ld  
be ta x a b le  u n d er th e  S ta te ’s  in co m e  ta x  
law .
S o lu tio n  f o r  P r o b le m  N o. 3  o f  P a r t  I  
M ic h ig a n  C. P .  A . E x a m in a t io n  o f 
D e ce m b er, 1 9 2 9 , p u b l is h e d  o n  p a g e s  
8 3 -8 4  o f  t h e  M a rc h , 1 9 3 0 , is su e .
P R O C E D U R E  O F  S O L U T IO N
T h is  p ro b lem  m a y  b e so lv e d  w ith o u t  
th e  a id  o f  a  w o r k in g  sh e e t, b y  first p re­
p a r in g  th e  P ro fit  an d  L o ss  S ta te m e n t  
from  th e  tr ia l b a la n ce  o f J u n e  30, 1929, 
an d  th e  d a ta  s ta te d  fo llo w in g  th e  tr ia l  
b a la n ce . In  p r e p a r in g  th e  B a la n c e  S h ee t, 
th e  jo u r n a l e n tr y  g iv in g  e ffect to  th e  
c o rp o ra te  n e t  w o r th  sh o u ld  b e  ta k e n  
in to  c o n s id e r a tio n .
T h e n e t  a s s e t s  o f  th e  p a r tn e r sh ip  of 
A llis  an d  B e n to n  a m o u n tin g  to  $400,000  
w ere  tr a n sfe r r e d  to  th e  A -B M a n u fa c tu r ­
in g  C om p any  fo r  $500,000 p ar v a lu e  cap ­
ita l s to ck . T h is  t r a n sa c t io n  r e su lte d  in  
a g o o d w ill o f $100,000 w h ic h  is  record ed  
in  th e  se co n d  jo u r n a l e n tr y  sh o w n  b elow .
I t  is  n o t n e c e s sa r y  to  p rep a re  jo u r n a l 
e n tr ie s  sh o w in g  th e  d e ta ils  o f s to c k  su b ­
sc r ip t io n s  an d  th e  p u r c h a se  o f n e t  a s ­
s e ts  a s  o f J u n e  30, 1928.
A -B  M A N U F A C T U R IN G  C O M PA N Y  
JO U R N A L  E N T R IE S  
a s  o f  Ju n e  30, 1928  
T he A -B  M a n u factu r in g  C om pan y w a s  in ­
corp orated  Ju n e  30, 1928, un der th e  la w s  o f
th e  S ta te  o f  ......................... . ,  to  ta k e  over  th e
n e t a s se ts  and th e  b u sin ess  o f  A llis  and  B en ­
ton , p artn ers. T he ca p ita l s to c k  o f  th is  co r ­
poration . a s  a u th o r ized  b y  th e a r tic le s  o f  in ­
corp oration , c o n s is ts  o f .................. sh a r es  o f  a
p ar v a lu e  o f .......................per sh are, a  to ta l of
$500,000.
A llis . C ap ita l .........................  $240,000
B en ton , C ap ita l ....................  160,000
G oodw ill ...................................  100,000
C ap ita l S to ck  Issu ed  . . . $500,000
To ca n cel p a r tn ers’ c a p ita l a c cou n ts , to  
s e t  up good w ill, an d  to record th e  am o u n t o f  
c a p ita l s to ck  issu ed  to  A llis  and  B en ton  in  
p a y m en t fo r  th e n e t  a s s e ts  o f th e  p a r tn er ­
ship.
A -B  M A N U F A C T U R IN G  C O M PA N Y  
P R O F IT  A N D  LO SS S T A T E M E N T  
fo r  th e  y e a r  e n d in g  J u n e  30, 1929
G ross S a le s  ................................................................................
L ess— D isco u n t and  A llo w a n ces  ........................................................................
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S end fo r  A n y  of These Books You Wish
H otel A cco u n tin g
I n c lu d in g  D e p a r tm e n ta l C on tro l; F ood  C o stin g , an d  A u d itin g
B y  E r n e s t  B . H o r w a th  a n d  L o u is  T o th , o f H o r w a th  & H o rw a th ,
A c c o u n ta n ts  a n d  A u d ito r s
TH E  m o st e x h a u s tiv e  tr e a tm e n t o f  h o te l a cco u n ts  an d  con tro l y e t  offered— ju s t  th e  b ook  fo r  h o tel a c co u n ta n ts  and  p ro fe ss io n a l a c co u n ta n ts  w ith  h o tel c lien ts . 
G ives y o u  a ll th e  in fo rm a tio n  y o u  n eed  to  in s ta ll ,  keep, or a u d it th e  a c co u n ts  o f 
h otels , c lu b s an d  r e s ta u r a n ts ; o rg a n ize  d ep a rtm en ta l r e s p o n s ib il it ie s ; b r in g  to lig h t  
or p reven t lea k s . W o rk in g  d e ta ils  a re  v e r y  fu ll. B ook  in c lu d es  over  a  hundred  
form s, r ep resen ta tiv e  b a la n ce  sh eets , and  profit and  lo s s  su m m aries . $6 .00 .
Casualty Insurance Accounting
B y  R o b e r t  S . H u l l ,  S u p e r v is in g  A c c o u n ta n t,  
W o o d w a rd , F o n d il le r  & R y a n , C o n s u ltin g  A c tu a r ie s
A P R A C T IC A L  m a n u a l o f m e th o d s fo r  c a s u a lty  in s u r ­a n ce  a c co u n ta n ts  an d  s ta tis t ic ia n s . S e ts  fo r th  w h a t  
is  b est and  m o st  ty p ic a l in  c a su a lty  in su ra n c e  p ra c tice  of  
th e day . P u b lish ed  un d er  th e  a u sp ice s  o f  T he C a su a lty  
A ctu a r ia l S o c ie ty . In c lu d es  91 form s w h ich  are  in  use  
to d a y  b y  le a d in g  com p an ies. $10.00 .
Bank Audits and Examinations
B y  J o h n  I .  M ille t , C. P . A .
P R O V ID E S  a  co m p le te  w o rk in g  b a s is  fo r  p la n n in g  and  
 c a rr y in g  th ro u g h  e ith e r  a n  a u d it  or a  p er iod ic  e x a m i­
n ation . G ives  y o u  th e  a u th e n tic  p ra ctice  fo llo w ed  by  
sk illed  ex a m in ers , from  p rep a r in g  th e  p re lim in a ry  p ro­
gram  to w r it in g  th e  fin a l report. S h ow s you  how  to  check  
co n d itio n s  in  e v ery  d ep artm en t.
It g iv e s  keen , d irec t su g g e stio n s  on  o r g a n iz in g  in tern a l 
con tro l to  g iv e  an  a d eq u a te  ch eck  b e tw een  e x a m in a t io n s ; 
d e te c tin g  le a k s  prom p tly  ; r e c tify in g  d a n g ero u s p r a c t ic e s ; 
and  a p p ly in g  p ra ctica l, in c lu siv e  te s ts  o f  a  b an k ’s a ffa irs  
an d  po lic ies . I t h a s  been  p rep ared  by a  tra in ed  ex a m in er  
w h o h a s  sp ec ia lized  in  th e  a u d it in g  o f  b an k s and  fin an cia l 
in s titu tio n s. $6.00.
Motor Bus 
Accounting Practice
B y  I r v i l le  A . M a y , C o m p tr o lle r ,
T h e  C o n n e c tic u t C o m p a n y
EM B O D IE S th e  b est fe a tu r e s  o f s y s ­tem s in  a c tu a l use. C overs both  
in s ta lla tio n  an d  o p era tio n  o f  a c c o u n ts ; fin an c ia l, incom e, 
a n d  o th er  o p e ra tin g  s ta te m e n ts ; an d  sp e c ia l prob lem s a s  
g a r a g e  and  shop  co sts , th e  h a n d lin g  o f  tir e s  on co n tra c t  
b a sis , and  th e  d ep rec ia tio n  and  d isp o sitio n  o f  w orn -ou t  
cars. 54 i l lu s tr a t iv e  form s. $6 .00 .
Accounting Theory and Practice
B y  R o y  B . K e s te r ,  C. P . A .
TH IS  is  V olu m e I II  o f  K ester ’s  w e ll-k n o w n  w ork. I t a p ­plies  a cco u n tin g  th eo ry  an d  p ra ctice  to  sp ecific  in d u s­
tr ie s  in w id e ly  v a r y in g  lin es. I t  d oes n o t o ffer com p lete  
sy stem s, bu t g iv e s  in  ea ch  c a se  th e  in fo rm a tio n  n e c essa ry  
for  you  to  u n d erstan d  th e  a c co u n tin g  fe a tu re s  o f  th e  b u s i­
n e ss  so th a t  you  ca n  m a k e  y o u r  ow n  a p p lic a tio n s  w ith  a  
fu ll a p p rec ia tio n  o f  th e  m a n a g em en t an d  a d m in is tr a tiv e  
p rob lem s in vo lved . $5 .00 .
Goodwill and Other Intangibles
B y  J .  M . Y a n g , P h . D .
A  T H O R O U G H  s tu d y  o f  th e  fin a n c ia l s ig n ifica n ce  and  a cco u n tin g  tr e a tm e n t o f  good w ill, p a ten ts, tr a d e ­
m arks. tra d e-n a m es, co p y r ig h ts , fr a n c h ise s  and o th er  in ­
ta n g ib le s .  $4.50.
Contractors’ 
Accounting Practice
B y  W il l ia m  P . A ffe ld e r , C. P . A .,
C o m p tro lle r , T h e  T h o m p so n -  
S ta r r e t t  C o m p a n y
A  M A N U A L  o f  su c ce ss fu l p ractice . G ives y o u  a n  u n ­d e rsta n d in g  o f  th e  p h y sic a l, fin a n c ia l and  o p era tin g  
co n d itio n s  in  th e  in d u stry  an d  sh o w s  y o u  how  a cco u n tin g  
and  a u d it in g  proced u res h a v e  been  m od ified  and  arran ged  
to  m ee t th e se  d ifficu lt con d ition s . D escr ib es  sp ec ia l p o in ts  
o f  law , in su r a n ce  an d  su rety sh ip . $5 .00 .
Bank System and Accounting
B y  F r a n k  L o o m is  B e a c h , C. P . A ., C a sh ie r , 
H ib e r n ia  C o m m e rc ia l a n d  S a v in g s  B a n k ,  
P o r tla n d , O re.
TH IS  vo lu m e ex p la in s  th e  d iffer in g  p r in c ip les  o f  op era ­tio n  and  a cco u n tin g  fo r  b a n k s ; c a lls  a tten tio n  to  
e ffec tiv e  sh o r t-c u ts  and s a fe g u a r d s ; o u tlin e s  m eth od s em ­
p loyed  in  th e  n ew er  fie ld s o f  b a n k in g ; and  d escr ib es  a p ­
p lia n ces  fo r  fa c il ita t in g  rou tin e. 130 fo rm s w ith  fu ll 
ex p la n a tio n . $6 .00 .
Y O U  m a y  b u y  a n y  o f  th ese  book s w ith  th e  fu ll a ssu ra n c e  o f  
 s a t is fa c tio n  g iv en  by our s ta n d a rd  g u a ra n tee . Y ou n eed  sen d  
no m on ey  w ith  yo u r  ord er u n less  y o u  p refer  to  do so . S im p ly  fill 
in  an d  m a il th e  order form  below , ch eck in g  in  th e  co lu m n  a t  r ig h t  
th e  t it le s  o f  th e  book s y o u  w ish .
O U R  S T A N D A R D  G U A R A N T E E  
Y o u  o r d e r  w i t h  t h e  p r iv i le g e  o f  e x a m in a ­
t io n  b e fo r e  p u r c h a s e . P a y m e n t  i s  n o t  d u e  
u n t i l  f iv e  d a y s  a f t e r  a  b o o k  h a s  b e e n  d e ­
l iv e r e d  ; y o u  m a y  r e t u r n  i t  w i t h in  t h a t  p e r io d  
fo r  c r e d i t  i f  y o u  fin d  i t  u n s a t i s f a c t o r y .
U se T h is  A p p r o v a l O rd er  F o rm  — -----— ------—  — ------------ — -----------------------
The Ronald Press Company, Publishers, Dept. M-441, 15 E ast 26th St., New  York, N . Y.
P le a se  se n d  m e  th e  b o o k s d esc r ib ed  a b o v e  w h ic h  I h a v e  ch eck ed  in  
th e  co lu m n  a t  th e  r ig h t .
N am e
(T o  in su re  c o rr e c t d e l iv e r y ,  p le a se  P R I N T  n a m e  a n d  a d d r e s s )
F irm  ................................................................................. T itle  or p o sitio n  .........................
B u s in e ss  A d d ress  ...........................................................................................................................
C ity S ta te
H om e A d d ress
( I f  y o u  w ish  b ooks s e n t to  y o u r  r e s id e n c e )
C h eck  h ere  th e  b o o k s y o u  w ish —
( ) H o te l  A c c o u n t in g  ( H o r w a t h -  
T o th ) . $6 .00  
( ) C a s u a lty  I n s u r a n c e  A c c o u n t in g  
(H u l l ) .  $10 .00  
( ) B a n k  A u d its  a n d  E x a m in a t io n s
(M il le t) .  $6 .00 .
( ) M o to r  B u s  A c c o u n t in g  P r a c t ic e  
(M a y ) .  $6 .00  
( ) A c c o u n t in g  T h e o r y  a n d  P r a c ­
t ic e ,  V o l.  I l l  ( K e s te r ) .  $5 .00 . 
( ) G o o d w il l  a n d  O th er  I n t a n g ib le s  
(Y a n g ) .  $4.50.
( ) C o n tr a c to r s ’ A c c o u n t in g  P r a c ­
t ic e  ( A f f e ld e r ) . $5.00  
( ) B a n k  S y s te m  a n d  A c c o u n t in g  
(B e a c h ) .  $6.00.










C ost o f  G oods S o ld :
M a n u fa ctu r in g  C o s t s :
M a te r ia l:
In ven tory , Ju n e 30, 1928 ...............................................................  $102,625
P u rc h a se s  ....................................................... .......................................  240,000
F r e ig h t- in  ...............................................................................................  8 , 7 50
351,375
L ess— In ven tory , Ju n e  30, 1929 ................................................  35,250
L ab or ..............................................................................................................
M a n u factu r in g  E x p e n s e s :
R en t and  T a x e s  ...................................................................................  21,000
F u e l ..............................................................................................................  23,000
In su ra n ce  ..................................................................................................  500
D ep rec ia tio n  ..........................................................................................  9,375
L ess— G oods in P r o c e ss  In ven tory . Ju n e 30, 192 9 .............
C ost o f  G oods M an u factu red  ......................................
L ess— F in ish ed  G oods In v en to ry  .......................................................
C ost o f G oods Sold ............................................................  479,725
G ross P rofit on S a les  ........................................ ............................................  166,050
S e llin g  E x p e n se s :
C om m ission  .......................................................................................................  31,875
T ra v e lin g  E x p e n ses  .....................................................................................  12,000
A d v e r tis in g  .......................................................................................................  2,500
G eneral and A d m in istra tiv e  E x p e n s e s :
Office S a la r ie s  ..................................................................................................  35,000
B ad  D eb ts  .........................................................................................................  1,625
S ta tio n e r y  and P r in tin g  ...........................................................................  875
N et P rofit on S a les  ..........................................................................................  82,175
D ed u ction  from  In com e:
In terest P a id  ....................................................................................................  3,000
N e t P rofit for  Y ear ............................................................  79.175
A -B  M A N U F A C T U R IN G  C O M PA N Y  
B A L A N C E  S H E E T  
Ju n e 30, 1929 
A S S E T S
C urrent A s s e t s :
C ash  .............................................................................. ................................................................. $37,875
N o te s  R ece iv a b le  .................................................................................................................... 30,575
A ccou n ts R ece iv a b le  ................................................................................... $180,575
L ess— R eserv e  for  B ad  D eb ts  ............................................................... 1,625
--------------- 178,950
In v e n to r ie s :
R a w  M ateria ls  ........................................................................................... 35,250
G oods in  P r o c e ss  .....................................................................................  19,650
F in ish ed  G oods ........................................................................................... 43,125
--------------  98,025
T o ta l C urren t A ss e ts  .......................................................
F ix ed  A s s e t s :
P la n t  and  M ach inery  ................................................................................  187,500
L ess— R eserv e  for  D ep rec ia tion  .......................................................... 9,375
D eferred  C h a r g e s :
U n exp ired  In su ra n ce  ...................................................................................  375
O ther A sse ts  :
G oodw ill ..............................................................................................................  100,000
T ota l A sse ts  ...........................................................................  623,925
L IA B IL IT IE S
C urrent L ia b il it ie s :
N o te s  P a y a b le  ............................................................................................... .. 5 ,500
A ccou n ts  P a y a b le  ..........................................................................................  39,250
T ota l L ia b ilit ie s  ....................................................................  44,750
N E T  W O R T H
C apital S tock  ....................................................................................................... 500,000
E arned Surp lus ..................................................................................................  79,175
T ota l N e t W o r th ....................................................................  579,175




H u g h  L. D ick erso n  & C om pany, C erti­
fied P u b lic  A cco u n ta n ts , a n n o u n ce  th e  re ­
m o v a l of th e ir  offices fro m  t h e  S ta te-  
P la n te r s  B u ild in g  to  th e  C en tra l N a tio n a l  
B u ild in g , R ich m o n d , V ir g in ia .
K a ra s ic k  an d  R ezn ik o ff, C ertified  P ub­
lic  A cco u n ta n ts , 11 W est 42nd S tr ee t , 
N e w  Y ork  C ity , a n n o u n c e  th e  e s ta b lish ­
m en t of a n  office a t 301-5 P r a e to r ia n  
B u ild in g , D a lla s , T exas.
B e n ja m in  E . G elm an, C. P . A ., a n ­
n o u n ces  th e  rem o v a l o f h is  office to  712 
P en o b sco t B u ild in g , D e tro it , M ich igan .
A lfred  L. G eiger an d  H e n r y  S. O w ens, 
C ertified  P u b lic  A cco u n ta n ts , a n n o u n c e  
th e ir  w ith d r a w a l from  th e  p a r tn e rsh ip  
o f B a ll, B lu m  & Co., a s  of M arch  31, 1931, 
a n d  th e  fo r m a tio n  o f  a  p a r tn e rsh ip  for  
th e  g e n e r a l p ra c tice  o f  a cco u n ta n c y  u n ­
der th e  n a m e o f H e n r y  S. O w ens & Co., 
w ith  offices in  th e  N a tio n a l P r e ss  B u ild ­
in g , W a sh in g to n , D . C.
T h e A m er ica n  A r b itr a tio n  A sso c ia t io n ,  
521 F if th  A v en u e , N e w  Y ork  C ity , h a s  
r e c e n t ly  is s u e d  re v ise d  r u le s  for th e  
A m erica n  A r b itr a tio n  T r ib u n a l. T h ese  
r u le s  r ep resen t th e  r e s u lts  of th e  e x p er i­
en ces  o f  th e  p a st  five  y ea rs . T h ey  h a v e  
a lso  ju s t  p u b lish ed  a  C ode of A rb itra tio n  
P r a c tic e  a n d  P roced u re , in te n d in g  to  k eep  
it  up  to  d a te  by m e a n s o f  a  m o n th ly  in ­
fo rm a tio n  se rv ice . T h e  C ode and  se r v ic e  
s e ll  a t  $15.00.
B la ss , W ood  a n d  C om pany, A cco u n t­
a n ts  an d  A u d ito rs , a n d  S eb r in g  an d  
C om pany, C ertified  P u b lic  A cco u n ta n ts , 
a n n o u n c e  th e  c o n so lid a t io n  o f th e ir  re ­
s p e c t iv e  p r a c t ic e s  u n d er  th e  firm  s ty le  o f  
W ood, S eb r in g  a n d  C om pany, C ertified  
P u b lic  A cco u n ta n ts , L a w  an d  F in a n c e  
B u ild in g , P it tsb u r g h , P a . A n d rew  H . 
B la s s  r e t ir e s  from  a c t iv e  p ra ctice  b u t re­
m a in s  a v a ila b le  a s  a  c o n su lta n t. A  b ran ch  
office is  m a in ta in e d  a t 305-7 S e c u r ity  
T r u st  B u ild in g , H a rr isb u rg , P a.
Classified Advertisements
A dvertising  copy fo r th is  page shou ld  be 
received in th e  office o f T H E  C E R T IF IE D  
PU B L IC  A CCOUNTANT no t la te r  th a n  the  
25th d ay  of th e  m onth  preced ing  the  m onth  
of pub lication . R a te s  fo r “H elp W an ted ” and  
"S itu a tio n  W an ted ,” $3.00 per inch or f ra c ­
tion the reo f (7 lines to an  inch ) for one in ­
sertion . T he r a te  fo r "M iscellaneous” is $5.00 
per inch fo r each  insertion .
C E R T IFIED  P U B L IC  ACCOUNTANT, New  
Y ork  S ta te , w ith  successfu l p rac tice , d e ­
sires expansion  th ro u g h  pu rchase , o r  con­
so lidation . A ddress Box K-250. T H E  C E R ­
T IF IE D  P U B L IC  ACCOUNTANT.
R e m i n g t o n 30
A TABULATING  
TYPEW RITER FOR  
ACCOUNTING 
OPERATIONS
TH E Rem ington 30 meets all ordinary correspondence needs 
plus accountants’ tabulating, statis­
tical and report work. Ten decimal 
tabulator k eys m ake column 
and figure work as swift and simple 
as line-by-line writing. W ithout 
carriage manipulation, back spacing 
or constant key tapping, figure posi­
tion is quickly, accurately located in 
each column from .01 to 100 000 000.
Style No. 1, Standard
1234567890
S ty le  N o . 2 , U n c ia l
S ty le  N o. 5 , A ccou n tin g  1234567890
1 2 3 4 5 6 7 8 9 0
A n y  o f  the above style numerals optional. A  wide variety of type styles available
A single motion— one key struck— 
automatically places units under 
units, hundreds under hundreds or 
millions under millions. You set 
the stops as you write the headings. 
Time is saved, errors reduced, work 
immeasurably speeded.
The ability to clear all stops with 
one motion is another Remington 
30 feature that adds to the unequal­
led speed and adaptability of this 
typewriter for all uses. Special end 
guides make perfect vertical or hor­
izontal registration possible even 
when resetting paper. Uncial figures 
or special accounting keyboards 
supplied. Fast-action electric carri­
age return and choice of six carriage
widths for writing lines from 8.5 to
25.7 inches optional (or up to 42.6 
in Model 50).
The Remington 30 has been widely 
adopted by accounting firms because 
of its ability to accomplish both 
correspondence and accounting  
work. A demonstration without obli­
gation will be gladly arranged by 
your nearest Remington Rand repre­
sentative. Mail the coupon now!
Remington Rand
B U S I N E S S  S E R V I C E
BUFFALO, NEW YORK
REM IN GTON  RAND BU SIN ESS SERV ICE INC.,
Buffalo, N. Y .
I am interested in the Remington Typewriter for accounting work.
Name: F irm
A d d r e s s
C. P . A .— 4
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N TA N T
THIS IS THE ONLY MACHINE THAT MULTI­
PLIES DIRECTLY, PRINTS THE RESULTS OF 
ITS OWN CALCULATIONS, SU B T R A C T S ,  
ACCUMULATES AND PRINTS TOTALS, TYPE­
WRITES DESCRIPTIONS AND POSTS SEVERAL 
R EL A T E D  RECORDS IN ONE O PERA TIO N .
Multiplies  Prints Results   Types
This remarkable machine is extremely fast and performs most 
of its operations automatically. It can be readily adapted to 
meet your individual requirements. It will simplify and cut
 
the cost of accounting. Read below how it handles a few 
typical jobs. Ask for a demonstration on any of this work.
TIM E TICKETS
Multiplies rate by number of hours or pieces and prints results— all extremely 
fast. Automatically accumulates and segregates total earnings to show total 
day work, total piece work, etc. Posts earnings or distribution records as 
by-product.
BILLING
Writes, computes and totals invoice in one operation. With any other 
methods, the bill must first be figured, then copied. All calculations, including 
fractions, discounts, deductions, and totaling performed as bill is typed. 
Extensions and totals printed by one key depression.
INVENTORY
Multiplies quantities by prices and prints results, types descriptions, accumu­
lates total for each sheet and each section. Figures, writes and totals com­
plete inventory in one operation.
COST WORK
Calculates overhead, posts labor and material charges to job records, com­
putes and records total cost to date— all in one operation. Simplifies job 
costs, standard costs, overhead distribution.
STORES RECORDS
Extends requisitions while posting stores ledger. Figures the new quantity 
and value on hand, proves the posting and all computations and automatically 
accumulates separate totals of “ receipts” and “issues.”
PRORATING
Multiplies amount to be prorated by each of the factors, and prints result of 
each multiplication. Automatically distributes fraction of a cent so that total 
of all prorations, which accumulate in the machine, will exactly agree with 
amount prorated.
TAX BILLS
Multiplies valuation by tax rate and prints results; writes the tax bill, 
completes the tax roll, and segregates the total tax into funds or other 
classifications— all in one fast operation.
OTHER JOBS
Ask to see this machine demonstrated on any kind of special work you may 
have involving calculating and recording. You can arrange for such a demon­
stration through the local Burroughs office.
B U R R O U G H S  ADDING M A C H IN E  C O M P A N Y , 6404 SEC O N D  B O U L E V A R D , D E T R O I T ,  M IC H IG A N
B u rro u g h s
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The
R E SID E N T
F inal E xam in a tion
PLA N
Upon request, w e w ill  g la d ly  send our booklet, “H ow  
to  Learn A ccounting,” to  anyone who is in terested  in  
obtain ing f u l l  in form ation  regard in g  I. A . S. tra in ­
ing . A ddress the In ternational Accountants Society, 
Inc., 3411 South M ichigan Avenue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y , I n c .
A Division of the 
A L E X A N D E R  H A M I L T O N  I N S T I T U T E
AN outstanding feature of the course 
in Accounting offered by the Inter­
national Accountants Society, Inc., is 
the Resident Final Examination, which 
each student must pass before his di­
ploma of graduation is issued.
The Resident Final Examination Plan 
was inaugurated in April, 1925, and 
every student enrolled for the ninety- 
lesson I. A. S. Course since that time is 
required, after finishing the work on 
his course, to take an examination held 
under the personal supervision of a 
Certified Public Accountant (or, if a 
C. P. A. is not available, an Attorney at 
Law) either in the student’s home city 
or in an adjacent city.
Just prior to the date of examination, 
the necessary examination questions 
and all blank forms for the candidate’s 
working sheets, schedules, statements, 
and other papers required for the so­
lutions, are mailed to the supervising
C. P. A., as a confidential communica­
tion between himself and the I. A. S.
The examination material is handed 
to the student at the beginning of the 
examination period. It is the supervi­
sor’s obligation to remain with the 
student during the examination and to 
insure that he completes the examina­
tion without having access to textbooks, 
notes, or any outside help.
When the examination is finished, 
the papers are turned over to the 
supervisor who forwards them to the 
International Accountants Society, Inc., 
in Chicago, where final judgment as to 
the student’s eligibility for a diploma 
is made by the Active Faculty.
The same examination is never given 
the second time in the same city.
The Resident Final Examination Plan 
assures prospective employers that 
I. A. S. graduates possess a thorough, 
tested knowledge of Accounting.
W H E N  A N S W E R IN G  A D V E R T I S E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“Success consists in having lived so that the indi­
vidual has his own respect and the respect of those 
with whom he comes in contact
— F i e l d i n g  H .  Y o s t .
PRESIDENT’S COLUMN
SEE YOUR PROGRAM THROUGH
A QUITTER never finishes and a finisher never quits. While there is a demand for men who 
can start things there is a greater need now for those 
who can finish. In our profession the kind of recruits 
we need are the ones who not only get things under 
way, but who have the ability to see them through.
We seem to have lost sight of the fundamental 
basis for doing any piece of work; namely
First. Developing the problem or job.
Second. The plan of solution, how the job is done.
Third. Performing the task.
The great majority never get past the first step. 
Some of the finest ideas, plans, and programs never 
have a chance and their benefits are lost because their 
sponsors are only starters and not finishers. Others 
reach the second step and that is as far as they get, 
lacking that determination to see the plan through be­
cause it involves hard work, sacrifice and persever­
ance. Again we lose because of the small number 
of finishers who can complete things. Those who can 
achieve in any group or part of society are the ones 
that account for its accomplishment and its advance­
ment.
Then another reason why our advancement does 
not move ahead as rapidly as we would have it and it 
seems as if at times we were never getting any­
where, is that we scatter our efforts. This is at­
tempted, or we try that awhile and go from one thing 
to another, jump from this to that, hoping to find 
an easy way out, lacking the ability to recognize the 
necessary thing to do and then doing it, carrying 
through to the finish.
Still another reason for our slow progress is that 
we expect others to carry out our ideas. We expect
our officers and those in authority to solve our prob­
lems and we complain of the lack of progress and 
advancement when they fail to meet our expectations, 
forgetting that we owe them a sense of loyalty and 
support that if given would have made our ideas 
realities.
Consider for the moment the things our profession 
should accomplish. What about your State Society, 
its programs and ideals? What has been accom­
plished or are the ideas still in the first and second 
stages? Then, what have I done? Workers of all de­
grees of ability can find plenty to do.
The key word of this age is Service, not to our­
s lves, but to our fellowmen. Let us use our talents 
for the benefit it will give others.
The success of any organization, like that of an 
individual, depends to a large degree upon its ability 
to select the ideas—the most promising, or the most 
pressing, and diligently see them through.
See your program through.
HERMAN C. J. PEISCH.
THE ANNUAL MEETING
IT is none too early for members of The American Society to begin making plans for attending our next annual meeting, which will be held at Mem­
phis, Tennessee.
Naturally the largest attendance upon any annual 
meeting is from the entertaining State and those 
contiguous thereto. National meetings of any pro­
fession do not visit the same locality very often. It 
has been six years since a meeting has been held in 
any of the eight adjoining states.
Members from other sections of the country will 
find much of local interest in addition to the pleasure 
which is always derived from renewing old acquaint­
anceships and meeting members of the same profes­
sion from different sections of the country. The 
regular programs are always inspiring but the 
informal conferences furnish funds of information 
which are utilized during the succeeding years. The 
expense involved in attendance upon a national meet­
ing is a wise investment for any professional man.
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A  N e w  England T r ip
TH E  S e c re ta ry  le f t  W a sh in g to n  S u n ­d a y  n ig h t, A p ril 19. M onday  h e  b re a k fa s te d  a n d  lu n ch e d  w ith  J a m e s  H u g h es, C h a irm a n  of th e  A d v iso ry  
C o m m ittee , a n d  H o m e r A. D u n n , C h a ir­
m a s  o f th e  C o m m ittee  on A rb itra t io n , 
sp e n d in g  th e  m o rn in g  in  c h ec k in g  up  on 
A m e ric an  S o c ie ty  m a t te r s  r e la t in g  to  
th o se  tw o  c o m m ittees .
A t one o’c lock  h e  le f t  fo r  P ro v id en ce , 
R . I., w h e re  th e  R h o d e  Is la n d  S o c ie ty  w as 
h o ld in g  i ts  a n n u a l  m e e tin g  t h a t  ev en in g , 
p re ce d ed  by  a  d in n e r  a t  th e  N a r ra g a n ­
s e t t  H o te l.
F o llo w in g  th e  re g u la r  b u s in e ss , to  
w h ich  re fe re n c e  is m ad e  in  th e  S ta te  So­
c ie ty  n o tes , H a r r y  W . M ellon, C. P . A., 
f ro m  D e tro it ,  w h o  w as p re se n t, w a s  in ­
v i te d  to  m ak e  a  few  re m a rk s ,  w h ich  h e  
d id .
T h e  S e c re ta ry  a n n o u n ce d  t h a t  in  ac ­
co rd an c e  w ith  h is  u su a l cu sto m  h e  w ould  
b e  g lad  to  a n sw e r  a n y  q u e s tio n s  t h a t  
m ig h t  be p ro p o u n d e d  to  h im  by  th e  m em ­
b e rs  p re se n t. T h is  s ta r te d  a  v e ry  in te r ­
e s t in g  s e r ie s  of q u e s tio n s , in te r sp e rse d  
n o t  o n ly  w ith  th e  a n sw e rs  g iv en  b u t  by  
in fo rm a l d iscu ss io n . In  th is  ty p e  of a  
m e e tin g  a ll  t h a t  is  n e c e ssa ry  to  b r in g  
a b o u t  a n  a d jo u rn m e n t is  fo r  q u e s tio n s  to  
cease , so  t h a t  th e  m em b e rs  a re  a b le  to  
d e te rm in e  th e  c lo s in g  h o u r  v e ry  e as ily .
T u esd ay  m o rn in g  th e  S e c re ta ry  d ro p p ed  
in to  se v e ra l offices fo r  a n  in fo rm a l c h a t  
a n d  th e n  v is i te d  th e  C ap ito l w h e re  he  
m e t  th e  S ta te  officials, in c lu d in g  th e  Gov­
e rn o r ,  L ie u te n a n t  G o v ernor, etc ., a n d  saw  
th e  L e g is la tu re  in  a c tio n  fo r  a  s h o r t  pe ­
r io d  o f tim e . H e  a ls o  h a d  a n  o p p o rtu n ­
i ty  o f m e e tin g  th e  G o v e rn o r of U ta h , w ho  
w a s  th e r e  fo r  th e  day .
I t  h a s  b e en  c u s to m a ry  in  R h o d e  Is la n d  
fo r  m a n y  y e a rs  to  c lose  th e  le g is la tiv e  
se ss io n  w ith  a  b a n q u e t  w h ic h  b o th  p a r ­
t ie s  h a v e  a tte n d e d  a n d  th u s  w in d  u p  th e  
b u s in e ss  w ith  g e n e ra l good fee lin g . As 
m em b e rs  a re  l im ite d  to  a  $5.00 co m p en ­
sa t io n  fo r  s ix ty  d ay s i t  is  u su a lly  e a sy  to  
d e te rm in e  w h en  th e  le g is la tu re  a d jo u rn s . 
T h is  y e a r  th e y  w e re  one d a y  la te . T h e  
p o lit ic a l  fe e lin g  h a d  r u n  c o n sid e ra b ly  
h ig h e r  th a n  o rd in a r i ly ,  so t h a t  th e  D em ­
o c ra ts , th e  m in o r i ty  p a r ty ,  fo r  th e  f irs t  
t im e  in  m a n y  y e a rs , d ec lin ed  to  m ee t 
w i th  th e  R ep u b lic an s  a t  th e  d in n e r  w h ich  
h a d  been  a r ra n g e d  a n d  e ac h  p a r ty  h a d  
i t s  ow n c lo s in g  b a n q u e t.
A s i l lu s t r a t in g  t h a t  th e  “ w o rld  do 
m ove,” th e  to w n  o f W arw ic k  on  th a t  d ay  
v o te d  to  becom e th e  se v e n th  c ity  in  
R h o d e  Is la n d  on a n d  a f te r  J a n u a r y  1, 
1933. F o r  288 y e a rs  W a rw ic k ’s g o v e rn ­
m e n t  h a s  b een  m a in ta in e d  o n  th e  old- 
fa sh io n e d  fin an c ia l to w n -m ee tin g  sy s te m
of v o tin g  a p p ro p ria tio n s . T h e  n u m b e r 
of q u a lified  v o te rs  w ith in  i t s  confines 
n u m b ere d  8,100, w h ich , of cou rse , m e a n t 
th a t  fo r  m a n y  y e a rs  th e  old m eth o d  h a d  
been  r a th e r  u n w ie ld y . W h ile  th e  ch an g e  
w as m ade , i t  w as  o n ly  acco m p lish ed  by  
a  m a jo r i ty  o f  115 votes.
In  g o in g  by b u s fro m  P ro v id e n ce  to  
H a r tfo rd ,  C o n n ec ticu t, w e n o te d  t h a t  fo r 
m ile s  w e tra v e le d  th ro u g h  a  se c tio n  so 
s to n y  th a t  a  s t r a ig h t  fu r ro w  fo r  a  h u n ­
d re d  y a rd s  w as p ra c t ic a lly  a n  im p o ssi­
b ili ty . U n d e r  th o se  co n d itio n s  th e  e a r ly  
a g r ic u l tu ra l i s t s  h a d  m ad e  suffic ien t sac ­
rifices  to  a cc u m u la te  th e  n e c e ssa ry  c ap i­
ta l  to  e s ta b lish  a  g ro u p  of in su ra n c e  com ­
p a n ie s  a t  H a r t fo rd  w h ic h  to d a y  a re  
b r in g in g  t r ib u te  to  t h a t  S ta te  f ro m  a ll 
ov er th e  U nion . E v id e n tly  co n d itio n s  of 
a d v e rs ity , su ch  a s  th o se  p io n e e rs  an d  
a g r ic u ltu ra l is ts  fo u n d  in  t h a t  s to n y  sec­
tio n , p ro d u ced  a  ty p e  of m an h o o d  w h ich  
w as s tu r d ie r  th a n  i s  fo u n d  to d a y  in  m an y  
s e c tio n s  w h e re  th e  a g r ic u l tu r a l i s t s  a re  
m a in ta in in g  t h a t  th e  G o v e rn m en t sh o u ld  
do so m e th in g  fo r th e m  in s te a d  of th e i r  
d o in g  so m e th in g  fo r  th em se lv es .
W ed n esd ay  m o rn in g  a n d  d u r in g  th e  
e a r ly  a f te rn o o n , th e  S e c re ta ry  v is i te d  th e  
C ap ito l, a tte n d e d  a  coup le  o f leg is la tiv e  
h e a r in g s  a n d  m et se v e ra l of th e  S ta te  
officials. T h e  H o u se  is  one of th e  la rg e s t  
le g is la tiv e  b o d ie s  o f  th e  c o u n try  w ith  
n e a r ly  300 m em b ers .
T h e  C o n n e c ticu t S o c ie ty  h e ld  i ts  a n ­
n u a l m e e tin g  a t  th e  B o n d  H o te l, H a r t ­
fo rd . T h e  m e e tin g  b e g an  a t  fo u r  o’clock. 
T h e  a f te rn o o n  se ss io n  w as dev o ted  to  r e ­
p o r ts  of officers a n d  c o m m itte e s  a n d  th e  
d ev e lo p m en t of p la n s  fo r  th e  e n su in g  
y e a r . A  s ix  o’c lock  d in n e r  w a s  sch ed ­
u led , fo llo w in g  w h ich  tw o  o u ts id e rs  f u r ­
n ish e d  th e  p ro g ra m .
C h a rle s  B. C o u ch m an , P re s id e n t  of th e  
A m e ric an  In s t i tu te ,  w as th e  f irs t  sp e a k ­
e r  a n d  o u tlin e d  th e  v a r io u s  a c t iv it ie s  
w h ich  th e  I n s t i tu te  h a d  sp o n so red  a n d  
w as  th e n  c a r ry in g  ou t.
T h e  S e c re ta ry  of T h e  A m e ric a n  So­
c ie ty  co n d u c ted  a n o th e r  Q u e s tio n n a ire  
R o u n d  T ab le , s im ila r  to  th e  o n e  a t  P ro v i­
dence . E v en  a f te r  fo rm a l a d jo u rn m e n t 
w as ta k e n , d ue  to  th e  fa c t  t h a t  som e 
of th e  m em b ers  h a d  to  c a tc h  t r a in s  fo r  
th e  o th e r  c it ie s , a n  in fo rm a l d isc u ss io n  
w as m a in ta in e d  u n t i l  n e a r ly  m id -n ig h t 
w h en  th e  S e c re ta ry  h a d  to  le a v e  fo r  N ew  
H a v en  to  c a tch  th e  o n e - th ir ty  m o rn in g  
t r a in  on h is  w ay  to  P o r t la n d . L ew is  
S ag a l, th e  p re s id e n t  e lec ted  a t  th e  m ee t­
ing , d rove  u s  ov er to  N ew  H a v en  a n d  
lan d e d  u s  a t  th e  d ep o t w ith  five m in u te s  
to  sp a re .
G oing  th ro u g h  B o sto n  e a r ly  T h u rsd a y
m o rn in g , w e re a c h e d  P o r t la n d  a b o u t n o o n  
fo r a  m e e tin g  w ith  th e  M ain e  S o c ie ty  a t  
th e  E a s tla n d  H o te l, T h u rsd a y  ev en in g , 
p reced ed  by  a  d in n e r . D is ta n ce s  in  
M aine a r e  c o n s id e ra b le  a n d  o u ts id e  of 
P o r t la n d  th e re  a r e  few  p laces  w h e re  
m o re  th a n  o n e  ce rtif ied  p u b lic  acc o u n t­
a n t  is  loca ted . On th e  w ho le , w e  re ­
ceived  th e  im p re ss io n  fro m  th is  t r ip  th a t  
M aine, N ew  H a m p sh ire  a n d  V e rm o n t h a d  
n o t fe lt  th e  e ffec ts  of th e  b u s in e ss  de­
p re ss io n  a s  m u ch  a s  som e o th e r  se c tio n s  
of th e  co u n try .
F r id a y  w e c ro ssed  th e  S ta te  of N ew  
H a m p sh ire . G e ttin g  in to  a  s le e p e r  a t  
P o r t la n d  a t  m id -n ig h t, T h u rsd a y , w e go t 
o u t a t  P o r tsm o u th  a t  4 :30  o’clock. W e 
h a d  hop ed  to  m ee t th e  th r e e  certified  
m en  c e n te re d  in  t h a t  se c tio n  of th e  S ta te , 
b u t  o ne  w as a w ay  fro m  h o m e  on  a  b u s i­
n e s s  t r ip ,  a n d  a n o th e r  h a d  a  p re v io u s  a p ­
p o in tm e n t a t  som e d is tan c e . T h e  S ecre­
ta r y  a n d  th e  th i r d  b re a k fa s te d  to g e th e r  
a n d  th e n  w e d ro v e  o v e r to  M an ch este r , 
w h ich  is re a l ly  th e  b u s in e ss  c e n te r  o f 
th e  S ta te .
A t M a n c h es te r  w e lu n ch e d  w ith  th e  ac­
c o u n ta n ts  a n d  sp e n t a  couple  o f h o u rs  in  
d isc u ss in g  th e  a c c o u n tin g  p ro b lem s. N ew  
H a m p sh ire  h a s  th e  la rg e s t  leg is la tiv e  
body o f a n y  S ta te ,  th e  H o u se  n u m b e r in g  
o v e r 400, c o n se q u en tly  a tte m p te d  le g is la ­
tio n  of a n y  s o r t  is  e n tire ly  a  m a t te r  of 
e d u ca tio n . E ac h  to w n  in  th e  S ta te  is  en ­
t i t le d  to  a t  le a s t  one re p re s e n ta t iv e  in  
th e  H o u se. T h e  S ta te  S o c ie ty  h a d  fra m e d  
a  b ill  w ith  th e  c o o p e ra tio n  of th e  B a n k  
C o m m iss io n e r, J o h n  E . S u lliv a n , se e k in g  
to  o b ta in  a  p ro fe s s io n a l b o a rd  in s te a d  o f 
a n  official b o a rd  a s  a t  p re se n t.  T h e  S en­
a te  p a sse d  th e  b ill , b u t  th e  c o m m itte e  to  
w h ich  i t  w as r e fe r re d  in  th e  H o u se  
ra is e d  q u e s tio n s  w i th  re g a rd  to  th e  p h ra ­
seo logy  of th e  b ill  t o  su c h  a n  e x te n t  th a t  
i t  w as d ecided  to  p o stp o n e  i ts  c o n s id e ra ­
tio n  u n t i l  a n o th e r  sess io n . U n fo r tu n a te ly  
th e  p re s id e n t  o f th e  S ta te  so c ie ty  fo u n d  
i t  n e c e ssa ry  to  g o  to  a  h o sp ita l  a n d  w as 
n o t ab le  to  be  p re s e n t  w h e n  th e  co m m it­
tee  w e re  c o n s id e r in g  th e  b ill  a n d , a s  th e  
w o rk  of i t s  p re p a ra t io n  h a d  b een  la rg e ly  
c a r r ie d  on  by  h im , th e  c o m m itte e  d ecided  
on  th e  a c tio n  ab o v e  r e fe r r e d  to .
F ro m  M a n c h e s te r  th e  S e c re ta ry  w e n t 
ov er to  H a n o v e r  w h e re  th e  t h i r d  g ro u p  
of ce rtified  m en  in  th e  S ta te  c e n te re d  
a n d  w h e re  h e  w a s  a b le  to  h a v e  a  s h o r t  
v is i t  w i th  th e  p re s id e n t , s t i l l  p h y s ic a lly  
u n d e r  th e  w e a th e r .
S a tu rd a y  m o rn in g  th e  S e c re ta ry  le f t  
w ith  th e  p re s id e n t  of th e  V e rm o n t S oci­
e ty , w h o  cam e  to  H a n o v e r  to  g e t h im , 
fo r  a  m o to r  t r ip  a c ro ss  th e  S ta te , d u r in g  
w h ich  w e m e t a ll  b u t  tw o  o f th e  c e r t i ­
fied p u b lic  a c c o u n ta n ts  in  V e rm o n t, s to p ­
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p in g  a t S t. Jo h n s b u ry , B a rre , M o n tp e lie r 
a n d  w in d in g  u p  a t  B u r l in g to n  w h e re  a  
m e e tin g  of th e  so c ie ty  w as h e ld  in  th e  
a f te rn o o n , fo llo w in g  w h ic h  th e re  w as a  
d in n e r  a n d  a  s t i l l  f u r th e r  co n feren ce .
T h e  V erm o n t S ocie ty , co o p e ra tin g  w ith  
B e n ja m in  G ates, S ta te  A u d ito r  of A c­
coun ts , h a d  se c u re d  a n  a m e n d m e n t to  
th e  V e rm o n t C. P . A. law  w h ich  w ill 
p lace  tw o  c e rtif ie d  p u b lic  a c c o u n ta n ts  on 
th e  B o a rd  in s te a d  of tw o  S ta te  officials, 
th e  A u d ito r  of A c co u n ts  b e in g  re ta in e d . 
T h e  re q u ire m e n ts  fo r  p e rm iss io n  to  ta k e  
th e  e x a m in a tio n  w ere  in c re a se d  by  p ro ­
v id in g  fo r  tw o  y e a rs  of a c c o u n tin g  ex­
p e rien ce . T h e  so c ie ty  h a d  rece iv ed  a  
w r i t te n  re q u e s t fro m  th e  G o v ern o r to  
n o m in a te  p e rso n s  to  h im  fo r  a p p o in tm e n t 
to  th e  B o a rd  u n d e r  th e  te rm s  o f  th e  
a m e n d ed  law  a n d  a t  th is  m e e tin g  reco m ­
m en d ed  fo u r  n a m e s  fo r th e  tw o  p laces  to  
be  filled. D u r in g  th e  se ss io n  o f th e  leg­
is la tu re  a  b ill  w as p assed  w h ich  p e rm it te d  
th e  e m p lo y m en t o f  ce rtif ied  p u b lic  ac ­
c o u n ta n ts  fo r  a u d its  o f g o v e rn m e n ta l 
u n i ts  in s te a d  of re g u la r ly  e lec ted  a u d i­
to rs , a s  in  m o s t cases th e  a u d its  th u s  
o b ta in e d  w e re  la rg e ly  o f  a  p e r fu n c to ry  
c h a ra c te r .
S u n d ay , w e tra v e le d  d u r in g  a  v e ry  
r a in y  a n d  b lu s te ry  d a y  fro m  B u r lin g to n  
to  B oston .
M onday  m o rn in g  th e  S e c re ta ry  w as 
p r iv ile g ed  to  sp e a k  to  th e  a c c o u n tin g  s tu ­
d e n ts  a t  th e  B e n tle y  School of A cco u n tin g  
a n d  F in a n c e . M r. B e n tle y  h a d  ju s t  r e ­
tu rn e d  a  few  d ay s  p re v io u s  fro m  h is  
u su a l w e s te rn  t r ip  to  C a lifo rn ia . T h e  
S e c re ta ry  p re se n te d  to  th e  s tu d e n ts  som e 
v iew s o n  th e  p ro b le m s c o n fro n tin g  th e  
y o u n g  p ra c t i t io n e r  of acc o u n tin g .
F ro m  th e re  h e  w e n t to  B o sto n  U n iv e r­
s i ty  w h e re  he  a d d re sse d  th e  c la ss  in  co st 
a cc o u n tin g , D e p a r tm e n t o f A cco u n tin g , 
C ollege of B u s in e ss  A d m in is tra t io n , l ik e n ­
in g  th e  fu n d a m e n ta l  p r in c ip le s  o f  co st 
a c c o u n tin g  to  th e  fu n d a m e n ta l  fa c to rs  in  
th e  g a m e  o f  life .
E a r ly  in  th e  a f te rn o o n  th e  S e c re ta ry  
ch eck ed  u p  on  th e  M a ssa c h u se tts  L e g is la ­
tu re ,  s t i l l  in  se ss io n . A  b ill h a d  been  
in tro d u c e d  so m e w h a t s im ila r  to  t h a t  in  
P e n n sy lv a n ia , r e fe r r e d  to  in  o u r  A p ril 
issu e , se e k in g  to  r e s t r ic t  th e  p re p a ra tio n  
of leg a l d o c u m e n ts  a n d  th e  g iv in g  of 
leg a l a d v ic e  to  m em b e rs  o f th e  M assach u ­
s e t ts  B a r  ex c lu siv e ly . T h e  M a ssa c h u se tts  
S o c ie ty  of C e rtified  P u b lic  A c co u n ta n ts , 
re a l iz in g  t h a t  o f te n  a n  a c c o u n ta n t  m ay  
n o t r e n d e r  th e  d e s ire d  se rv ic e  to  h is  
c lie n t ex cep t a s  th e  effect of law s a re  
d iscu ssed , a sk e d  t h a t  a n  a m e n d m e n t 
m ig h t b e  m ad e  to  th e  b ill , r e ta in in g  fo r  
th e  a c c o u n ta n t  h is  r ig h t  to  g iv e  su ch  
ad v ice  a n d  p re p a re  su c h  re p o r ts  a s  m ig h t 
be  n e c e ssa ry  o r  in c id e n t  to  th e  p ra c tic e  
o f  h is  p ro fess io n . T h e  so c ie ty  fo u n d  th e  
L e g is la tiv e  C o m m ittee  a s  w ell a s  th e  a u ­
th o r  of th e  b ill sy m p a th e tic  in  th is  r e ­
q u e s t a n d  i t  is  ex p ec ted  th a t  if  th e  b ill  
is p a sse d  su c h  a n  a m e n d m e n t w ill be 
em bod ied  th e re in .
L a te r  in  th e  a f te rn o o n  he  ca lled  on 
fo rm e r  P re s id e n t  P r id e  of T h e  A m e ric an  
S o c ie ty  a n d  th e  p re s id e n t  o f th e  M assa ­
c h u se tts  Society . B o th  P r id e  a n d  th e  
S e c re ta ry  h a d  b een  in v ite d  to  h a v e  d in ­
n e r  w ith  th e  officers a n d  E x ec u tiv e  Com ­
m itte e  o f th e  M a ssa c h u se tts  S o c iety  p r io r  
to  th e  ev en in g  m ee tin g , w h ich  w as h e ld  
in  th e  C h am b er of C om m erce  B u ild in g , 
b e g in n in g  sh a rp ly  a t  6:30. In  acco rd an ce  
w ith  th e i r  cu sto m , in  o rd e r  t h a t  m em ­
b e rs  f ro m  o u t  of th e  c ity  m ig h t  c a tc h  th e  
n ig h t  t r a in s ,  a d jo u rn m e n t w as h a d  
p ro m p tly  a t  9 o ’clock.
T h e  m em b e rsh ip  h a d  been  p ro v id ed  
w ith  a  s e r ie s  of e ig h t q u e s tio n s  r e la tin g  
to  a c c o u n tin g  p ra c tic e . A  specific  m em ­
b e r  h a d  b een  a sk e d  in  a d v an c e  to  open 
th e  d isc u ss io n  o f  each  q u e s tio n . T h is  
p ro v id ed  a n  e x tre m e ly  in te re s t in g  a n d  
p ro fitab le  m e e tin g , a s  m em b e rs  re sp o n d ed  
q u ite  g e n e ra lly  to  re q u e s ts  fo r  ad d ed  su g ­
g e s tio n s  in  th e  d iscu ss io n . T h e  q u es­
tio n s  w h ic h  h a d  b een  p ro v id ed  w ere  a s  
fo llow s:
(1) I f  s to c k  of a  s u b s id ia ry  is  p led g ed  to  
se c u re  in d e b te d n e ss  of a  h o ld in g  
co m pany , sh o u ld  th e  co n so lid a ted  
b a la n c e  sh e e t c o n ta in  a  specific  m en ­
t io n  of th e  p led g e?
(2) I f  a  m a n u fa c tu r in g  co m p an y  u ses 
m a c h in e ry  in s ta l le d  on  a n  in s ta lm e n t 
o r  re n ta l-p u rc h a se  b a s is , sh o u ld  th e  
e n t i r e  c o s t b e  in c lu d e d  in  th e  a s se ts  
a n d  th e  u n p a id  in s ta lm e n ts  r e p re ­
se n te d  a s  a  l ia b i li ty ?
(3) W h a t p ro c e d u re  sh o u ld  be fo llow ed  
as  re sp e c ts  v a lu a tio n  of s e c u r i t ie s  
(o th e r  th a n  th e  c o rp o ra tio n ’s ow n 
s to c k s  o r  b o n d s) in  th e  b a la n c e  
sh e e t of a  co m p an y ?  H o w  sh a ll  r e ­
se rv es , i f  th e y  a r e  m ad e , b e  d e a lt  
w ith  in  th e  in co m e o r  su rp lu s  ac­
c o u n ts?
(4) S h o u ld  a p p re c ia t io n  d u e  to  a p p ra is ­
a ls  w r i t te n  on th e  b o o k s be  red u ced  
by th e  th e o re tic a l  incom e ta x  on r e a l i ­
z a t io n  th e re o f?
(5) W h a t sh o u ld  be  th e  re sp o n s ib ili ty  of 
th e  a u d ito r  w ith  re sp e c t to  a cc o u n ts  
d u e  fro m  officers o r  o th e r  a cc o u n ts  on 
th e  books w h ic h  a re  w a sh e d  o u t te m ­
p o ra r i ly  o v e r th e  d a te  of th e  s ta te ­
m e n t a n d  th e n  p u t  b a c k  on  th e  
boo k s?
(6) A t w h a t  v a lu e  p e r  s h a re  sh o u ld  e a rn ­
in g s  b e  c h a rg e d  fo r  c a p ita l  sto ck  is ­
su ed  to  e x e c u tiv e s  fo r  se rv ice s r e n ­
d e red ?
(a )  t r e a s u r y  s to c k  so  issu ed
(b ) o r ig in a l  issu e  of n ew  sto ck .
(7) S h o u ld  a  p a r e n t  co m p an y  in c lu d e  in  
i ts  ow n e a rn e d  s u rp lu s  th e  p ro fits
o f i t s  w h o lly  ow ned  su b s id ia r ie s  th a t  
a r e  n o t  p a id  o u t in  d iv id e n d s?
(8) I f  a  h o ld in g  c o m p an y  a c q u ire s  s to ck s 
of su b s id ia r ie s  a t  p r ic e s  s u b s ta n tia l ly  
in  excess of t h e i r  c a p ita l  a n d  s u rp lu s  
acc o u n ts  due to  a p p re c ia tio n  in  th e  
fixed a s s e ts  o f th e  s u b s id ia r ie s  sh o u ld  
th is  s i tu a t io n  affect th e  a m o u n t of 
d e p re c ia tio n  ta k e n  in  th e  co n so li­
d a te d  s ta te m e n ts  a n d , i f  so, h ow ?
P r io r  to  a n y  b u s in e ss  th e  S e c re ta ry  
gave a  f if teen  m in u te  t a lk  on  th e  g e n e ra l 
s ta tu s  of th e  p ro fe ss io n  a n d , fo llo w in g  
th e  r e g u la r  p ro g ra m , in  a n  in fo rm a l m a n ­
n e r, h e  a n sw e re d  se v e ra l q u e s tio n s  w h ich  
w ere  a sk e d  h im  b y  d iffe re n t m em b ers .
M onday, A p r il  27, w as sp e n t  in  N ew  
Y o rk  in  co n feren ce  w ith  th e  p re s id e n t  of 
th e  N ew  Y o rk  S ta te  S o c ie ty  a n d  se v e ra l 
m em b ers  o f T h e  A m e ric an  S o c ie ty  com ­
m itte e s .
T u esd ay , a t  P h ila d e lp h ia , w e c a lled  on 
th e  S e c re ta ry  of th e  P e n n sy lv a n ia  I n s t i ­
tu te . W e fo u n d  th a t ,  fo llo w in g  a  h e a r in g  
h e ld  a t  H a r r is b u rg  on  A p ril 16, a  s a t is ­
fa c to ry  fo rm  of a m e n d m e n t to  th e  P e n n ­
sy lv a n ia  b ill, d e fin in g  th e  p ra c tic e  of law , 
h a d  b een  a g ree d  u p o n  b y  th e  co m m ittee , 
b u t a t  th e  p re se n t  t im e  i t  d id  n o t a p p e a r  
a s  i f  th e  le g is la tu re  w ou ld  p a s s  th e  b ill 
in  q u e s tio n  a s  i t  w o u ld  p ro b a b ly  be h e ld  
in  c o m m ittee . A f te r  c a l l in g  on  th e  T re a s ­
u r e r  of T h e  A m e ric an  S o c ie ty  f o r  a  l i t ­
t le  b u s in e ss , th e  S e c re ta ry  to o k  th e  t r a in  
fo r  W a sh in g to n  fo r  th e  p u rp o se  o f  fin ish ­
in g  u p  th is  is su e  o f T H E  C E R T IF IE D  
PU B L IC  A CCO U N TA N T a n d  g e tt in g  
re a d y  fo r  th e  m e e tin g  of th e  B o a rd  of 
D ire c to rs  to  be  h e ld  M ay 4.
THE C. P . A. IN GOVERNMENT
O nce a g a in  w e ta k e  p le a su re  in  re c o rd ­
in g  th e  re p re s e n ta t io n  of th e  p ro fe ss io n  
in  G o v e rn m en t a ffa irs  b y  one of i ts  m o st 
o u ts ta n d in g  m em b ers . C o n g ress  a ss ig n e d  
th e  s tu d y  o f th e  p ro b lem  of ta k in g  p ro fits  
o u t of W a r  to  a  c o m m issio n  of w h ich  
C olonel R o b e r t  H . M o n tg o m ery  h a s  b een  
m ad e  E x e c u tiv e  S e c re ta ry .
T h e  c o m m issio n  a p p o in te d  by  S ecre ­
ta r y  of W a r  H u r le y  h a s  a s  ad d ed  m em ­
b e rs  S e c re ta ry  A dam s, S e c re ta ry  H yde , 
S e c re ta ry  L am o n t, S e c re ta ry  D oak , A tto r ­
n e y  G e n era l M itch e ll, S e n a to rs  R eed , 
V an d en b e rg , R o b in so n  a n d  S w an so n  a n d  
R e p re s e n ta t iv e s  H ad ley , H o lad ay , C ollins, 
a n d  M cSw ain .
T h is  is  o n e  of th e  m o st im p o r ta n t  su b ­
jec ts  b e fo re  th e  p u b lic  to d ay . T h e  r e ­
p o r t  of th e  c o m m iss io n  is  to  be p re se n te d  
to  C o n g ress  w h e n  i t  sh a ll  m ee t in  D e­
cem ber, n e x t. A s E x e c u tiv e  S e c re ta ry , 
C olonel M o n tg o m ery  w ill r e n d e r  a n  im ­
p o r ta n t  se rv ice  in  d ire c tin g  th e  c h a ra c te r  
of th e  s tu d y  th a t  w ill be m ad e  a s  w ell 
a s  in  th e  p re p a ra t io n  of th e  re p o r t  w h ic h  
w ill be  p re se n te d .
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S E N A T E  B IL L  NO. 20 
A N  ACT R e p e a lin g  S e c tio n s  10922, 10923, 
10924, 10925, 10926, 10927, 10928, 10929, 
10930, 10931, 10932, 10933, 10934, 10935, 
10936 a n d  10937, C om piled  S ta tu te s  of 
O k lahom a, 1921, R e la t in g  to  P u b lic  Ac­
c o u n ta n ts  a n d  in  L ie u  T h e re o f  C re a tin g  
th e  S ta te  B o a rd  o f A cco u n tan cy , P ro ­
v id in g  fo r  th e  A p p o in tm e n t of i ts  M em ­
b e rs , a n d  D efin ing  T h e ir  Q u a lifica tio n s , 
P o w ers  a n d  D u tie s ;  P ro v id in g  F o r  th e  
E x a m in a tio n , C e rtif ic a tio n  a n d  R e g u la ­
t io n  of P u b lic  A c c o u n ta n ts ;  P ro v id in g  
P e n a lty  fo r M ak in g  F a ls e  R e p o rts  an d  
F o r  B re ac h  of P ro v is io n s  T h ereo f, a n d  
R e p ea lin g  A ll A c ts  in  C onflic t T h e re ­
w ith .
B e I t  E n a c te d  B y T h e  P eo p le  of T h e  
S ta te  of O k la h o m a :
S ec tio n  1. T h e re  is  h e re b y  c re a te d  a  
B o a rd  to  be k n o w n  a s  “ T h e  S ta te  B o a rd  
of A cco u n ta n cy ,” to  b e  com posed  of five 
m em b ers  to  be ap p o in te d , a n d  w ho se  te n ­
u re  of office sh a ll  be  a s  h e re in a f te r  p ro ­
v id ed . E a c h  m em b er of sa id  B o a rd  sh a ll  
be a  q u a lified  e le c to r  o f th e  S ta te  of Ok­
lah o m a , a  C ertified  P u b lic  A c c o u n ta n t u n ­
d e r  th e  law s of sa id  S ta te , a n d  sh a ll  h av e  
b een  e n g ag e d  in  th e  p ra c tic e  of p u b lic  ac­
c o u n tin g  fo r  a  c o n tin u o u s  p e r io d  of n o t 
le s s  th a n  th r e e  y e a rs  im m e d ia te ly  p re ­
c ed in g  h is  a p p o in tm e n t.
S ec tio n  2. W ith in  t h i r t y  d ay s  a f te r  th is  
A c t becom es a  law , a n d  th e re a f te r ,  on  or 
a f te r  t h e  seco n d  M onday  in  J a n u a ry  of 
e a c h  fo u r th  y e a r , c o m m en c in g  w ith  th e  
y e a r  1935, th e  G o v e rn o r sh a ll  a p p o in t five 
p e rso n s  w ho po ssess th e  q u a lif ic a tio n s  
specified  in  th e  fo reg o in g  se c tio n  a s  m em ­
b e rs  of “T h e  S ta te  B o a rd  of A cco u n t­
an cy ,” d e s ig n a tin g  one a p p o in te e  th e re to  
a s  th e  C h a irm a n  a n d  o n e  a s  th e  S e c re ta ry . 
A ll v a ca n c ie s  w h ich  m ay  be cau sed  by  
d e a th , re s ig n a tio n , re m o v a l f ro m  th e  
S ta te , o r  o th e rw ise , sh a ll  b e  filled  b y  a p ­
p o in tm e n t by  th e  G o v ern o r. A ny  m em ­
b e r  o f sa id  B o a rd  s h a ll  se rv e  u n t i l  h is  
su c c esso r sh a ll  h a v e  been  a p p o in te d  a n d  
q u a lif ie d ; p ro v id ed , h o w ev er, t h a t  r e ­
m o v al f ro m  th e  S ta te , o r  th e  re v o c a tio n  
of th e  c e r tif ic a te  of a  m em b er of sa id  
B o a rd , sh a ll  im m e d ia te ly  te rm in a te  h is  
m em b e rsh ip  th e re o n .
S ec tio n  3. T h e  S e c re ta ry  of th e  B o a rd  
sh a ll  k eep  a  co m ple te  a n d  c o rre c t re co rd  
o f a ll i ts  p ro ceed in g s . T h e  B o a rd  m ay  
p re sc r ib e  ru le s , r e g u la tio n s , a n d  by-law s 
n o t in c o n s is te n t  w ith  th e  p ro v is io n s  of 
th is  A ct, o r  w ith  th e  o th e r  law s of th is  
S ta te , fo r  i ts  ow n p ro c ee d in g s  a n d  gov­
e rn m e n t. T h e  B o a rd  sh a ll  p r e s e n t  a n ­
n u a lly  to  th e  G o v e rn o r a  d e ta ile d  s ta te ­
m e n t o f i t s  re c e ip ts  a n d  d isb u rse m e n ts  
d u r in g  th e  p re c e d in g  y e a r , to g e th e r  w ith
a  s ta te m e n t of i ts  a c tio n s  a n d  p ro c ee d in g s  
a n d  su c h  re c o m m e n d a tio n s  a s  i t  m ay  
deem  p ro p e r.
S ec tio n  4. S u b je c t to  th e  re q u ire m e n ts  
h e reo f, th e  B o a rd  sh a ll  h a v e  a u th o r i ty  to  
is su e  ce rtif ic a te s , a s  h e re in a f te r  p ro v id ed , 
to  q u a lified  a p p lic a n ts , a n d  fo r  th is  p u r ­
p ose  th e  m em b ers  of th e  B o a rd  a re  h e re ­
by em pow ered  a n d  a u th o r ized
1. To c o n d u c t e x a m in a tio n s  a n d  in v e s­
tig a t io n s .
2. T o  d e te rm in e  th e  q u a lif ic a tio n s  of 
a p p lic a n ts .
3. T o m ak e  a n d  e s ta b lish  su ch  ru le s  of 
e th ic s  a n d  su c h  re g u la tio n s  a s  m ay  be 
n e c e ssa ry  to  m a in ta in  a  h ig h  s ta n d a rd  of 
p ro fe s s io n a l in te g r i ty ,  e d u c a tio n  a n d  p ro ­
ficiency  a m o n g  th e  h o ld e rs  o f ce rtif ic a te s  
is su e d  a s  h e re in  p ro v id ed , a n d  p ro p e rly  
to  c a r r y  o u t  th e  p ro v is io n s  a n d  p u rp o se s  
of th is  a c t.
4. T o  a d m in is te r  o a th s  to  a p p lic a n ts  o r 
o th e r  p e rso n s  w ho  m ay  a p p e a r  b e fo re  th e  
B o a rd  in  re sp e c t to  a n y  e x a m in a tio n  or 
in v e s tig a tio n .
S ec tio n  5. ( a )  A n e x a m in a tio n  of a p ­
p lic a n ts  th e re fo r  sh a ll  be h e ld  a t  th e  
S ta te  C ap ito l in  N o v em b er of each  y e a r . 
A d d itio n a l e x a m in a tio n s  m ay  be  h e ld  a t  
su ch  tim e s  a n d  o th e r  p laces a s  th e  B o a rd  
m ay  deem  a d v isab le . N o tice  of e ac h  con­
te m p la te d  e x a m in a tio n  sh a ll  b e  g iv en  n o t 
less  th a n  fo rty -five  d ay s  p r io r  to  th e  d a te  
s e t  th e re fo r ,  b y  p u b lic a tio n  fo r  th re e  con­
se c u tiv e  t im e s  in  each  o f  th re e  d a ily  new s­
p a p e rs  p u b lish e d  in  th e  th re e  m o st p o p u ­
lo u s c it ie s  in  th e  S ta te . Su ch  n o tic e  sh a ll  
sp ec ify  th e  tim e , th e  p lace , a n d  th e  p u r ­
p ose  of th e  m ee tin g . E a c h  a p p lic a n t  
s h a ll  file w i th  th e  S e c re ta ry  of th e  B o a rd  
a  w r i t te n  a p p lic a tio n  to  ta k e  th e  e x am i­
n a tio n , a n d  a t  le a s t  t h i r t y  d ay s  s h a ll  
e lap se  a f te r  th e  re c e ip t  of su c h  a p p lic a ­
t io n  by th e  B o a rd  b e fo re  th e  a p p lic a n t  
th e re fo r  sh a ll  be  p e rm it te d  to  s i t  in  a n  
e x a m in a tio n .
(b )  T h e  B o a rd  of A ffa irs  of th e  S ta te  
of O k lah o m a  s h a ll  fu r n is h  n e ce ssa ry  
q u a r te r s  in  th e  S ta te  C a p ito l fo r  th e  u se  
of “T h e  S ta te  B o a rd  of A c co u n ta n cy ” in  
h o ld in g  th e  e x a m in a tio n  th e re ,  b u t sh a ll 
f u r n is h  th e  sa id  B o a rd  n o  q u a r te r s  in  th e  
C ap ito l b u ild in g  fo r  a n y  o th e r  p u rp o se  
n o r  a t  a n y  o th e r  tim e .
S ec tio n  6. A ll e x a m in a tio n s  s h a ll  be 
w r i t te n ,  a n d  sh a ll  co v er su b je c ts  w ith  
m in im u m  tim e  a llo w a n ce s  a s  fo llow s:
(a )  T h eo ry  of A cco u n ts— th re e  h o u rs ,
(b )  P ra c tic a l  A c co u n tin g — six  h o u rs ,
(c )  A u d it in g — th re e  h o u rs ,
(d )  C o m m erc ia l L aw — th r e e  h o u rs ,
(e )  G o v e rn m en ta l A c co u n tin g  —  s i x  
h o u rs .
T h e  e x a m in a tio n  sh a ll  in c lu d e  M u nic i­
p a l A c co u n tin g  in  i ts  se v e ra l p h ases , p a r ­
t ic u la r ly  a s  to  T h eo ry , A u d itin g , P r a c t i ­
cal P ro b lem s, R e v en u e  a n d  T a x a tio n , a n d  
P o w ers  a n d  D u tie s  of P u b lic  Officials. A  
m a jo r i ty  of th e  m e m b e rsh ip  of th e  B o a rd  
sh a ll  p a ss  on a ll  e x a m in a tio n s . E a c h  ap ­
p lic a n t  sh a ll  be  re q u ire d  to  m ak e  a n  a v e r­
ag e  g ra d e  of a t  le a s t  seven ty-five  per- 
c en tu m  in  e ach  su b je c t. P ro v id e d , th a t  
h o ld e rs  of ce rtif ied  C o m m erc ia l A cco u n t­
a n t  C e rtifica te s , h e re to fo re  issu ed , sh a ll  
up o n  a p p lic a tio n  be  ex am in ed  in  m u n ic i­
p a l a n d  g o v e rn m e n ta l su b je c ts  o n ly ; a n d  
h o ld e rs  of C ertified  M u n ic ip a l A c co u n ta n t 
C e rtifica te s , h e re to fo re  issu ed , s h a ll  upo n  
a p p lic a t io n  be ex am in ed  in  c o m m erc ia l 
su b je c ts  only .
S e c tio n  7. ( a )  A n y  p e rso n  s h a ll  be  
e lig ib le  to  ta k e  th e  e x a m in a tio n , a s  in  
th is  a c t  p ro v id ed , w h o  is  a  c itiz e n  of th e  
U n ite d  S ta te s , a  re s id e n t  of th e  S ta te  of 
O k lah o m a, o r w h o  m a in ta in s  a n  office in  
th e  S ta te  fo r  th e  p ra c tic e  o f  p u b lic  ac­
c o u n tin g , a n d  w h o  is  over th e  age  of 
tw en ty -o n e  y e a rs , of good m o ra l c h a ra c ­
te r ,  a n d  w h o  h a s  h a d  a t  le a s t  th re e  y e a rs  
of p ra c t ic a l  a c c o u n tin g  ex p erien ce , a t  
le a s t  o n e  y e a r  of w h ich  sh a ll  h a v e  been  
in  th e  S ta te  of O k lah o m a. P ro v id e d , 
ho w ev er, t h a t  a s  to  a p p lic a n ts  w h o  h a v e  
m a jo re d  in  a c c o u n tin g  a n d  a re  g ra d u a te s  
of th e  School of B u s in e ss  o f th e  U n iv e r­
s i ty  o f O k lah o m a, o r of o th e r  sch o o ls of 
eq u a l s ta n d in g  a n d  re q u ire m e n ts , th e  
t im e  d ev o ted  to  th e  c o m p le tio n  of su ch  
s tu d ie s  in  a c c o u n tin g  th e o ry  a n d  p ra c tic e  
sh a ll  be d eem ed  th e  e q u iv a le n t of th r e e  
y e a rs  o f th e  p ra c t ic a l  a c c o u n tin g  e x p e ri­
ence  h e re in  re q u ire d .
(b )  “ T h e  S ta te  B o a rd  of A c co u n ta n cy ” 
sh a l l  is su e  to  p e rso n s  p o ssess in g  th e  
ab o v e  q u a lif ic a tio n s , w h o  h a v e  p a sse d  th e  
e x a m in a tio n  in  th e  m a n n e r  h e re in  p ro ­
v id ed  fo r, a  c e r tif ic a te  o f  p ro fic iency  in  
th e  sc ien ce  of a c c o u n tin g  an d  a u d it in g , 
w h ic h  sa id  c e r tif ic a te  s h a ll  e n t i t le  th e  
h o ld e r  th e re o f  to  p ra c t ic e  th e  p ro fess io n  
o f a c c o u n tin g  a n d  a u d it in g  a s  a  “C ertified  
P u b lic  A c c o u n ta n t.”
(c )  E v e ry  p e rso n  h o ld in g  a  c e r tif ic a te  
a s  a  “C ertified  P u b lic  A c c o u n ta n t,” 
w h e th e r  is su e d  u n d e r  th is  a c t  o r u n d e r  
p r io r  a c ts , a n d  e v e ry  c o -p a rtn e rsh ip  of a c ­
c o u n ta n ts , ev e ry  m em b er of w h ic h  is  th e  
h o ld e r  o f su c h  a  c e rtif ic a te , m ay  a ssu m e  
a n d  u se  th e  t i t le ,  “C e rtified  P u b lic  A c­
c o u n ta n t ,” o r  th e  a b b re v ia tio n , “ C. P . A .,” 
to  in d ic a te  t h a t  su c h  p e rso n , o r  ev ery  
m em b e r of su c h  a  firm , is  ce rtif ied  a s  a  
p ro fe s s io n a l a c c o u n ta n t. No o th e r  p e r ­
so n  o r  firm  a n d  n o  c o rp o ra t io n  sh a ll  a s ­
su m e  o r  u se  th e  t i t l e  “ C e rtified  P u b lic  Ac­
c o u n ta n t ,” o r th e  a b b re v ia tio n , “C. P . A .,”
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A. re ce n t p u b lic a tio n  a ffo rd s th e  p re s ­
e n t  on ly  so u rce  fro m  w h ich  a  certified  
p u b lic  a c c o u n ta n t m ay  re a d ily  a n d  ad e ­
q u a te ly  p re p a re  h im se lf  fo r  p ra c tic e  on 
b e h a lf  of a  c lie n t in  th e  a r b i t r a t io n  of 
a  co m m erc ia l d isp u te . T h is  is  th e  “ Code 
of A rb itra t io n  P ra c tic e  a n d  P ro c e d u re  of 
th e  A m e ric an  A rb i t r a t io n  T r ib u n a l ,” p re ­
p a re d  by  th e  A m e ric an  A rb i t r a t io n  A sso­
c ia t io n  a n d  p u b lish e d  by  C om m erce  C lea r­
in g  H o u se, In c . T h e  f irs t  tw e n ty -s ix  
p a g es  of th e  Code convey  a  fu n d  of in ­
fo rm a tio n  in  p re face , in tro d u c tio n , o r­
g a n iz a t io n  a n d  p ra c tic e  fe a tu re s  of a  g en ­
e r a l  c h a ra c te r . T en  c h a p te rs , e x te n d in g  
th ro u g h  159 p ages, cover in  d e ta il  th e  
m e th o d s  of p ro c ed u re  a n d  p ra c tic e . A n 
a d d e n d a  of e ig h t c h a p te rs  e x te n d s  
th ro u g h  98 p ag es a n d  covers ru le s , su g ­
g e s tio n s  fo r  g u id an c e  of a r b i t r a to r s ,  
s ta n d a r d  a r b i t r a t io n  c lau se s , i l lu s t r a t iv e  
law s a n d  l is ts  of a r b i t r a t io n  s ta tu te s ,  d i­
g e s ts  of cases, a n d  fo rm s  n e c e ssa ry  an d  
u se fu l in  th e  c o n d u c t of a rb i t r a t io n s .  A 
cop ious in d ex  is  fo llow ed  by  a  ta b le  of 
cases. T h is  Code is  su p p le m e n te d  by  
“ A m e ric an  A rb i t r a t io n  'S erv ice ,” in  loose- 
le a f  fo rm , fro m  th e  sam e  so u rc es  c o n ta in ­
in g  up-to -date  in fo rm a tio n  in  th e  p ro g ­
re s s  of co m m e rc ia l a r b i t r a t io n  a n d  i ts  
u t i l iz a t io n  a s  a  s u b s t i tu te  fo r  lo n g  d ra w n  
o u t c o u r t l it ig a t io n s .  B y d o n a tio n s  fro m  
tw o  so u rces b o th  th e  Code a n d  th e  S e rv ­
ice  h av e  been  ad d ed  to  th e  l ib ra ry  of T h e  
S ocie ty  a n d  is  th e r e  a v a ila b le  to  a ll 
c a l le rs  w ho  m ay  be in te re s te d  in  e ith e r  
o r  b o th . T h o se  w ho m ay  d e s ire  fu ll in ­
fo rm a tio n  on th e  n a tu re  a n d  scope of 
b o th  th e  Code a n d  th e  S erv ice , a n d  th e  
p rice s  a t  w h ich  e i th e r  o r b o th  m ay  be 
o b ta in ed , sh o u ld  a d d re ss  a n  in q u iry  to  
th e  A m e ric an  A rb i t r a t io n  A sso c ia tio n , 
521 F i f th  A venue, N ew  Y ork , N. Y.
Com mercial A rb itra tion  Legislation
T he p assag e  of a n  e ffec tiv e  C om m erc ia l 
A rb i t r a t io n  L aw  in  O regon  w as m en ­
tio n e d  la s t  m o n th — A p ril.
S uccess h a s  c ro w n ed  th e  e ffo rts  of th e  
se v e ra l  c o o p e ra tiv e  a g en c ie s  in  O hio, so 
t h a t  th e  b u s in e ss  e le m e n ts  of t h a t  S ta te  
a r e  now  b lessed  w ith  a  law  w h ic h  m ak es  
a n  a r b i t r a t io n  c la u se  in c o rp o ra te d  in  a 
w r i t te n  c o n tra c t  v a lid , ir rev o cab le , a n d  
e n fo rc e ab le  a n d  p ro v id es  th e  ju d ic ia l  m a­
c h in e ry  fo r  th e  e n fo rc e m e n t of su ch  
c la u se s  w h en  c o n tro v e rs ie s  a r is e  u n d e r  
th e  c o n tra c t. M em b ers of T h e  O hio  So­
c ie ty  of C ertified  P u b lic  A c c o u n ta n ts  w e re  
am o n g  th e  co o p e ra tiv e  a g en c ie s  in  p ro ­
m o tin g  th e  p a ssa g e  of th is  n ew  law , in ­
c lu d in g , in  p a r t ic u la r ,  W a lte r  D. W all, 
C. P . A., lo ca ted  a t  th e  s e a t  of g o v e rn ­
m en t. T h e  A m e ric a n  A rb i t r a t io n  A sso ­
c ia t io n  a n d  i ts  a ffilia te , T h e  A m e ric an  So­
c ie ty  of C e rtified  P u b lic  A c co u n ta n ts , co­
o p e ra te d  w ith  th e  O hio  C o n fe ren ce  on
C o m m erc ia l A rb itra t io n , a n  o rg a n iz a tio n  
o p e ra t in g  u n d e r  th e  a u sp ic e s  of th e  O hio 
C h am b er of C om m erce. T h e  O hio  So­
c ie ty 's  C o m m ittee  on C o m m erc ia l A rb i­
t r a t io n  c o n s is ts  of G eorge R. L am b, 
c h a irm a n , J .  D. C loud, a n d  F . W . Graff.
T h e re  w as fa i lu re  in  th e  e ffo rt to  g e t 
a  co m m erc ia l a r b i t r a t io n  law  th ro u g h  th e  
L e g is la tu re  of th e  S ta te  of In d ia n a , d u r ­
ing  th e  re c e n t sess io n , becau se  of la c k  of 
o rg a n iz ed  c o o p e ra tiv e  e ffo rt an d  lo d g e­
m e n t of th e  b ill in  a  ju d ic ia ry  c o m m it­
tee  of th e  H ouse. O rig in a l e ffo rts  to  p ro ­
c u re  c o m m erc ia l a r b i t r a t io n  le g is la tio n  
h av e  been  effective  in  b u t  a  few  in s ta n c e s . 
T h ey  h av e  to  be c o n s id e re d  a s  a  p a r t  of 
th e  e d u c a tio n a l p ro g ra m  w h ic h  ex te n d s  
in to  w o rk  of o rg a n iz a t io n  a n d  sp re a d  of 
th e  gospel o f a r b i t r a t io n  ben efits  in  ex ­
p e d itio n , econom y, a n d  good-w ill. T he  
In d ia n a  A sso c ia tio n  of C ertified  P u b lic  
A c c o u n ta n ts  is  affilia ted  w ith  th e  A m e ri­
can  A rb i t r a t io n  A sso c ia tio n . I t s  Com­
m itte e  on  C o m m erc ia l A rb i t r a t io n  is  com ­
posed  of B irn e y  D. S p ra d lin g , c h a irm a n , 
I r a  T. M cG lone a n d  B e n ja m in  W . H a r t ­
m an .
Affiliations W ith  A rb itra tion  A ssociation
T he P e n n sy lv a n ia  In s t i tu te  of C ertified  
P u b lic  A c c o u n ta n ts  re c e n tly  so am e n d ed  
i ts  B y-law s as to  p ro v id e  fo r a  sta n d in g  
C o m m ittee  on C o m m erc ia l A rb i t ra t io n  to  
c o n s is t of th r e e  o r  m o re  m em b e rs  a p ­
p o in te d  b y  th e  p re s id e n t  a n d  c h a rg e d  
w ith  th e  d u ty  “to  en co u ra g e  a n d  p ro m o te  
th e  c au se  of co m m erc ia l a r b i t r a t io n  a n d  
to  c o o p era te  w ith  o th e r  so c ie tie s  o r in ­
s t i tu t io n s  h a v in g  fo r  th e i r  o b jec t th e  fu r ­
th e ra n c e  of th is  c au se .” T h is  a s su ra n c e  
of a  p e rm a n e n t  b a s is  fo r c o n tin u a tio n  of 
th e  re la tio n s h ip  of a ffilia tion  w ith  th e  
A m e ric an  A rb i t ra t io n  A sso c ia tio n  b ro u g h t 
fo r th  f ro m  th e  fu n d  a v a ila b le  to  th e  Com ­
m itte e  on A rb i t ra t io n  of T h e  A m e ric an  
S ociety  of C e rtified  P u b lic  A c co u n ta n ts  a  
c o n tr ib u tio n  in  th e  n a m e  of th e  P e n n ­
sy lv a n ia  I n s t i tu te  of C e rtified  P u b lic  A c­
c o u n ta n ts  of $100 to  th e  1931 E x te n s io n  
F u n d  of th e  A m e ric a n  A rb i t r a t io n  A sso­
c ia tio n . M r. L u c iu s  R . E a s tm a n , p re s i­
d e n t o f th a t  A sso c ia tio n , in  h is  ack n o w l­
e d g em en t to  th e  P e n n sy lv a n ia  In s t i tu te ,  
w ro te  in  p a r t :
“A d v a n tag e  is  ta k e n  of th is  o p p o r­
tu n ity  to  s a y  th a t  th is  A sso c ia tio n  
h a s  b een  g re a t ly  im p re ssed  an d  
p lea sed  w ith  th e  ev id en ces w h ich  h av e  
com e fro m  m a n y  q u a r te r s  of th e  k een  
in te re s t  of ce rtif ied  p u b lic  acc o u n t­
a n ts  in  th e  cau se  of c o m m erc ia l a r ­
b i tr a t io n , a n d  th e i r  re a d y  re sp o n siv e ­
n e ss  fo r  i t s  p ro m o tio n  a t  e v e ry  op­
p o r tu n ity  a ffo rded , a n d  to  ex p ress  th e  
a p p re c ia tiv e  a n d  w a rm ly  re c ip ro ca l
fe e lin g  of th is  A sso c ia tio n  to w a rd
y o u r  I n s t i tu te  fo r  i t s  c o n tin u e d  in ­
t e r e s t .”
In fo rm a tio n  is  to  th e  effect t h a t  th e  
s ta n d in g  C o m m ittee  on C o m m erc ia l A r­
b i tr a t io n  of th e  P e n n sy lv a n ia  I n s t i tu te  
w ill be a p p o in te d  a f te r  th e  a n n u a l  m ee t­
in g  an d  e lec tio n  w h ich  is  to  be h e ld  in  
th e  l a t t e r  p a r t  of J u n e  a t  th e  S k y to p  
H o te l in  th e  P ocono  M o u n ta in s , a n d  th a t ,  
in  th e  m ea n tim e , i ts  sp ec ia l C o m m ittee  
on F u r th e ra n c e  of A rb i t r a t io n  w ill con ­
tin u e  to  fu n c tio n . T h a t  co m m itte e  is  com ­
posed of C h a rle s  S. R ockey, c h a irm a n , 
J a m e s  M. C um m ing , Jo sep h  T. A lto n , A. 
J a m e s  E b y  a n d  D an ie l J .  M adorno .
T h e  N a tio n a l C ouncil of A m e ric an  Im ­
p o r te r s  a n d  T ra d e rs  a n d  th e  A m e ric an  
A rb i t r a t io n  A sso c ia tio n  h av e  ju s t  e f­
fec ted  a  co m p re h en s iv e  p la n  u n d e r  w h ich  
b u s in e ss  d isp u te s  a r is in g  b e tw een  A m e ri­
c an  b u y e rs  a n d  fo re ig n  se lle rs  c an  be 
d isp o sed  of by  a r b i t r a t io n ,  by  u t i l iz in g  
th e  n a tio n -w id e  t r ib u n a l  fa c i l i t ie s  a n d  
se rv ic e s  of th e  A sso c ia tio n .
T h e  a r b i t r a t io n  m a c h in e ry  now  a v a il­
ab le  w ill e n a b le  m em b e rs  of th e  N a ­
t io n a l  C ouncil to  a r ra n g e  fo r  th e  im m e­
d ia te  a r b i t r a t io n  of c o n tro v e rs ie s  a r is ­
in g  o u t of t h e i r  b u s in e ss  tra n s a c tio n s ,  
n o t o n ly  w ith  th e  fo re ig n  firm s f ro m  
w hom  th e y  b uy , b u t  a lso  w ith  th e  do­
m es tic  firm s to  w hom  th e y  sell. W h e th e r  
th e se  d isp u te s  co n ce rn  sh ip m e n ts  d e liv ­
e red  a t  N ew  Y o rk  o r a t  a n y  of th e  o th e r  
p o r ts  in  th e  U n ite d  S ta te s , fa c i l i t ie s  fo r  
a r b i t r a t io n  a re  im m e d ia te ly  av a ilab le , 
u n d e r  th e  p la n  e s ta b lish e d  by  th e  N a ­
t io n a l  C ouncil w h e re v e r  th e  d isp u te  
a r is e s .
T h is  p la n  w as a d o p te d  b y  th e  N a tio n a l 
C ouncil, in s te a d  of e s ta b lish in g  a r b i t r a ­
tio n  m a c h in e ry  w ith in  th e  o rg a n iz a tio n , 
b ecau se  i t  p re fe r re d  to  ta k e  a d v a n ta g e  
of th e  fa c i l i t ie s  a lre a d y  e s ta b lish e d  in  
m o re  th a n  1,700 c ities , in  w h ich  a r b i t r a ­
t io n s  m ay  be co n d u c ted  u n d e r  a  s ta n d a rd  
p ra c tic e  in  th e  A m e ric an  A rb i t r a t io n  
T r ib u n a l  u n d e r  th e  A m e ric an  A rb i t r a ­
tio n  A sso c ia tio n ’s Code of A rb i t r a t io n  
P ra c tic e  a n d  P ro c e d u re . Im p o r te r s  w ill 
be  p ro v id ed  w ith  a r b i t r a to r s  in  a n y  of 
th e s e  c it ie s  fro m  th e  A sso c ia tio n ’s N a ­
tio n a l  P a n e l of 7,000 a rb i t r a to r s ,  w ho  
se rv e  w ith o u t  c o m p e n sa tio n  w h e n  c a lled  
upon .
In  o rd e r  th a t  b o th  b u y e rs  a n d  se lle rs  
in  a ll im p o r t  t r a d e s  w ill h a v e  av a ilab le , 
fo r  se lec tio n  a s  a r b i t r a to r s ,  a m p le  l is ts  
of q u a lified  p e rso n s  w h o se  in te g r i ty  a n d  
kn o w led g e  w ill in su re  th e  r e n d e r in g  of 
ju s t  a n d  im p a r t ia l  aw ard s , th e  A sso c ia ­
tio n  w ill ad d  to  i ts  p re se n t  P a n e l su ch  
a d d it io n a l  p e rso n s  a s  m ay  be  re q u ire d  
to  re p re s e n t  a ll of th e  v a r io u s  im p o r t  
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M Y p riv ile g e  of b e in g  w ith  you  th is  a f te r n o o n  is  in d e e d  g r e a t ly  c h e r is h e d , n o t  so m u c h  b e c a u se  o f m y  p a p e r  o n  a  s u b ­
j e c t  o f w h ic h  w e  a r e  a l l  m o re  o r  le s s  
f a m i l ia r ,  in  th e o r y  a t  le a s t ,  b u t  b e ­
c a u s e  o f a  d e s i re  to  p ro m o te  g o o d  f e l ­
lo w sh ip  b e tw e e n  th o s e  o f y o u r  p ro fe s ­
s io n  a n d  th e  office o f  S ta te  E x a m in e r ,  
h a v in g  m u tu a l  in te r e s t s  w i th  y o u  in  
th e  eco n o m ic  w e lfa re  o f th e  c it iz e n s  of 
o u r  S ta te  a n d  I  ta k e  th is  o p p o r tu n ity  
to  e x te n d  m y  c o o p e ra tio n  c o n s is te n t  
w i th  m y  a u th o r i ty .
T h e  s u b je c t  I  h a v e  c h o se n , “ T h e  
P u b lic  A c c o u n ta n t’s R e la tio n  to  M od­
e r n  B u s in e s s ,”  p r e s e n ts  a  v e ry  i n te r ­
e s t in g  s tu d y  to  m e  a n d  I t r u s t  i t  m ay  
p ro v e  o f  l ik e  in te r e s t  to  y o u .
T h e  a c c o u n tin g  p ro fe s s io n  o ffe rs  u n ­
l im i te d  p o s s ib i l i t ie s  in  th e  w eb  o f m o d ­
e r n  b u s in e s s  to  th e  a g g re s s iv e  a c c o u n t­
a n t .  H is  se rv ic e  to  th e  l a r g e r  c o rp o ra ­
t io n s  h a s  b e e n  p ro v e n , a n d  th is  s e rv ­
ic e  w ill  in  a  v e ry  s h o r t  t im e  b e co m e  a  
n e c e s s a ry  a d ju n c t  to  s m a l le r  b u s in e s s  
a s  w e ll a s  th e  in d iv id u a l.  T h e re  is  no  
q u e s t io n  b u t  t h a t  h i s  k n o w le d g e  c a n  
b e  u t i l iz e d  to  a n  a d v a n ta g e  a n d  in e v i t ­
a b le  r e m u n e r a t iv e  r e tu r n  to  a ll  b u s i­
n e ss .
H is  p ro fe s s io n  is  n o t  u n l ik e  t h a t  of 
th e  p r e s e n t  d a y  su c c e s s fu l  b a n k e r  o r  
b u s in e s s  m a n , a n d  h e  m u s t  be  c o n ­
s ta n t ly  im p ro v in g  t h e  k n o w le d g e  
w h ic h  f i tte d  h im  f o r  su c c e ss  a  d e ca d e  
a g o ;  v a lu a b le  a s  th is  k n o w le d g e  m ay  
be , i t  is  n o t  su ffic ie n t to  m e e t  th e  
n e e d s  o f  th e  c o m p le x  b u s in e s s  s t r u c ­
t u r e  w h ic h  h a s  d e v e lo p e d  in  th e s e  
m o d e rn  t im e s .
A c c o u n tin g  is  c o n s ta n t ly  fa c e  to  fa ce  
w ith  n e w  re s p o n s ib i l i t ie s ,  a n d  y o u  
m u s t  e n la rg e  i f  y o u  a r e  to  k e e p  p ace  
w ith  n e w  c o n d it io n s  r e q u ir in g  a  n ew  
d e g re e  o f a b il i ty .  A  f u n d a m e n ta l  u n ­
d e r s ta n d in g  o f m o d e rn  b u s in e s s  m a n ­
a g e m e n t  is  p re re q u is i te  to  th e  su c c e ss ­
f u l  d is c h a rg e  o f y o u r  re s p o n s ib i li ty .  
W h ile  i t  is  w i th o u t  d o u b t  e s s e n t ia l  in  
y o u r  s y s te m a t ic  a u d i t  to  p r e p a r e  
p ro v e n  c e r tif ie d  f in a n c ia l  s t a te m e n ts  
a n d  to  sh o w  th e  r e s u l t  o f  o p e ra t io n  on  
a  w e ll p re p a r e d  a n d  e x p la n a to ry  p ro f it  
a n d  lo ss  s ta te m e n t ,  y o u r  w o rk  to d a y  
is  n o t  c o m p le te , a n d  if  y o u  a re  n o t  
e q u ip p e d  to  do  m o re , y o u  a re  a t t e m p t ­
in g  to  fill a  p o s i t io n  w h ic h  m ig h t  be 
b e t t e r  filled . I t  is  m y o p in io n  t h a t  
su c h  p ro c e d u re  d o e s  n o t  e v e n  m e e t 
th e  m in im u m  re q u ir e m e n t  o f y o u r  
p ro fe s s io n .
B y  JO H N  A . R E E D , S ta te  E x a m in e r
A d d re s s  b e fo re  th e  a n n u a l  m e e t in g  
o f  th e  W y o m in g  S o c ie ty  o f th e  C e r t i ­
fied  P u b lic  A c c o u n ta n ts .
N o m a t t e r  w h a t  th e  a c c o u n ta n t ’s 
p a s t  su c c e ss  m a y  h a v e  b e e n  in  th e  in ­
s ta l la t io n ,  a u d i t  a n d  v e r if ic a t io n  o f  ac ­
c o u n ts ,  i f  h e  is  to  su c c e e d  to d a y , h e  
m u s t  in  a d d it io n  th e r e to ,  e q u ip  h im ­
se lf  w i th  a  th o r o u g h  a n a ly t ic a l  m in d  
a n d  a p p ly  h i s  a n a ly s is  to  th e  p a r t i c u ­
la r  c la s s  o f  b u s in e s s  h e  is  c a lle d  u p o n  
to  a u d i t ,  th e r e f o r e ,  e n a b l in g  h im  to  
e n h a n c e  th e  v a lu e  o f  h is  s e rv ic e  to  h is  
c lie n t  b y  b e in g  a b le  to  in c lu d e  in  hi.3  
c e r t if ic a t io n  a n  a n a ly s is  o f th e  a s s ig n ­
m e n t  su ff ic ie n tly  a c c u r a te  to  in c lu d e  
r e c o m m e n d a tio n s  f o r  im p ro v e m e n t, 
p e rh a p s  e s s e n t ia l  to  th e  su c c ess  of 
t h a t  b u s in e s s , a n d  l ik e w ise ,  to  h im , 
th e  c o n tin u e d  p a tr o n a g e  o f a  c lie n t.
T h is  p r e c e d e n t  o n ce  e s ta b l is h e d  
sh o u ld  a s s i s t  in  a  la r g e  w a y  to  a lle v i­
a te  th e  p o s s ib i l i ty  o f  a  r e c u r re n c e  o f 
b u s in e s s  r e c e s s io n s  su c h  a s  w e  h a v e  
r e c e n tly  e x p e r ie n c e d , a n d  n o w  so m u c h  
ta lk e d  a b o u t  in  a n  a t te m p t  to  c u re  
b y  e q u a liz in g  b u s in e s s  a s  a  c o r re c ­
tiv e  m e a su re .
I t  is  m y  b e lie f  t h a t  i f  th is  a n a ly t i ­
c a l th e o r y  h a d  b e e n  a p p lie d  to  th e  a c ­
c o u n ta n t ’s g e n e ra l  p ra c t ic e  in  th e  
y e a r s  im m e d ia te ly  s u b s e q u e n t  to  th e  
W ar, we m ig h t  n o t find o u rse lv es  w ith  
c o m p le x  p ro b le m s  to  so lv e , su c h  a s  w e 
h a v e  a t  th is  t im e .
I f  I u n d e r s ta n d  c o r re c tly ,  th e  m e d i­
c a l p ro fe s s io n  o f to d a y  e n d e a v o rs  to  
d e te rm in e  a n d  re m o v e  th e  c a u se , r a ­
th e r  th a n  to  p ro c e e d  b l in d ly  in  a n  a t ­
te m p t  to  t e m p o r a r i ly  re m o v e  th e  e ffec t, 
a n d  I  se e  no  r e a s o n  w h y  s im ila r  p ro ­
c e d u re  sh o u ld  n o t  b e  a p p lie d  to  m o d ­
e r n  b u s in e s s  w h ic h  in  y o u r  p ro fe s s io n  
w o u ld  b e  th o r o u g h  a n a ly s is  w i th  r e c ­
o m m e n d a tio n s  f o r  im p ro v e d  m e th o d s  
o f  o p e ra t io n  t h a t  y o u r  c l ie n t  s h o u ld  
fo llo w  if  h e  is  to  su c c e e d  w i th o u t  s e r i ­
o u s  r e a c t io n  f ro m  th e  e ffec t.
B u s in e s s  is  b e c o m in g  m o re  a n d  
m o re  o f a  te c h n ic a l  p ro fe s s io n  to  r e ­
s u l t  in  th e  “ s u rv iv a l  o f  th e  f i t t e s t” ; 
i f  th e  s to c k m a n , f a r m e r  a n d  b a n k e r  o r  
b u s in e s s  m a n  is  to  su rv iv e , i t  is  m o s t 
e s s e n t ia l  t h a t  h e  c o n s ta n t ly  a c q u a in t  
h im s e lf  w i th  e v e ry  m in u te  d e ta i l  o f 
h is  b u s in e s s  b y  b e t t e r  a n d  c o n s ta n t ly  
im p ro v e d  m a n a g e m e n t.  I f  y o u r  c lie n t  
is a le r t  to  th is  n e c e s s i ty  w h e n  h e  co m ­
m a n d s  y o u r  se rv ic e , h e  e x p e c ts  f ro m
y o u  m u c h  m o re  t h a n  a  m e re  v e r if ic a ­
t io n  o f  h is  a c c o u n ts ,  a n d  i f  y o u  a r e  to  
e n la rg e  u p o n  y o u r  p ro fe s s io n , i t  is  
e s s e n t ia l  t h a t  y o u  se l l  h im  o n  th e  n e c ­
e s s i ty  o f  y o u r  c o n d u c t in g  a n  a u d i t  
t h a t  w ill  r e s u l t  in  a  c o m p le te  a n a ly s is  
o f h is  b u s in e s s  w i th  y o u r  re c o m m e n ­
d a tio n s  f o r  im p ro v e d  o p e r a t io n  s e t  o u t  
c le a r ly , c o v e r in g  e a c h  p a r t i c u la r  d e ta i l .
I n  th is  lo c a l ity ,  I  s u rm is e  m a n y  o f 
y o u r  c l ie n ts  a r e  p r o d u c e r s  o f l iv e s to c k  
a n d  a s s u m in g  t h a t  I  a m  c o r re c t,  I 
s h a l l  o f fe r  a  fe w  s u g g e s t iv e  p ro c e d u re s .  
T h is  c la s s  o f  a c c o u n tin g  a ffo rd s  y o u  
a n  u n l im ite d  fie ld  f o r  a n a ly s is .  P r o ­
d u c e rs  o f  l iv e s to c k  a re  q u ite  n a tu r a l ly ,  
a n d  m o s t  e s s e n t ia l ly  to o , a b so rb e d  
w ith  th e  d e ta i l  a n d  c a re  o f  t h e i r  p r o ­
d u c tio n , n o t  in f r e q u e n t ly  r e s u l t in g  in  
b l in d  p ro c e d u re  in s o f a r  a s  t h e i r  f in a n ­
c ia l  o p e r a t io n  is  c o n c e rn e d , a n d  m a n y  
t im e s  w i th o u t  d u e  r e g a r d  f o r  th e  p o s­
s ib i l i t ie s  o f  t h e i r  p r o d u c t .  T h is  m e th o d  
o f  o p e r a t io n  in a d v e r te n t ly  c o n tr ib u te s  
in  p ro s p e ro u s  t im e s  to  s u b s e q u e n t  d i f ­
f ic u lty  in  le s s  p ro s p e ro u s  t im e s ,  la rg e ly  
d u e  to  in c re a s e d  o u tp u t  a n d  in c re a s e d  
o v e rh e a d  w h ic h  r e s u l t s  in  t h e i r  r e ­
s e rv e  f o r  c o n tin g e n c ie s  b e in g  a b so rb e d  
in  o v e r -p ro d u c tio n , in e v i ta b ly  to  r e ­
s u l t  in  c o n tr ib u t io n  to  s e r io u s  t ro u b le ,  
o r  p e rh a p s  u l t im a te  f a i lu r e .
T h e  liv e s to c k  b u s in e s s ,  l ik e  a n y  
o th e r  b u s in e s s , i f  i t  is  to  b e  su c c e s s fu l,  
m u s t  o p e ra te  o n  a n  a v e ra g e  a n d  th e  
p ro d u c tio n  sh o u ld  n e v e r  e x ceed  t h a t  
a v e ra g e . I t  is  n o t  m y  in te n t io n  to  i n ­
f e r  t h a t  a n  a c c o u n ta n t  c a n  c o n tro l  
m a r k e t in g  c o n d it io n s  a n d  e n ti r e ly  
e l im in a te  m a r k e t  f lu c tu a tio n , b u t  I d o  
b e lie v e  h e  c a n  c o n tr ib u te  in  a  la r g e  
m e a s u re  to w a rd  im p ro v e m e n t  o f th is  
c o n d it io n  b y  e n d e a v o r in g  to  re c o m ­
m e n d  a n d  p la c e  in  o p e ra t io n  im p ro v e d  
ta c t ic s  so  t h a t  f lu c tu a t io n  m ay  b e  
s l ig h t  a n d  r e s u l t  in  l i t t l e  o r  no  d a m ­
a g e  to  h i s  l iv e s to c k  p ro d u c in g  c lie n t. 
R e s u l t  o f h is  w o rk  w o u ld  b e  n o tic e ­
a b le , i n  p a r t i c u l a r  if  h e  is in  a. p o s i­
t io n  to  o b ta in  su ffic ie n t c lie n te le  
a m o n g  t h a t  c la s s  o f  b u s in e ss .
I t  is  n o t  p re s u m e d  t h a t  y o u  co u ld  
e v e r  h o p e  to  p o sse s s  c o m p a ra t iv e  
k n o w le d g e  o f  a c tu a l  p ro d u c tio n  w ith  
th e  p r o d u c e r  h im s e lf ,  b u t  y o u  c a n  
m o s t a s s u r e d ly  c o n tr ib u te  to  h is  su c ­
cess if  y o u  w ill f a m il ia r iz e  y o u r s e lf  
w i th  h is  p o s s ib i l i ty  a n d  a d v ise  w ith  
h im  o n  t h a t  s u b je c t  in  o r d e r  t h a t  h e  
m ay  n o t  r u n  in to  f in a n c ia l  d iff ic u ltie s .
1 s t. T h e  r e s u l t  o f  y o u r  a n a ly s is  m ay  
d e te rm in e  t h a t  h is  c a p i ta l  s t r u c tu r e  is  
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S U P R E M E  C O U R T  O F  L O U IS IA N A ,
No. 28,966. S ta te  ex  re l.  A n th o n y  J .
T h o m a n  v. S ta te  B o a rd  of C ertified
P u b lic  A c co u n ta n ts . A p p eal fro m  th e
C iv il D is t r ic t  C o u rt, fo r  th e  P a r i s h  of
O rlean s.— H u g h  C. C age, Ju d g e .
O ’N e ill, C. J .
T h is  is  a  p ro c e e d in g  by  m a n d a m u s  
to  c o m p e l th e  S ta te  B o a rd  of C e rtif ied  
P u b l ic  A c c o u n ta n ts  to  is su e  to  th e  r e ­
l a to r  a  c e r t if ic a te  e n t i t l in g  h im  to  
p r a c t ic e  a s  a  c e r t if ie d  p u b lic  a c c o u n t­
a n t  a n d  to  u se  th e  in i t ia l s ,  C. P . A ., 
in  d e s ig n a t io n  o f  h is  p ro fe s s io n . T h e  
s u i t  is  b r o u g h t  u n d e r  S e c tio n  5, o f A c t 
136  o f 1 9 2 4 , p . 2 1 0 , w h ic h  p ro v id e s :
“ T h e  S ta te  B o a rd  o f C e r tif ie d  P u b ­
lic  A c c o u n ta n ts  o f  L o u is ia n a  m ay , in  
i ts  d is c re t io n , r e g is te r  th e  c e r t if ic a te  of 
a n y  C e rtif ie d  P u b l ic  A c c o u n ta n t  w h o  is  
th e  la w fu l  h o ld e r  o f  a  C e rtif ie d  P u b l ic  
A c c o u n ta n t’s  c e r t i f ic a te  is su e d  u n d e r  
th e  la w  o f  a n o th e r  S ta te ,  a n d  m a y  
is su e  to  s u c h  C e rtif ie d  P u b l ic  A c c o u n t­
a n t  a  c e r t if ic a te  w h ic h  s h a l l  e n t i t le  th e  
h o ld e r  to  p r a c t ic e  a s  s u c h  C e rtif ie d  
P u b l ic  A c c o u n ta n t  a n d  to  u se  th e  a b ­
b r e v ia t io n  ‘C. P . A .’ in  th is  S ta te ,  p ro ­
v id e d  t h a t  th e  S ta te  i s s u in g  th e  o r ig ­
in a l  c e r t if ic a te  g r a n ts  s im ila r  p r iv i ­
le g e s  to  th e  C e rtif ie d  P u b l ic  A c c o u n t­
a n ts  o f  t h i s  S ta te .”
T h e  r e la to r  is  th e  la w fu l  h o ld e r  o f 
a  c e r tif ie d  p u b lic  a c c o u n ta n t ’s c e r t if i ­
c a te  is su e d  b y  th e  S ta te  B o a rd  o f  A c­
c o u n ta n c y  o f  M iss is s ip p i, w h ic h  S ta te  
a c c o rd s  to  th e  c e r t if ie d  p u b lic  a c ­
c o u n ta n ts  o f L o u is ia n a  th e  sa m e  p r iv i ­
le g e  w h ic h  is  g r a n te d  b y  th is  S ta te  
u n d e r  S e c tio n  5 o f  A c t 1 36  o f  1 9 2 4 .
T h is  s u i t  w a s  d ism is se d  o n  a n  ex cep ­
t io n  o f no  c a u s e  o r  r i g h t  o f  a c t io n , 
th e  e x c e p tio n  b e in g  fo u n d e d  u p o n  th e  
p ro p o s i t io n  t h a t  th e  S ta te  B o a rd  of 
C e rtif ie d  P u b l ic  A c c o u n ta n ts  is  n o t  
c o m p e lle d , in  a n y  case , to  is su e  th e  
so -c a lle d  r e c ip ro c a l  c e r t if ic a te ,  b u t ,  a c ­
c o rd in g  to  th e  la n g u a g e  o f  th e  s t a tu te ,  
“ m ay , in  i t s  d is c r e t io n ,”  is su e  su c h  a 
c e r t if ic a te .  T h e  r e la to r  a p p e a le d  f ro m  
th e  d e c is io n ; a n d  th is  c o u r t  r e v e rs e d  
th e  ju d g m e n t ,  o v e r ru le d  th e  e x c e p tio n  
o f  no  c a u s e  o r  r i g h t  o f  a c t io n , a n d  
r e m a n d e d  th e  ca se  fo r  f u r t h e r  p r o ­
c e e d in g s . See S ta te  ex  re l .  T h o m a n  v. 
S ta te  B o a rd  o f  C e rtif ie d  P u b l ic  A c­
c o u n ta n ts ,  164  L a . 42 , 113 So. 757 .
T h e  r e a s o n  w h y  i t  w a s  h e ld  t h a t  th e  
r e l a to r ’s p e t i t io n  d id  d isc lo se  a  c a u se  
o f a c t io n  w a s  t h a t  h e  h a d  a lle g e d  t h a t  
th e  b o a r d ’s r e fu s a l  to  g r a n t  h im  a  r e ­
c ip ro c a l  c e r t if ic a te  w a s  w i th o u t  a n y  
r e a s o n ;  w h ic h  a l le g a t io n ,  i t  w a s  h e ld , 
w a s  th e  s a m e  a s  to  sa y  t h a t  th e  b o a rd  
h a d  a c te d  a r b i t r a r i l y  in  th e  m a t te r .
T h e  c ase  w a s  th e n  t r ie d  o n  i t s  m e r ­
its ,  in  th e  c iv il d i s t r ic t  c o u r t ,  a n d  th e  
ju d g e , f in d in g  t h a t  th e  b o a rd  h a d  n o t  
a c te d  a r b i t r a r i l y ,  b u t  h a d  e x e rc is e d  i ts  
d is c re t io n  f a i r l y  a n d  im p a r t ia l ly ,  r e ­
je c te d  t h e  r e l a to r ’s d e m a n d . H e  h a s  
a p p e a le d  a g a in .
I t  a p p e a r s  t h a t ,  b e fo re  th e  r e la to r  
a p p lie d  to  th e  L o u is ia n a  b o a rd  f o r  a  
so -c a lle d  C. P .  A . c e r t if ic a te ,  h e  a p ­
p lie d  f o r  a n d  w a s  g r a n te d  a  p u b lic  
a c c o u n ta n t ’s c e r t if ic a te ,  w h ic h , a c c o rd ­
in g  to  S e c tio n  1 o f  th e  s t a tu te ,  d o es  
n o t  e n t i t le  th e  h o ld e r  to  u se  th e  t i t l e ,  
o r  in i t ia l s ,  C. P .  A . W h e n  t h a t  a p ­
p l ic a tio n  w a s  m a d e , th e  b o a rd  in q u ir e d  
o f  th e  a p p l i c a n t ’s f o r m e r  e m p lo y e r  a s  
to  th e  a p p l i c a n t ’s f i tn e ss , e tc ., a n d  th e  
re s p o n s e  w a s  u n fa v o ra b le .  T h e  b o a rd  
c am e  to  th e  c o n c lu s io n , h o w e v e r , t h a t  
th e  e m p lo y e r ’s o b je c t io n  to  th e  g r a n t ­
in g  o f t h e  p u b lic  a c c o u n ta n t ’s  c e r t if i ­
c a te  w a s  th e  r e s u l t  o f  p re ju d ic e ,  a n d  
n o t  w e ll fo u n d e d , a n d  th e r e f o r e  th e  
b o a rd  g r a n te d  th e  p u b lic  a c c o u n ta n t ’s 
c e r t if ic a te .  T h e r e a f te r ,  in  th e  c o n s id ­
e r a t io n  o f a n  a p p lic a t io n  o f  a n o th e r  
p e rs o n  f o r  a  C. P . A . c e r t if ic a te ,  w h ic h  
th e  b o a rd  r e fu s e d  to  g r a n t  b e c a u se  o f 
a  t r a n s a c t io n  o n  th e  p a r t  o f  th e  a p ­
p l ic a n t  w h ic h  th e  b o a rd  d e e m e d  u n ­
e th ic a l ,  t h e  b o a rd  c am e  to  t h e  c o n ­
c lu s io n  t h a t  t h e  r e l a to r  in  t h is  c ase  
h a d  s a n c tio n e d  th e  t r a n s a c t io n  w h ic h  
th e  b o a rd  d e e m e d  u n e th ic a l .  T h e re ­
fo re , w h e n  th e  r e l a to r  a f te r w a r d s  a p ­
p lie d  f o r  a  C. P . A . c e r t if ic a te ,  th e  
b o a rd  m a d e  f u r t h e r  in q u ir ie s ,  th e  r e ­
s u l t  o f w h ic h  w a s  u n fa v o ra b le  to  th e  
r e la to r .  H e  w a s  in fo rm e d  o f  th e  co m ­
p la in t  a n d  w a s  a f fo rd e d  a n  o p p o r tu ­
n i ty  to  be  h e a rd .  In  fa c t ,  h e  d o es  
n o t  c h a rg e  in  t h is  s u i t  t h a t  h e  w as 
d e n ie d  a  h e a r in g  b y  th e  b o a rd .  A f te r  
th e  b o a rd  h a d  r e fu s e d  to  g r a n t  h im  
a  C. P . A. c e r t if ic a te ,  th e  b o a rd  w a s  
in fo rm e d  o f th e  c irc u m s ta n c e s  u n d e r  
w h ic h  th e  M iss is s ip p i b o a rd  h a d  is su e d  
i ts  C. P .  A. c e r t if ic a te ,  a n d  c am e  to  
th e  c o n c lu s io n  t h a t  th e  r e p r e s e n ta ­
t io n s  o n  w h ic h  th e  r e la to r  h a d  o b ­
ta in e d  t h a t  c e r t if ic a te  w e re  n o t  a ll  
t r u e .  T h re e  m e m b e rs  o f  th e  b o a rd  
w h o  te s ti f ie d  in  th is  c ase , b e in g  a  m a ­
jo r i t y  o f th e  m e m b e rs , d e c la re d  t h a t  
th e  in a c c u ra c ie s  in  th e  r e p re s e n ta t io n s  
o n  w h ic h  th e  r e la to r  o b ta in e d  h is  M is­
s is s ip p i c e r t if ic a te  w o u ld  be  a n  a d d i ­
t io n a l  re a s o n  w h y  th e  L o u is ia n a
b o a rd  w o u ld  r e fu s e  to  is su e  a  r e c ip r o ­
c a l  c e r t if ic a te .  T h e  a lle g e d  m is r e p r e ­
s e n ta t io n s  h a d  r e fe re n c e  to  th e  a p p li ­
c a n t ’s p a s t  e x p e r ie n c e  a s  a n  a c c o u n t­
a n t ,  a n d  a s  to  h i s  r e s id e n c e  in  M is­
s is s ip p i. W e  do  n o t  fin d  f ro m  th e  
e v id e n c e  t h a t  t h e r e  w a s  a n y  in te n ­
t io n a l  m is re p r e s e n ta t io n — if  in  f a c t  
th e r e  w a s  a n y  m is r e p r e s e n ta t io n  a t  a ll  
— to  th e  M iss is s ip p i b o a rd ;  n o r  do w e 
fin d  t h a t  th e  a p p e l la n t  is  n o t  a  m a n  
o f  g o o d  m o ra l  c h a r a c te r .  O n th e  t r i a l  
o f  t h i s  c a se  th e  e v id e n c e  w a s  so  co n ­
v in c in g  t h a t  i t  w a s  v i r tu a l ly  c o n ce d ed  
t h a t  h is  g e n e ra l  r e p u ta t io n  w a s  t h a t  
o f a  m a n  o f  g o o d  m o ra l  c h a r a c te r .  
O n th e  o th e r  h a n d , w e h a v e  no  r i g h t  
to  s u b s t i tu te  o u r  ju d g m e n t  f o r  t h a t  o f  
t h e  B o a rd  o f  C e rtif ie d  P u b l ic  A c c o u n t­
a n ts ,  a s  to  w h e th e r  th e  r e la to r  is 
w o r th y  o f  a  C. P . A. c e r t if ic a te . A ll 
t h a t  w e  h a v e  to  d e c id e  in  s u c h  c a se s  
is  w h e th e r  th e  b o a rd  d is c r im in a te d  
a r b i t r a r i l y  a g a in s t  th e  a p p lic a n t  f o r  a  
c e r t if ic a te ,  o r  e x e rc is e d  i t s  d is c re t io n  
f a i r ly  a n d  im p a r t ia l ly .  W h e th e r  th e  
b o a r d ’s ju d g m e n t  w a s  e x e rc is e d  w ise ly  
o r  u n w ise ly  is  n o t  fo r  u s  to  d e c id e . 
S ta te  ex  r e l .  E b e r le  v . S ta te  B o a rd  o f  
C e r tif ie d  P u b l ic  A c c o u n ta n ts ,  171 L a . 
— , 131  So. 32.
R e la to r  p le a d e d  in  th e  c iv il d i s t r i c t  
c o u r t  t h a t  S e c tio n  5 o f  A c t 136 o f  
1 9 2 4  w a s  u n c o n s t i tu t io n a l  in  so  f a r  a s  
i t  u n d e r to o k  to  g iv e  th e  b o a rd  th e  a b ­
s o lu te  d is c re t io n  e i th e r  to  g r a n t  o r  
w i th h o ld  r e c ip ro c a l  c e r t if ic a te s , o n  t h e  
g r o u n d  th a t ,  in  t h a t  re s p e c t ,  t h e  o b ­
je c t  o f  th e  s t a tu t e  w a s  n o t  e x p re s s e d  
o r  in d ic a te d  in  i t s  t i t le .  T h e  o b je c t  
e x p re s s e d  in  th e  t i t l e  o f  th e  a c t  o f  
1 9 2 4  is  m e re ly  to  a m e n d  a n d  r e -e n a c t  
th e  t i t l e  a n d  s e c tio n s  1, 2, 3, 4, 5, 6 , 
7 a n d  8 o f  A c t 125  o f 1 9 0 8 , e n t i t le d  
“ a n  A c t to  r e g u la te  th e  p ra c t ic e  o f  
P u b l ic  A c c o u n ta n t ,”  e tc . T h e  o n ly  
c h a n g e  m a d e  in  S e c tio n  5 o f  th e  A c t  
o f  1 9 0 8 , b y  th e  a m e n d m e n t  o f 1 9 2 4 , 
w a s  to  c a l l  th e  b o a rd  th e  S ta te  B o a rd  
o f  C e r tif ie d  P u b l ic  A c c o u n ta n ts ,  w h ic h  
w a s  c a l le d  th e  L o u is ia n a  S ta te  B o a rd  
o f  A c c o u n ta n ts ,  in  th e  A c t o f 1 9 0 8 . 
O u r  o p in io n  is  t h a t  th e  t i t l e  o f  t h e  
A c t o f  1 9 2 4  c o n ta in e d  a  su ffic ie n t in ­
d ic a t io n  to  m a k e  t h a t  c h a n g e  in  t h e  
law . T h e  r e la to r ,  h o w e v e r , is n o t  c o n ­
c e rn e d  w ith  th e  q u e s t io n  o f  c o n s t i tu ­
t io n a l i ty  o f  S e c tio n  5 o f th e  A c t o f  
1 9 2 4 , in  t h a t  re s p e c t ,  b e c a u se , if  S ec­
t io n  5 o f  th e  A c t o f  1 9 2 4  sh o u ld  b e  
d e c la re d  u n c o n s t i tu t io n a l ,  th e  c o r re ­
sp o n d in g  s e c tio n  o f th e  A c t o f  1 9 0 8  
w o u ld  p re v a il .
T h e  ju d g m e n t  is a ffirm ed .
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WE  a re  b re a k in g  o u r  ru le  a g a in s t  an o n y m o u s c o n tr ib u tio n s  ju s t  once to  r u n  th e  fo llo w in g  le t­t e r  s ig n e d  m ere ly  “M rs . O ld tim e r.” W e 
r e f r a in  fro m  a ll  a p p ro v a l o r  r e to r t .  W e 
r u n  i t  b ecau se  i t  is  in te r e s t in g ;  yo u  can  
m ak e  y o u r  ow n co m m en ts .
“ I  su p p o se  th e re  a r e  v e ry  few  w om en  
w ho  re a d  y o u r  d e p a r tm e n t. F o r  t h a t  
m a t te r  I  f e a r  t h a t  n o t  a ll th e  m en  to  
w h o m  y o u r  m ag a z in e  i s  se n t  re a d  i t . 
T h a t  is  th e i r  loss. O ld tim e r h a s  h is  
copy  se n t  to  th e  h o u se  b ecau se  h e  sa y s  
h e  n e v e r  cou ld  find t im e  to  re a d  i t  a t  
th e  office. T h a t ’s  h ow  I  cam e  to  re a d  it. 
S o m e tim es w h en  h e  w o u ld  be  r e a d in g  
th e  m ag a z in e  in te n tly , I ’d a sk  h im  w h a t 
w a s  so  in te r e s t in g  a n d  h e ’d a n sw e r, 
‘Oh, you  w o u ld n ’t  u n d e rs ta n d  if  I  to ld  
y o u .’ B u t one n ig h t  w h en  h e  seem ed 
to  be a lm o s t re a d y  to  c h u ck le  a lo u d , I 
a sk e d , a n d  w as  a s to n is h e d  w h en  he  
p a sse d  th e  t h in g  o v er to  m e a n d  sa id , 
‘I  th in k  you w o u ld  u n d e r s ta n d  th is . ’ I 
d o n ’t  k now  w h e th e r  y ou  w ill be f la tte re d  
o r  n o t w h en  I  te ll  you  th a t  I  d id  u n d e r­
s ta n d  an d  en jo y ed  i t .  A n d  now  I ’ve g o t­
te n  to  th e  p o in t w h e re  I  w a tc h  fo r  ‘th e  
m a g a z in e  w ith  th e  y e llo w  c o v e r’ a s  
M iss A dam s d e sc rib ed  i t  in  t h a t  c lev er 
ra d io  p lay le t.
“B u t th e  re a so n  I  am  w r i t in g  to  you 
is  n o t to  co m p lim e n t you . Y ou seem  to  
h a v e  a  tre m e n d o u s ly  w id e  a c q u a in ta n c e  
w ith  a c c o u n ta n ts , a n d  m ay b e  yo u  can  
te ll  m e  if  th e y  a re  a ll l ik e  m y  O ld tim er. 
I ’ve m e t so few  of h is  p ro fe ss io n a l col­
leag u es . E v en  h is  p a r tn e r s  r a re ly  com e 
to  th e  h o u se  o r w e go  to  th e ir s .  Once 
h e  to o k  m e to  a n  open  d in n e r-m ee tin g  
of th e  loca l so c ie ty , b u t  th e  food w as 
p o o r a n d  if  th e  sp eech es w e re  good I 
co u ld n ’t  u n d e rs ta n d  th em . L a s t su m m e r 
h e  h a d  p ro m ised  to  ta k e  m e  to  th e  Col­
o ra d o  c o n v en tio n s , b u t  h is  c lie n ts ’ b u s i­
n ess  w as so  b ad  a n d  co llec tio n s  so  d if­
ficu lt t h a t  h a d  w e gone  i t  w o u ld  h av e  
b een  P ik e s  P e a k  a n d  busted . So I  
m isse d  m y  ch an ce  of m e e tin g  yo u  a n d  
th e  r e s t  of th e  C. P . A .’s. B u t I  s t i l l  
liv e  in  h ope  of M em phis n e x t S ep tem ­
b er.
“H o w ev er h e re  I  am  w a n d e r in g  a ll 
over th e  m ap  an d  I  h a v e n ’t  a sk e d  ev en  
m y  f irs t  q u e s tio n  y e t. A re  a ll a c c o u n t­
a n ts  su c h  p e ss im is ts ?  I  d o n ’t  m ean  
g ro u c h e s ; a  n ic e r  m a n  th a n  m y Old- 
t im e r  n e v e r  liv ed  if  I  do say  i t  a f te r  
25 y e a rs . B u t h e  a lw ay s  looks on th e  
d a rk  sid e  of th in g s . A lw ays n e g a tiv e . 
S u sp ic io u s . ‘H ow  do I  know  i t  w o n ’t  
r a in  b e fo re  w e com e b ack  fro m  th e  p ic ­
n ic?  W e o u g h t to  ta k e  o u r  ra in c lo th e s . 
W h y  sh o u ld  I  be so  su re  o u r n ew  cook 
is  h o n e s t?  H o w  do  I  k n o w  h e r  fine  re f ­
e ren c es  w e re n ’t  fo rg ed ?  W h y  sh o u ld  I
w a s te  o ne  th o u g h t on  w h a t  I ’d do w ith  
t h e  n ew  c a r  th e  lodge  is  raffling  off? 
D on’t  I  re a liz e  t h a t  th e re  w e re  tw o  
th o u sa n d  ch an c es  so ld  a n d  th e  odds a re  
n in e te e n  h u n d re d  a n d  n in e ty -n in e  to  one 
a g a in s t  m e? ’
“A lw ay s so p rec ise ! I t  ju s t  ta k e s  th e  
joy  o u t of th in g s  to  h av e  som eone  a l ­
w ay s  p u t  th e  d a m p e r on  th e m  lik e  th a t .  
I  su p p o se  in  h is  w o rk  h e  m u s t  ta k e  
n o th in g  fo r  g ra n te d , b u t  do a ll  a c c o u n t­
a n ts  c a r ry  th e i r  w o rk in g  a t t i tu d e  in to  
th e  h om e? My h u sb a n d  say s  t h a t  he  
to o k  h is  one b ig  c h an c e  w h e n  h e  m a r ­
r ie d  m e; a n d  t h a t  o n ly  a  double-decked  
o p tim is t  w o u ld  g e t m a r r i e d ; b u t  h e  
sm ile s  w h en  he  say s  i t ,  so  I  w o n ’t  col­
lec t h is  life  in su ra n c e .
“H e ’s re a l  good a b o u t th e  h o u seh o ld  
b u d g e t. I  e x p ec ted  h e ’d lose  h is  p a ­
tie n c e  t r y in g  to  te a c h  m e to  r u n  a  check  
book a t  firs t, b u t  h e  to ld  m e I  w as easy  
co m p ared  to  so m e of h is  c lie n t’s book­
k e e p e rs ;  a n d  a s  lo n g  a s  I  d o n ’t  over­
d raw , e v e ry th in g  is  fine. B u t ev ery  
once in  a  w h ile  w h e n  I  m ak e  som e su g ­
g e s tio n s  a b o u t a n  e x tr a o rd in a ry  h o u se ­
h o ld  e x p e n d itu re  fo r  w h ic h  a n  a d d itio n a l 
a p p ro p ria tio n  is  re q u ire d , o u t com es h is  
e v e rsh a rp  a n d  I ’m  in  fo r  a  se ss io n  in  
co st a cc o u n tin g . A t th a t  i t  w a sn ’t  so 
b ad  u n t i l  h e  g o t a  coup le  of h o te ls  a n d  
r e s ta u r a n ts  to  a u d it  a n d  s ta r te d  in  to  
u se  m y  k itc h e n  fo r  a  la b o ra to ry  to  w o rk  
o u t sa v in g  sch em es fo r  h is  c lie n ts . I  
s to p p ed  th a t ,  b u t  h e  sp e n t so m u ch  tim e  
in  one h o te l s tu d y in g  a  sy s te m  of food 
c o n tro l th a t  h e  th in k s  h e  k n o w s how  to  
r u n  a  sy s te m  fo r  a  fa m ily  of five. T h e  
w o rs t  o f a ll t h a t  is, th a t  h e  d id  b r in g  
hom e a n d  in s ta l l  one good idea , b u t I 
w ish  I ’d n e v e r  l is te n e d  to  i t ,  becau se  
h e ’s b een  t r y in g  to  se ll m e o th e rs  ev er 
since . T a lk  a b o u t h ig h  sa le s  re s is ta n c e  
in  a c c o u n ta n ts ; yo u  o u g h t to  see  th is  
o ne’s w ife!
“N ow  I  hope  t h a t  I  h a v e n ’t  bo red  you 
an d  I  sh a ll  look  fo rw a rd  a n x io u s ly  to  
see  y o u r  a n sw e rs  in  th e  S h o p .”
A N D  th e n  th e re  w as th e  b e la ted  t r a v ­
e le r  w ho  ru sh e d  u p  to  th e  in fo rm a ­
tio n  d esk  in  P e n n  S ta tio n  a n d  b re a th ­
lessly  in q u ire d  “W h en  does th e  l a s t  t r a in  
leav e  fo r  C h icag o ” a n d  th e  c le rk  le i­
su re ly  tu rn e d  a ro u n d  a n d  a n sw e re d  ca lm ­
ly, “You sh o u ld  liv e  so  lo n g .”
“ H A V E you  n o tic e d ,” sa id  O ld tim er, 
“th e  fine sh o w in g  th e  C h a in  S to re s  
m ad e  la s t  y e a r? ”
“F in e  n o th in g ,” r e to r te d  D ash , “a ll 
th e  p u b lish ed  s ta te m e n ts  I ’ve  seen  h av e  
sh o w n  te r r if ic  fa ll in g  off in  p ro f its ; if  
n o t lo sse s ; m o st of th e m  w ere  over-ex­
p a n d ed  a n d  h a d  i t  c o m in g  to  th e m . 
M oreover, you  m u s t h a v e  n o ticed  s e v e ra l 
in so lv en c ies .”
“Y es,” a n sw e re d  O ld tim er, “ b u t n e v e r­
th e le s s  th e  c h a in s  a s  a  c la ss  d id  f a r  
b e tte r  in  1930 th a n  o th e r  r e ta i le r s  a n d  
th e y  a re  g o in g  to  c o n tin u e  to  do so. 
T h e  law  of a v e ra g e s  is  th e  one la w  t h a t  
c a n n o t be defied o r re p ea le d  a n d  th e  
c h a in s  h a v e  th e i r  fo u n d a tio n s  on  i t .  T h e  
b ig g e r  th e  c h a in , th e  w id e r  th e  t e r r i to ry  
i t  co v ers, th e  b e t te r  th e  law  en fo rce s  
i ts e lf . No m a t te r  how  m u c h  t h a t  m a n  
in  L o u is ia n a  fu lm in a te s  a g a in s t  th e m , 
th e y  a r e  th e  d o m in a n t fo rce  in  A m e ric an  
b u s in e ss  to d ay . W h a t th e  w h o le  w o rld  
n eed s is  b e t te r  d is t r ib u t in g  m eth o d s  a n d  
th e  c h a in s  a re  th e  b e s t fo u n d  to  d a te .”
“W ell, th e y  a r e n ’t  v e ry  p o p u la r ,” sa id  
B lan k , “ i t  seem s a s  th o u g h  e v e ry  S ta te  
is  p a s s in g  law s to  h a m p e r  th e m . K e n ­
tu c k y  h a s  a  fine fig h t on  h e r  h a n d s  now  
in  th e  c o u r ts .”
“T ru e  en o u g h ,” re p lie d  O ld tim er. “B u t 
t h a t  m e re ly  m ea n s  t h a t  th e y  a re  u n ­
p o p u la r  w i th  th e  m e rc h a n ts  w ho  a re  o r­
g an ized . T h e  c o n su m e rs  w ho  u t te r ly  
lack  o rg a n iz a tio n  p a tro n iz e  th e  c h a in s  
e v e r y  t im e  th e y  can . I t ’s  f a i r  en o u g h , 
to o .”
“ L is te n ,” sa id  S ta r ,  “w e can  a rg u e  
a b o u t th is  a ll  n ig h t  a n d  g e t n o w h ere . 
I  c an  sy m p a th iz e  w ith  th e  m e rc h a n ts , 
b ecau se  e v e ry  tim e  a  c h a in  ru in s  o r 
b u y s o u t a n  in d ep e n d en t, w e sm a ll  a c ­
c o u n ta n ts  lose  a  c lie n t to  one of th e  
b ig  firm s lik e  O ld tim e r’s. B u t h o n e s tly , 
I  d o n ’t  see h o w  th e y  c an  be  sto p p ed . So 
l e t ’s t a lk  a b o u t so m e th in g  e lse .”
“Y eah ,” s a id  th e  K id , “b u t  if  c h a in  
s to re s  a re  so  im p o r ta n t  in  o u r  econom ic  
sy s tem , i s n ’t  i t  a b o u t tim e  th e  e x a m in ­
in g  b o a rd s  of a c c o u n ta n ts  go t h ep  to  it. 
I ’ve been  t r y in g  to  find in  a  h a lf  dozen 
p ro b lem  c o m p ila tio n s  a  s in g le  p ro b lem  
in  c h a in  s to re  acc o u n tin g , a n d  n o t a  
one h a v e  I  fo u n d . A  few , v e ry  few , 
q u e s tio n s  in  th e o ry  o r a u d it in g ;  b u t  n o t 
a  p ro b lem .”
“ Seem s to  m e I ’ve seen  q u ite  a  n u m ­
b e r  of p ro b lem s a b o u t b ra n c h e s ,” sa id  
D ash .
“B ra n c h e s ; s u re ;  b ra n c h e s ; b u t n o t a 
re a l c h a in  s to re  p ro b lem ,” th e  K id  re ­
to r te d . “T h e re ’s a  w o rld  of d ifference  
b e tw een  a  m ere  fa c to ry  o r sa le s  b ra n c h  
a n d  a  re a l ch a in , e v en  if  a  sm a ll one. 
T h e  p ra c t ic a l  p ro b lem s w h ic h  c o n fro n t 
a n  a c c o u n ta n t  a re  q u ite  d iffe re n t; a sk  
O ld tim e r; h e  k n o w s .”
“Y es; I  do  k n o w ,” sa id  O ld tim er, “a n d  
I th in k  th e  K id  h a s  m ad e  a  sh re w d  ob­
se rv a tio n . I  k n o w  th a t  I  h a v e  h a d  to  
do a  lo t o f  in s t r u c t in g  o f m y  s ta ff  in  
c h a in  s to re  w o rk . T h ey  h a v e  on ly  th e  
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T H E  su b je c t “R ese rv es , D ep rec ia ­tio n  a n d  C o n se rv a tio n  of E a r n ­in g s” is  in  r e a l i ty  a  th ree -in -o n e  
su b jec t. A lth o u g h  th e y  a re  k in d re d  in  
n a tu re ,  e ach  is  of su ffic ien t im p o rta n c e  
t h a t  one co u ld  e as ily , a n d  p ro fitab ly , too, 
sp en d  on  i t  se v e ra l tim e s  th e  a llo tte d  pe­
rio d . T h e  su b jec t, of co u rse , is  p r im a r i ly  
one of g e n e ra l a cc o u n tin g .
G e n era lly  sp e a k in g , “ S u rp lu s ” re p re ­
s e n ts  th e  excess of a s se ts  p ro p e rly  v a lu ed  
o v er l ia b i li t ie s  a n d  c a p ita l  s to ck . In  
b a n k in g , how ever, one u su a lly  h a s  be­
s id es  “C a p ita l,” “ S u rp lu s ,” “U n d iv id ed  
P ro fits ,” “R e se rv e s” a n d  “ In co m e a n d  E x ­
p en se .”
On acc o u n t of th e  v a r ia n c e  in  th e  use  
o f th e s e  a c c o u n ts  ev en  a m o n g  b a n k s , I 
h a v e  e lec ted  to  u se  th e  te rm  “ S u rp lu s” 
a s  re p re s e n tin g  “ S u rp lu s ,” “U n d iv id ed  
P ro fits ,” a n d  “In co m e a n d  E x p e n se ” a c ­
c o u n ts ;  a n d  to  t r e a t  “ R e se rv e s” s e p a ra te ­
ly, s in ce  i t  is th e  o n ly  one w h ich  I  am  
p e rm it te d  to  d iscu ss.
W h ile  co m m e rc ia l c o n ce rn s  u su a lly  
close “ In co m e  a n d  E x p e n se ” a cc o u n ts  in ­
to  a  c u r re n t  “P ro fit a n d  L o ss” acco u n t, 
a n d  in  tu rn ,  close th e  b a la n ce  d ire c t to  
“ S u rp lu s ,” a  b a n k  m ak e s  u se  of a n  “ U n­
d iv id ed  P ro f its” acco u n t, n o t co m m only  
fo u n d  a m o n g  c o m m erc ia l co n cern s. B an k s  
c u s to m a r ily  close th e  “ In co m e a n d  E x ­
p e n se ” acc o u n t in to  “U n d iv id ed  P ro f its” 
a cc o u n t a n d  m ak e  o n ly  o ccas io n a l e n tr ie s  
to  “ S u rp lu s ,” a n d  th ese  a re  u su a lly  in  
ro u n d  a m o u n ts  a n d  o n ly  on sp ec ia l re so ­
lu tio n s  of th e  B o a rd  of D ire c to rs .
P ro b a b ly  th e re  is  no  te rm  in  acc o u n t­
in g  te rm in o lo g y  th a t  is  u sed  w ith  so 
w id e  a  ra n g e  o r v a r ia t io n  of m ea n in g , 
a n d  a t  th e  sam e  tim e , is  less u n d e rs to o d  
by  th e  p u b lic  a n d  by  b u s in e ss  m en  th e m ­
selves, th a n  th e  te rm  “R e se rv e .”
“R e se rv e ” is  a n  acc o u n t t h a t  h a s  been  
in  u se  b y  c o m m erc ia l c o n ce rn s  fo r  a  co n ­
s id e ra b le  t im e ; h o w ev er, u n t i l  a  com ­
p a ra t iv e ly  re c e n t  tim e , i t  v e ry  se ldom  a p ­
p e a re d  in  th e  s ta te m e n ts  of f in an c ia l con­
c ern s. “R e se rv e ” d e n o te s  so m e th in g  h e ld  
back .
I t  h a s  been  a  p ra c tic e  of lo n g  s ta n d in g  
a m o n g  b a n k e rs  to  c h a rg e  d ire c t  to  ex ­
p en se  a ll  ite m s  of f u r n i tu r e  a n d  f ix tu re s , 
s ta tio n e ry  a n d  su p p lies , e tc ., w h e n  p u r ­
ch ased . B a n k  b u ild in g s  w h e n  p u rc h a se d  
o r e re c te d  w e re  c a p ita liz e d  to  re m a in  
w ith o u t  ch an g e  u n t i l  som e o u ts ta n d in g  
y e a r  o r a f te r  a  n u m b e r of p ro fita b le  y e a rs  
th e  a s se t w as  m a te r ia lly  w r i t te n  dow n o r 
p o ss ib ly  e lim in a te d  e n tire ly .
N o e n try  fo r  ta x e s  o r in te re s t  p a id  ap ­
p e a re d  on  th e  books th ro u g h o u t th e  y e a r  
u n t i l  th e  d ay  cam e  fo r  p a y m e n t, w h en
A n a d d re ss  d e liv e re d  a t  th e  M id-W est­
e rn  B a n k  M a n a g em en t C onference, K a n ­
sa s  C ity , M isso u ri, M arch  20, 1931, by  
F re d  L. D u n n , V ice -P re sid en t, F i r s t  N a­
tio n a l  B a n k  a n d  T r u s t  C om pany , T u lsa , 
O k lahom a.
th e  a m o u n t w as  d isb u rse d  a n d  c h a rg e d  
d ire c t to  expense. “ R ese rv e  fo r L o sses” 
w as n o t u sed  ev en  w h en  i t  w as k n o w n  
d e fin ite ly  t h a t  lo sses w e re  a c c ru in g  even  
in  c o n s id e ra b le  a g g reg a te .
P e rh a p s  a t  th e  en d  of th e  y e a r , in  
som e of th e  m o st o u ts ta n d in g  in s tan c es , 
a  b a n k  w ou ld  w r i te  dow n  c e r ta in  b o nds 
an d  s e c u ri t ie s  to  a g ree  w ith  th e  th e n  
m a rk e t  v a lu e , th e  c o n tra -e n try  in c re a s in g  
or d e c re a s in g  a  p ro fit a cco u n t. C re a tin g  
a  re se rv e  fo r c o n tin g e n c ie s  w as a  th in g  
th a t  ju s t  s im p ly  h a d  n o t com e in to  e x is t­
ence. H o w ev er, c o m p e tit io n  a n d  th e  vol­
u n ta ry  re n d it io n  of free  se rv ice  on th e  
p a r t  of u n in fo rm e d  b a n k e rs  h a s  p a re d  th e  
n e t p ro fits  to  th e  p o in t th a t  ex p en se  ite m s 
m u s t be reck o n e d  w ith  b e fo re  th e  d a te  
of a c tu a l  d isb u rse m e n t. A s a  re s u l t  of 
th e  use  a n d  s te a d y  g ro w th  of a c c ru a l ac ­
c o u n tin g  a n d  of th e  p a ssa g e  a n d  p ra c tic e  
in  re c e n t y e a rs  of th e  F e d e ra l T ax  L aw s, 
re se rv e s  fo r  v a r io u s  p u rp o se s  a re  q u ite  
co m m only  fo u n d  on th e  s ta te m e n ts  of 
b a n k s  a n d  fin an c ia l co n cern s.
A f te r  re a d in g  co m m en ts  of v a r io u s  a u ­
th o rs  a n d  fro m  m y  ow n a n a ly s is  of “R e­
se rv es ,” I  h a v e  com e to  th e  co n clu sio n  
th a t  th e re  a re  g e n e ra lly  th re e  c la sses  of 
re se rv e s . T h ey  a re  so c lassed  because  
th e y  se rv e  p u rp o se s  w ith  th re e  d is t in c t  
a n d  d iffe re n t n a tu re s .
1. A sse t E v a lu a tio n  A llow ances (R e ­
se rv e s ) .
2. A ccru ed  L ia b ili t ie s  (R e se rv e s ) .
3. Spec ia l U n d iv id ed  P ro fits  A p p ro p ria ­
t io n s  (R e se rv e s ) .
You w ill n o tic e  th a t  I  h av e  u sed  th e  
te rm  “A llo w an ces” to  r e p re se n t  a ll a sse t 
e v a lu a tio n s  o r a d ju s tm e n ts  w h ich  sh o u ld  
be d ed u cted  fro m  th e  a sse t. “A ccru ed  L i­
a b il i t ie s ” re p re s e n t  ex p en ses th a t  h av e  ac­
tu a l ly  m a tu re d . I  believe, a n d  I  am  su p ­
p o rted  by  good a u th o r i ty ,  th a t  th e  u se  of 
“R e se rv e s” sh o u ld  b e  confined  to  re p re ­
se n t a p p ro p ria tio n s  o r  a llo c a tio n s  of n e t 
p ro fits  o r u n d iv id e d  p ro fits .
E v a lu a tio n  R e se rv e s
E v a lu a tio n  R e se rv es  in c lu d e  a ll  re se rv e s  
t h a t  r e p re s e n t  s h r in k a g e  in  a s se t  v a lu es , 
su ch  a s  re se rv e  fo r  d e p re c ia tio n  on ac ­
c o u n t of w e a r  a n d  te a r ,  re se rv e  fo r  deple­
tio n , re se rv e  on acc o u n t of obsolescence, 
re se rv e  fo r  b a d  d e b ts  a n d  acco u n ts , re ­
se rv e  on acc o u n t of d ec rease  in  m a rk e t
v a lu e  of se c u rit ie s . E v a lu a t io n . R e ­
se rv es  a re  s im p ly  su sp en d ed  c re d its  to  
a s se t  a cc o u n ts  w h ic h  w ill, w h en  a p p lie d , 
re d u ce  th e  c a r ry in g  v a lu e  of th e  a s s e t  
to  a n  a m o u n t eq u a l to  t h a t  w h ic h  th e  a s ­
se t h a s  b een  w o rn  ou t, co nsum ed , a n t i ­
q u a ted , o r  o th e rw ise  le ssen ed  in  v a lu e .
A llo w a n c e  fo r  D ep rec ia tio n
A n a llo w an ce  fo r  D e p re c ia tio n  sh o u ld  
be  c o n s id e re d  a s  a  sh r in k a g e  in  v a lu e  r e ­
s u l t in g  fro m  th e  u se  of a  fixed a s se t ,  
c la ssed  a s  a n  o p e ra tio n  ex pense, a n d  
sh o u ld  be  d ed u c ted  fro m  g ro ss  p ro fit. I n  a  
m a n u fa c tu r in g  e n te rp r is e , d e p re c ia tio n  i s  
a  p a r t  of th e  m a n u fa c tu r in g  cost.
N o s ta te m e n t  o f n e t  p ro fit c an  be  m a d e  
a c c u ra te ly  u n t i l  d e p re c ia tio n  is  a cc o u n te d  
fo r. I f  you  h a v e  n o t su ffic ien tly  p ro v id e d  
fo r  d e p re c ia tio n  in  fix in g  y o u r  s e l lin g  
p rice  of b a n k  se rv ice , th e n  you  a re  in  
effect lo s in g  a  p a r t  of y o u r  in v e s tm e n t in  
b u ild in g , f u r n i tu r e  a n d  f ix tu re s , e tc ., e a c h  
tim e  yo u  m ak e  a  loan , c a sh  a  check , o r  
a d m in is te r  a n  e s ta te . On th e  o th e r  h a n d , 
if a n  excessiv e  r a te  h a s  b een  ap p lied , y o u  
a re  th e n  p e n a liz in g  y o u r  ow n c o m p e ti­
t iv e  s i tu a t io n  by  o v e r-p ric in g  y o u r  
se rv ices.
M any  in d u s tr ie s  a re  u rg in g  th e  e s ta b ­
l is h m e n t a n d  p u b lic a tio n  of s ta n d a r d  
r a te s  of d e p re c ia tio n  fo r  th e  in flu en ce  
th e y  m ay  h av e  on  m em b ers of th e  in d u s ­
t r y  w ho  a re  m a k in g  in a d e q u a te  a llo w ­
ance  fo r  d e p rec ia tio n . E v e ry  b u s in e s s  
h a s  su c h  m em b e rs  w ho  do n o t  c o n s id e r  
d e p re c ia tio n  in  c o m p u tin g  p ro d u c tio n  
co sts  a n d  se llin g  p rice s . T h ese  m e m b e rs  
a re  v e ry  u n d e s ira b le  c o m p e tito rs  f ro m  
th e  v e ry  t im e  th e y  com m ence  o p e ra t io n s  
of th e i r  b u s in e ss  u n t i l  th e y  a re  e lim in ­
a te d  by  c a p ita l  c o n su m p tio n  a n d  c re d i t  
e x h a u s tio n .
T h e  B u re a u  of In te r n a l  R ev en u e  r e ­
g a rd s  d e p re c ia tio n  a s  a n  ex p en se  w h ic h  
m ay  be d e d u c ted  fro m  e a rn in g s ;  th e r e ­
fo re , i t  is  e sse n tia l  t h a t  fu ll  a n n u a l  de­
p re c ia t io n  a s  a llow ed  by th e  d e p a r tm e n t  
be c a re fu lly  co m p u ted  a n d  ta k e n . M a n y  
h a v e  a n  e rro n e o u s  id e a  t h a t  th e  B u re a u  
h a s  e s ta b lish e d  c e r ta in  in flex ib le  r a te s  o f 
d e p rec ia tio n .
Q u o tin g  fro m  a  r e p r in t  in  a  b u lle t in  o f 
th e  A m e ric a n  A p p ra isa l  C om pany  of M il­
w a u k ee : “ T h e  p u rp o se  of th e  B u re a u  of 
I n te r n a l  R ev en u e  is  to  d e te rm in e  flex ib le  
s ta n d a rd s  of d e p rec ia tio n , n o t e s ta b lish  
r a te s  fro m  w h ic h  no  d e v ia tio n  w ill b e  p e r­
m itte d . A ny  in flex ib le  ru le  w ill w o rk  
som e in ju s tic e  a s  th e re  w ill be n u m e ro u s  
ex cep tio n s  to  a lm o s t a n y  ru le  of th a t  n a ­
tu re .  T h e  p la n  is  to  d e te rm in e  a v e ra g e  
r a te s  of d e p re c ia tio n  w h ich  w ill be ac ­
138 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T May,
c ep ted  by  th e  C o m m iss io n e r of In te r n a l  
R e v en u e  w ith o u t  s u b s ta n t ia t io n  a n d  w ith ­
o u t  a d ju s tm e n t,  a n d  to  re q u ire  s u b s ta n t ia ­
t io n  in  p ro p o r t io n  to  th e  d e p a r tu re  o f th e  
r a te s  u se d  fro m  su c h  a v e ra g e  ra te s .  No 
re a so n a b le  r a te  of d e p re c ia tio n  w ill be 
p ro h ib ite d , a n d  w ith in  a  c e r ta in  ra n g e  of 
th e  a v e ra g e  r a te s  l i t t l e  s u b s ta n t ia t io n  w ill 
be  re q u ire d . R e su lts  a v a ila b le  f ro m  s tu d ­
ie s  n ow  in  p ro g re s s  in d ic a te  t h a t  a  v a r ia ­
t io n  o f one-fifth  in  e i th e r  d ire c tio n  fro m  
th e  a v e ra g e  r a te  w ill  u su a lly  c o v e r n o r ­
m al v a r ia t io n s  b o th  in  o p in io n  a n d  a s  to  
c o n d itio n s  o f  u se . T h u s , w ith  a  five-year 
a v e ra g e  life , v a r ia tio n s  f ro m  fo u r  to  s ix  
y e a rs  w o u ld  be  p e rm iss ib le , fo r  a  ten - 
y e a r  a v e ra g e  life , th e  v a r ia t io n  w o u ld  
r a n g e  f ro m  e ig h t  to  tw e lv e  y e a rs , a n d  
w ith  a  fifty -y ear a v e ra g e  u se fu l life , th e r e  
w o u ld  b e  a  p e rm iss ib le  v a r ia t io n  fro m  
fo r ty  to  s ix ty  y e a rs , a ll  on  th e  b a s is  of a  
o n e-fifth  v a r ia t io n  in  e i th e r  d ire c tio n  
f ro m  th e  a v e ra g e  r a te s .  W ith in  su c h  a  
r a n g e  th e  o n ly  s u b s ta n t ia t io n  re q u ire d  
fo r  th e  c o n s is te n t  u se  of a n y  r a te  of de­
p re c ia t io n  se lec ted , w ill be  a  s ta te m e n t 
of g e n e ra l c o n d itio n s  w h ic h , in  th e  o p in ­
io n  o f th e  ta x p a y e r , r e s u l ts  in  a  d e te r io ­
r a t io n  of h is  a s se ts  a t  a  r a te  g re a te r  o r  
s m a lle r  th a n  th e  a v e ra g e  r a te  of d ep rec i­
a t io n  in  h is  in d u s try .  W h en  r a te s  of 
d e p re c ia tio n  m o re  o r  less  th a n  th e  n o rm a l 
r a n g e  a r e  u sed , i t  w ill b e  n e c e ssa ry  to  
fu r n is h  a  specific  a n d  c o n v in c in g  s ta te ­
m e n t o f th e  a b n o rm a l c o n d itio n s  w h ich  
m a k e  su c h  r a te s  re a so n a b le . I t  w ill be  
d e s ira b le  to  h a v e  a s  m a n y  a s  p o ss ib le  of 
th e s e  a b n o rm a l c o n d itio n s  s ta te d  in  p u b ­
l ish e d  co n clu sio n s, to g e th e r  w i th  a d ju s t ­
m e n ts  w h ic h  a n  in d u s try  c o n s id e rs  r e a ­
so n a b le  in  v iew  o f su c h  a b n o rm a li t ie s ;  
b u t  th is  is  n o t  e s se n tia l ,  a s  th e  in d iv id ­
u a l  ta x p a y e r  w ill a lw ay s  h a v e  th e  o ppor­
tu n i ty  to  d e p a r t  f ro m  th e  a v e ra g e  r a te s  
w h e n  u n u su a l  c o n d itio n s  a p p ly  to  h is  
specific  case .”
S u c h  a c c o u n ts  a s  re se rv e s  fo r  d e p rec ia ­
t io n  oh  b u ild in g , v a u lt ,  a n d  e q u ip m e n t 
re p re s e n t  sh r in k a g e s  in  a s se t  v a lu e s  an d  
o n ly  w h e n  m a k in g  a  s ta te m e n t  sh o u ld  
th e y  be  d e d u c ted  fro m  th e  a s se t  ac­
c o u n ts  to  w h ic h  th e y  a p p ly . T h e  a d v a n ­
ta g e  in  s e t t in g  u p  a  re se rv e  fo r  d e p re c ia ­
t io n  o n  th e s e  fixed a s se ts  o v er c re d itin g  
th e  e s t im a te d  d e p re c ia tio n  to  th e  a s s e t  a c ­
c o u n ts  a t  th e  e n d  of each  y e a r , is  t h a t  
t h e  b a la n c e s  o f th e  a s s e t  a c c o u n ts  w ill a t  
a ll  t im e s  r e p re s e n t  th e  a c c u m u la te d  co sts  
o f su c h  i te m s  o f a s s e t  v a lu e  a s  a r e  s t i l l  
o n  h a n d  a n d  th e  b a la n c e s  of th e  re s e rv e s  
fo r  d e p re c ia tio n  a cc o u n ts  w ill r e p re se n t  
a cc u m u la te d  d e p re c ia tio n  on th e  sa m e  a s ­
se ts . T h is  in fo rm a tio n  is  n e c e ssa ry  if  
a n n u a l  d e p re c ia tio n  is  to  be c o m p u te d  a s  
a  p e rc e n ta g e  o f th e  co st of th e  a s se t 
b a se d  on  i t s  u se fu l life .
I t  w o u ld  b e  r id ic u lo u s  to  s a y  th a t  if  
tw o  b a n k s  h a d  th e  sa m e  a m o u n ts  of 
p ro f its  a n d  of d e p re c ia tio n  a n d  one c red ­
i te d  d e p re c ia tio n  to  th e  a s s e t  a cco u n ts ,
w h ile  th e  o th e r , w h e n  re n d e r in g  a  s ta te ­
m en t, p e rm it te d  th e  re se rv e  to  be  ad d ed  
to  th e  u n d iv id e d  p ro fits , t h a t  th e  t r u e  u n ­
d iv id ed  p ro fits  of th e  l a t t e r  w e re  la rg e r  
th a n  th e  u n d iv id e d  p ro fits  o f th e  fo rm er.
A llo w a n c e  f o r  D e p le t io n  
A llo w an ces fo r  D e p le tio n  a r e  u sed  by  
oil, m in in g  a n d  q u a r ry in g  e n te rp r is e s  to  
m e a su re  th e  d ec re ase  in  v a lu e  of m in ­
e r a l  d e p o sits  a s  a  r e s u l t  of o p e ra tio n . De­
p le tio n  re se rv e s  a re  m e n tio n e d  h e re , n o t 
b ecau se  th e y  a re  co m m o n ly  o r e x te n s iv e ly  
u se d  in  b a n k s , b u t  m e re ly  to  co m p le te  th e  
l is t  of c la sses  of E v a lu a t io n  R ese rv es. 
H o w ev er, in  g e n e ra l, m u ch  of th e  sam e  
lo g ic  a s  to  m e th o d s  in  c a lc u la tin g  a n d  
a c c o u n tin g  o b ta in  h e re  as in  d e p rec ia tio n .
A llo w a n c e  f o r  O b so le sc en c e  
O bsolescence, w h e re v e r  i t  e x is ts , is  a s  
su re ly  a  fo rm  of d e te r io ra t io n  a s  d e p re ­
c ia tio n , a n d  fo r  w h ic h  E v a lu a tio n  R e ­
se rv es  sh o u ld  b e  c re a te d .
O bsolescence is  a llo w ed  by  law  a s  a  de­
d u c tio n  fro m  ta x a b le  incom e, a s  a  p a r t  
of, o r  in  a d d it io n  to , d e p rec ia tio n . T w o 
p r in c ip a l  ty p e s  of obso lescence a re  g e n e r­
a lly  reco g n ized ; th e  f irs t, a  su d d e n  lo ss of 
u se fu l v a lu e  b ro u g h t a b o u t b y  som e re v o ­
lu tio n a ry  ch an g e , a n d  th e  second , a  g ra d ­
u a l re d u c tio n  of u se fu ln e s s  d u e  to  th e  cu ­
m u la tiv e  effect of sm a ll im p ro v e m e n ts  or 
ch an g es, n o  o ne  of w h ic h  is  in  i ts e lf  suffi­
c ie n t to  r e s u l t  in  co m p le te  obsolescence. 
T h e  d e p re c ia tio n  sc h e d u le s  a re  b ased  
u p o n  th e  e s t im a te d  u se fu l life  in  y e a rs  
t h a t  th e  ex p erien ce  a n d  o p in io n  of a n  
in d u s try  in d ic a te  fo r  e ac h  d ep rec iab le  a s­
se t, re g a rd le s s  of w h e th e r  th e  u se fu l life  
is te rm in a te d  b y  o bso lescence  o r by  o th e r  
d e te r io ra t io n . A c co u n tin g  p r in c ip le s  an d  
m e th o d s  s im ila r  to  d e p re c ia tio n  a lso  
ap p ly  h e re .
A llo w a n c e  f o r  B a d  D e b ts  
In  a  c o n se rv a tiv e ly  o p e ra ted  b a n k  a  
re se rv e  fo r  b a d  d e b ts  is  u su a lly  a d v isab le , 
fo r , a f te r  a ll  lo a n s  a n d  s e c u ri t ie s  k n o w n  
to  be  w o r th le s s  a re  c h a rg e d  off, e x p e rien c e  
h a s  sh o w n  t h a t  a  p a r t  of th o se  u n co llec ted  
a t  th e  en d  o f th e  y e a r  su b seq u e n tly  w ill 
be  lo st. T h ese  lo an s  a n d  s e c u r i t ie s  can  
n o t  b e  c h a rg e d  off a t  th e  e n d  of th e  y e a r  
b ecau se  th e i r  id e n t i ty  is  n o t  th e n  k n o w n . 
H ow ever, th e  sam e  n e t  re s u lt ,  a s  f a r  a s  
s ta te m e n ts  of o p e ra t io n  a n d  b a lan ce  
sh e e ts  a re  co n ce rn ed , c a n  be  se c u re d  by  
s e t t in g  u p  a  re se rv e  fo r  b a d  d eb ts , th e  
a m o u n t of w h ic h  sh o u ld  be  b ased  on  p a s t  
e x p erien c e  to g e th e r  w i th  e s t im a te  based  
on c u r re n t  p o s itio n . 
T h e  B u re a u  of I n te r n a l  R e v en u e  p e r ­
m its  ta x p a y e rs  to  d e d u c t f ro m  in co m e a  
re a so n a b le  a d d it io n  to  th e  re se rv e  fo r  b ad  
d eb ts , p ro v id in g  i t  is  re a so n a b le  a n d  
b ased  on p a s t  ex p erien c e . T h e  com m on 
p ra c tic e , h o w ev er, is  to  c h a rg e  th e  a c tu a l 
b a d  d eb ts  a g a in s t  th e  re s e rv e  p ro v id ed  
a n d  th e  c h a rg e s  a g a in s t  th e  re se rv e  a re  
t r e a te d  a s  a  d e d u c tio n  fro m  in co m e  fo r
th e  p u rp o se  of th e  F e d e ra l  In co m e  T ax . 
In  o rd e r  to  ch an g e  f ro m  o n e  of th e  a fo re ­
m e n tio n e d  m e th o d s  to  th e  o th e r , i t  is  
n e c e ssa ry  to  o b ta in  p e rm iss io n  to  do so  
f ro m  th e  C o m m iss io n e r o f I n te r n a l  R ev ­
en u e  a t  le a s t  t h i r t y  d ay s  p r io r  to  th e  
c lo s in g  of th e  books fo r  th e  fiscal y e a r .
Allowance fo r Decrease in  V alue of 
Securities
I f  se c u rit ie s , h e ld  a s  a n  in v e s tm e n t 
a n d  c a r r ie d  a t  cost, d ec rease  in  v a lu e , 
p ro fit a n d  lo ss  o r  u n d iv id e d  p ro fits  is  
so m e tim es c h a rg e d , a n d  a n  acc o u n t ca lled  
“R e se rv e  fo r  D e p re c ia tio n  in  M a rk e t 
V a lu e  of S e c u r it ie s ” is  c re d ite d  fo r  th e  
a m o u n t o f th e  sh r in k a g e . T h is  p ro c ed u re  
is  p re fe ra b le  to  w r i t in g  th e  a s se t a cc o u n t 
dow n to  m a rk e t  v a lu e , fo r  th e  re a so n  t h a t  
th e re  is  u su a lly  n o  a llo w ab le  d e d u c tio n  
f ro m  ta x a b le  in co m e  u n t i l  a  lo ss  h a s  
been  in c u r re d  a s  th e  r e s u l t  of a  sa le  o r  
u n t i l  th e  s e c u ri t ie s  h a v e  becom e w o r th ­
less.
I t  is  im p o r ta n t  to  re co g n ize  th e  d is t in c ­
t io n  b e tw ee n  d e p re c ia tio n  a n d  f lu c tu a tio n . 
D e p re c ia tio n  is  th e  sh r in k a g e  in  v a lu e  of 
a n  a s s e t  th r o u g h  i ts  use , a n d  is  a n  o p e r­
a t in g  exp en se . F lu c tu a t io n  is  a  m a rk e t  
co n d itio n , d u e  to  in flu en ces e n ti r e ly  o u t­
s id e  th e  b a n k , a n d  h a s  n o  c o n n ec tio n  w ith  
o p e ra t in g  p ro fit o r  lo ss.
Accrued L iab ilities (R eserves)
T h e  second  g ro u p  of re s e rv e s  re p re ­
s e n ts  l ia b i li t ie s ,  u su a lly  of a  c u r re n t  n a ­
tu re , th e  e x ac t a m o u n ts  of w h ic h  a r e  n o t 
k n o w n . E x am p les  a re  re se rv e  fo r  ta x e s  
a n d  r e se rv e s  fo r  in te re s t .  T h ese  re se rv e s  
a re  in  r e a l i ty  d e p o s it l ia b i li t ie s  a n d , a s  
such , sh o u ld  be d e d u c ted  fro m  u n d iv id e d  
p ro fits  a n d  sh o u ld  be  sh o w n  in  th e  b a l­
a n ce  sh e e t u n d e r  th e  c a p tio n  of l ia b ili t ie s . 
I n  som e in s ta n c e s  w h e n  s ta te m e n ts  a r e  
p re p a re d , re se rv e s  fo r  in te r e s t  a n d  ta x e s  
a re  in c lu d e d  in  th e  u n d iv id e d  p ro fits  
sec tio n .
O bviously , i t  w o u ld  b e  im p ro p e r  to  
c h a rg e  a  p ro p o r t io n  of in te r e s t  a n d  ta x e s  
a g a in s t  e a rn in g s  th ro u g h o u t  th e  y e a r  in  
o rd e r  to  d e te rm in e  t r u e  n e t  e a rn in g s  on 
a n  a c c ru a l b a s is  a n d  to  ad d  th e  re se rv e s  
fo r  in te r e s t  a n d  ta x e s  to  u n d iv id e d  p ro fits  
w h e n  s ta te m e n ts  a re  p re p a re d . T h e  n e t  
r e s u l t  w o u ld  be  th e  sa m e  a s  i f  n o  n o tic e  
h a d  b een  ta k e n  o f th e  a c c ru e d  l ia b ili ty  
fo r  in te r e s t  a n d  tax e s .
I f  th e  e x ac t a m o u n ts  w e re  k n o w n , su c h  
ite m s  w o u ld  be  sh o w n  in  th e  b o oks a n d  
s ta te m e n ts  a s  ta x e s  a c c ru e d  a n d  in te re s t  
a cc ru ed  o r  ta x e s  p a y ab le  a n d  in te r e s t  
p ay ab le , d e p e n d in g  u p o n  w h e th e r  o r  n o t 
th e y  h a v e  becom e due. A s su ch , th e y  
sh o u ld  n o t  b e  in c lu d e d  w ith  “C a p ita l 
S u rp lu s ” a n d  “U n d iv id ed  P ro f its” w h e n  
loca l ta x in g  a u th o r i t ie s  d e te rm in e  th e  
v a lu e  of th e  b a n k ’s  sh a re s .
W h e n  l is te d  a s  “A ccru ed  I n te r e s t  P a y ­
ab le” i t  is  t r u e  to  i t s  n a m e  a n d  re p re -  
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South D akota A ccou n tan cy  Law
B e  I t  E n a c te d  b y  t h e  L e g is la tu r e  o f  t h e
S ta te  o f  S o u th  D a k o ta :
S e c t i o n  1 .
U n la w fu l  t o  P r a c t i c e  W ith o u t  C e r­
tif ic a te .  I t  s h a l l  b e  u n la w fu l  fo r  a n y  
c o rp o ra tio n , fo r  a n y  p a r tn e r s h ip ,  a ll  th e  
m em b e rs  of w h ic h  a re  n o t  h o ld e rs  of 
c e r tif ic a te s  is su e d  u n d e r  th e  p ro v is io n s  
of th is  c h a p te r ;  o r  fo r  a n y  p e rso n  w h o  is  
n o t  th e  h o ld e r  o f  a  c e r tif ic a te  is su e d  
u n d e r  th e  p ro v is io n s  of th is  c h a p te r  to  
a ssu m e  th e  t i t l e  of ce rtif ie d  p u b lic  a c ­
c o u n ta n t  o r  to  u se  th e  a b b re v ia t io n  C. P . 
A., o r  C. A., o r  a n y  o th e r  w o rd s , le t te r s  
o r c h a ra c te rs  to  in d ic a te  t h a t  su c h  co r­
p o ra tio n , p a r tn e r s h ip  o r p e rso n  i s  a  
c e rtified  p u b lic  a c c o u n ta n t  of th is  S ta te .
S ection  2.
B o a rd  in  C o n tro l.  T h e  b o a rd  o f ac­
c o u n ta n c y  sh a ll  c o n s is t of th re e  m em ­
b ers , one of w h o m  s h a ll  a t  a ll  t im e s  be 
th e  D ire c to r  o f A u d its  a n d  A cco u n ts  of 
th e  S ta te  of S o u th  D a k o ta  a n d  th e  o th e r  
tw o  m em b ers  s h a ll  be  p ra c t ic in g  c e r t i ­
fied p u b lic  a c c o u n ta n ts  of S o u th  D ak o ta , 
h a v in g  p ra c tic e d  a c c o u n ta n c y  in  th e  
s ta te  a t  le a s t  tw o  y e a rs . W ith in  t h i r t y  
d ay s a f te r  th is  A c t ta k e s  effect, th e  Gov­
e rn o r  sh a ll  a p p o in t  th e  ce rtif ie d  p u b lic  
a c c o u n ta n t  m em b e rs  of sa id  b o a rd  fo r  
te rm s  as fo llo w s: O ne fo r  a  te rm  e n d in g  
J u n e  30th , 1933; one fo r  a  te rm  e n d in g  
J u n e  30th , 1934, a n d  th e r e a f te r  e ach  ap ­
p o in tm e n t s h a ll  be  fo r  a  te rm  of th re e  
y e a rs . V acan c ie s  o c c u rr in g  in  th e  m em ­
b e rsh ip  of th e  b o a rd  fo r  a n y  c au se  sh a ll  
be filled b y  th e  G o v e rn o r fo r  th e  u n ­
e x p ire d  te rm . W ith in  t h i r t y  d ay s  a f te r  
i ts  a p p o in tm e n t, th e  b o a rd  sh a l l  e lec t a  
P re s id e n t, a  V ice P re s id e n t  a n d  a  Sec­
r e ta ry .  T h e  b o a rd  sh a ll  h a v e  th e  po w er 
a n d  i t  sh a ll  be i ts  d u ty  to  a d o p t, p r in t ,  
p u b lish  a n d  d is t r ib u te  re a so n a b le  ru le s  
a n d  r e g u la tio n s  n o t  in c o n s is te n t  w ith  th e  
p ro v is io n s  o f t h is  A c t fo r  th e  g u id an c e  
of th e  pu b lic , c e rtif ie d  p u b lic  acc o u n t­
a n ts , a n d  a p p lic a n ts  fo r  e x a m in a tio n s .
S ection  3.
Q u a lif ic a t io n s  o f  A p p lic a n ts .  E v e ry  
a p p lic a n t  f o r  a n y  su c h  c e r tif ic a te  m u s t 
p ro d u c e  ev id en ce  s a t is fa c to ry  to  th e  b o a rd  
t h a t  h e  i s  ov er th e  ag e  o f tw en ty -o n e  
y e a rs  an d  a  p e rso n  of good m o ra l c h a r ­
a c te r ;  th a t  h e  is  a  g ra d u a te  o f a  h ig h  
school h a v in g  a  fo u r-y ea r co u rse , o r  
sh o w  b y  e x a m in a tio n  o r o th e rw ise , t h a t  
h e  possesses a n  e d u c a tio n  e q u iv a le n t to  
su c h  a  co u rse , a n d  t h a t  h e  h a s  h a d  a c tu a l  
e x p e rien c e  o f a t  le a s t  o ne  y e a r  in  ac ­
c o u n tin g . A  fee, to  be  fixed b y  th e  
b o ard , s h a ll  a cco m p an y  th e  a p p lic a tio n  
fo r  e x a m in a tio n ;  p ro v id ed , h ow ever, 
th a t  in  no  e v en t sh a ll  su c h  fee  exceed  
th e  su m  o f tw en ty -five  d o lla rs  ($25.00).
S ection  4.
E x a m in a t io n .  E x a m in a t io n  o f  a p p li ­
c a n ts  fo r  c e r tif ic a te s  sh a l l  be h e ld  a t  le a s t  
once d u r in g  each  y e a r , n o tice  of th e  
t im e  a n d  p lac e  of h o ld in g  e a c h  e x a m in a ­
tio n  s h a ll  be  p u b lish e d  fo r  n o t  le s s  th a n  
th r e e  co n se cu tiv e  d ay s  in  tw o  d a ily  n ew s­
p a p e rs  of g e n e ra l c irc u la t io n  in  th is  
s ta te , n o t  le ss  th a n  tw e n ty  d ay s  b e fo re  
th e  d a te  of su c h  e x a m in a tio n ; a n d  a  
copy of su c h  n o tic e  sh a ll  be m a iled  to  a ll 
th e  h o ld e rs  of c e r tif ic a te s  a s  w e ll a s  a p ­
p lic a n ts  th e re fo r . T h e  e x a m in a tio n  sh a ll  
cover th e  fo llo w in g  su b je c ts :  A c co u n tin g  
th e o ry  a n d  p ra c tic e , a u d it in g  a n d  com ­
m e rc ia l  law . T h e  b o a rd  s h a ll  m a in ta in  
a  re g is te r  of th e  n a m e s  a n d  a d d re sse s  of 
a ll  p e rso n s  re c e iv in g  c e rtif ic a te s , a n d  
s h a ll  k eep  a  re c o rd  of a ll  p e rso n s  w hose  
c e r tif ic a te s  a r e  rev o k ed .
S ection  5.
I s s u a n c e  o f  C e r tif ic a te s .  A f te r  ex­
a m in a tio n  if, in  th e  ju d g m e n t of a  m a­
jo r i ty  of th e  b o a rd , th e  a p p lic a n t  is  e n ­
t i t le d  th e re to ,  i t  sh a l l  is su e  to  su c h  a p ­
p lic a n t, n a m in g  h im , a  c e r tif ic a te  to  th e  
effect t h a t  su c h  a p p lic a n t  h a s  co m plied  
w ith  th e  p ro v is io n s  of th e  law s of th is  
s ta te , t h a t  h e  p o ssesse s th e  re q u is ite  
q u a lif ica tio n s , a n d  is  a u th o r iz e d  to  a s ­
su m e th e  t i t l e  a n d  to  p e rfo rm  th e  se rv ice  
of a  c e rtified  p u b lic  a c c o u n ta n t  in  th is  
s ta te .
S ection  6.
F o r e ig n  C e r tif ic a te .  S u c h  b o a rd  m ay , 
in  i t s  d isc re tio n , r e g is te r  th e  c e r tif ic a te  
of a n y  p e rso n , w h e th e r  a  r e s id e n t  of th is  
s ta te  o r  n o t, w h o  is  th e  law fu l h o ld e r  
of a  ce rtif ied  p u b lic  a c c o u n ta n t c e r tif ic a te  
is su e d  u n d e r  th e  law s of a n o th e r  s ta te , 
w h ic h  e x te n d s  s im ila r  p r iv ile g e s  to  c e r­
tif ied  p u b lic  a c c o u n ta n ts  o f th is  s ta te ;  
p ro v id ed  t h a t  th e  re q u ire m e n ts  of th e  
s ta te  w h ic h  g ra n te d  i t  a re , in  th e  o p in io n  
of th e  b o a rd , e q u iv a le n t to  th o se  p ro ­
v id ed  in  th is  c h a p te r , o r  to  h o ld e rs  of a  
d e g ree  of ce rtif ie d  p u b lic  a c c o u n ta n t  o r 
c h a r te re d  a c c o u n ta n t  o r th e  e q u iv a le n t 
th e re o f , is su e d  b y  a n y  fo re ig n  g o v e rn ­
m en t, i f  th e  re q u ire m e n t of su c h  d eg ree  
is  e q u iv a le n t to  th o se  h e re in  p ro v id ed  fo r  
th e  d eg ree  of ce rtif ie d  p u b lic  a c c o u n ta n t.
S ection  7.
C e r ti f ic a te  M a y  B e  R e v o k e d . S u ch  
b o a rd , w h e n  in  e n t i r e  a g re e m e n t, m ay  
rev o k e  o r  can ce l th e  r e g is tr a t io n  of a n y  
c e r tif ic a te  is su e d  u n d e r  th is  c h a p te r  fo r  
u n p ro fe s s io n a l co n d u c t o r  a n y  o th e r  su f ­
fic ien t c a u s e ; p ro v id ed , t h a t  w r i t te n  
n o tic e  sh a ll  h a v e  b een  m a ile d  to  th e  
h o ld e r  o f  su c h  c e r tif ic a te  a t  le a s t  tw e n ty  
d ay s  b e fo re  a n y  h e a r in g  th e re o n , s t a t in g  
th e  c au se  of su c h  c o n te m p la te d  a c tio n  
a n d  a p p o in tin g  a  d a y  a n d  p lace  fo r  su ch
h e a r in g  w h e re  h e  m ay  a p p e a r  to  p re s e n t  
ev id en ce  in  h is  b eh a lf .
S ection  8.
F a l s e  R e p r e s e n ta t io n — P e n a l ty .  I f  a n y
p e rso n  sh a ll  h o ld  h im se lf  o u t to  th e  p ub­
lic  a s  h a v in g  rece iv ed  a  c e r tif ic a te  a s  p ro ­
v id ed  in  th is  c h a p te r  o r  sh a ll  a s su m e  to  
p ra c tic e  a s  a  ce rtif ied  p u b lic  a c c o u n ta n t  
o r ce rtif ie d  a c c o u n ta n t, o r t o  u se  th e  a b ­
b re v ia tio n s  C. P . A. o r C. A., o r  a n y  o th e r  
le t te r s ,  w o rd s  o r  c h a ra c te r s  to  in d ic a te  
th a t  th e  p e rso n  u s in g  th e  sam e  is  su ch  
ce rtif ied  p u b lic  a c c o u n ta n t, w i th o u t  h a v ­
in g  re ce iv e d  su c h  c e r tif ic a te  o r  a f te r  th e  
sa m e  sh a l l  h a v e  been  rev o k ed , h e  sh a ll  
be deem ed g u ilty  of a  m isd em e an o r, a n d  
u p o n  c o n v ic tio n  th e re o f  sh a ll  be p u n ish e d  
by  a  fine of n o t less  th a n  O ne H u n d re d  
D o lla rs  ($100.00), n o r  m o re  th a n  F iv e  
H u n d re d  D o lla rs  ($500.00), fo r  e a c h  o f­
fense, o r  by  im p r iso n m e n t in  th e  c o u n ty  
ja i l  fo r  a  p e rio d  of n o t e x ce ed in g  s ix  
m o n th s .
S ection  9.
N e g lig e n c e — P e n a l ty .  I f  a n y  p e r ­
son  p ra c t ic in g  in  th is  s ta te  a s  a  c e r t i ­
fied p u b lic  a c c o u n ta n t  u n d e r  t h is  c h ap ­
te r ,  o r i f  a n y  p e rso n  w h o  is  in  th e  p ra c ­
t ic e  of p u b lic  a cc o u n ta n c y  a s  a  ce rtif ied  
p u b lic  a c c o u n ta n t  o r  o th e rw ise  sh a l l  be  
fo u n d  g u ilty  of g ro ss  n eg lig en ce  o r  c a re ­
le ssn ess  o r  s h a ll  w ilfu lly  fa ls ify  a n y  r e ­
p o r t  o r s ta te m e n t b e a r in g  on a n y  ex­
a m in a tio n , in v e s tig a tio n  o r  a u d it  m ad e  
by  h im  o r  u n d e r  h is  d ire c tio n , h e  sh a ll  
be  d eem ed  g u ilty  of a  m isd e m e a n o r  a n d  
u p o n  c o n v ic tio n  th e re o f  s h a ll  be  p u n ­
ish e d  by  a  fine  o f n o t less  th a n  One H u n ­
d re d  D o lla rs  ($100.00) n o r  m o re  th a n  
One T h o u sa n d  D o lla rs  ($1000.00) o r b y  
im p r iso n m e n t in  th e  c o u n ty  ja i l  fo r  n o t 
less th a n  th r e e  m o n th s  n o r  m o re  th a n  
one y e a r , o r by  b o th  su ch  fine a n d  im ­
p riso n m e n t.
S ection  10.
B o n d . B e fo re  re c e iv in g  a n y  c e r t if i ­
c a te  is su e d  o r re g is te re d  u n d e r  th e  p ro ­
v is io n s  of th is  c h a p te r , th e  a p p lic a n t  
th e re fo r  m u s t  ex ecu te  to  th e  s ta te  a  bo n d  
in  th e  p e n a l su m  of F iv e  T h o u sa n d  D ol­
la r s  ($5,000.00), c o n d itio n ed  fo r  th e  f a i th ­
fu l p e r fo rm a n c e  of h is  d u tie s  a s  a  c e r t i ­
fied p u b lic  a c c o u n ta n t, w h ic h  b o n d  sh a ll  
be filed w ith  a n d  p re se rv e d  by  th e  b o a rd  
of a cc o u n ta n c y ; p ro v id ed  t h a t  n o th in g  
in  th is  c h a p te r  sh a ll  b e  so  c o n s tru e d  a s  
to  p ro h ib it  a n y  p e rso n , n o t  a  ce rtif ied  
p u b lic  a c c o u n ta n t  o r  ce rtif ied  a c c o u n ta n t,  
w h o  d oes n o t  a d v e r t is e  h im se lf  a s  su ch , 
fro m  se e k in g  e m p lo y m en t a n d  b e in g  em ­
ployed  a s  a n  a c c o u n ta n t a t  w h a te v e r  
w ag e  o r  s a la ry  m a y  b e  a g ree d  u p on . 
S ection  11.
S e a l— R e c o rd s .  S u c h  b o a rd  o f  ac- 
( C on tin u ed  on page  14 3 )
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Som e A cco u n tin g  M ethods Peculiar to  M otion  
Picture Producers and D istributors
A c co u n tin g  M eth ods o f  M otion  P ic tu r e
D istr ib u to rs.
T h e  second  p h a se  of th e  film  In d u s try  
is  obv io u sly  to  se ll th e  p ic tu re . T h is  is  
th e  ta s k  th a t  th e  d is t r ib u to r  u n d e r ta k e s .
D is tr ib u to rs  m a y  o r m ay  n o t  be  a llied  
w ith  th e  p ro d u c er. I f  th e y  a r e  n o t a l­
lied , th e y  a r e  c la ssed  a s  “ s ta te  r ig h te r s ,” 
— th a t is, th e y  b u y  th e  d is t r ib u t io n  r ig h ts  
fo r  c e r ta in  n am ed  s ta te s  o r te r r i to r ie s .  
T h ey  m ay  bu y  e ith e r  o u tr ig h t  o r  on a  
p e rc e n ta g e  b asis , w h ic h  m ay  in c lu d e  a n  
ad v an ce .
D is t r ib u tin g  c o rp o ra tio n s  m ay  be n a ­
t io n a lly  o rg an ized , o r  th e y  m ay  h av e  
on ly  a  few  ex ch an g es . T h e  la rg e  p ro ­
d u c in g  c o m p an ies  h a v e  th e i r  ow n d is­
t r ib u t in g  o u tle ts , su c h  a s  th e  “V ita g ra p h  
E x c h a n g e ” fo r W a rn e rs , “F o x  F ilm  E x ­
c h a n g e ” fo r  Fox , e tc . Som e w ell-know n 
“s ta te  r ig h te r s ” a re  “E d u c a tio n a l F ilm  
E x ch a n g e ,” “R ed  S ea l,” e tc .
T h e  h o m e  offices of a ll  th e  d is t r ib u t in g  
co m p an ies  a re  lo ca ted  in  N ew  Y o rk  C ity . 
S u b s id ia ry  film  ex ch an g es  a re  s t r a te ­
g ica lly  lo ca ted  in  a ll k ey  c it ie s  of th e  
w orld . T h ese  ex ch an g es  m ay  b e  in c o r­
p o ra te d  in  th e  s ta te s  in  w h ic h  th e y  a re  
lo ca ted .
D is t r ib u to rs  u su a lly  c o n tra c t  fo r  th e  
e x p lo ita tio n  a n d  sa le  o f film  a b o u t a  
y e a r  in  ad v an c e  of p la y  d a te s  a n d  book­
in g . C o n tra c ts  w i th  p ro d u c e rs  a re  
s ig n ed  fo r  th e  e x p lo ita tio n  of t h e i r  p ro d ­
uc t, th e n  th e  sa le sm e n  fo r  th e s e  se llin g  
co m p an ies  a re  in tro d u c e d  to  th e  sa les  
p ro g ra m  fo r  th e  c o m in g  y e a r  by  m ean s  
of a  n a tio n a l  c o n v en tio n .
T h e  a c c o u n tin g  f e a tu re s  to  be  con­
s id e re d  a re  a s  fo llow s:
1. T h e  c o rre c t ro y a lty  d u e  p ro ­
d u c e rs  on  film  e x p lo ited  fo r  th em .
2. T h e  p ro fit a n d  lo ss  on th e  su b ­
s id ia ry  ex ch an g es .
3. S e llin g  c o st of sa le sm e n  b ased  on 
b u s in e ss  w r i t te n .
4. P ro f it on n e g a tiv e s  e x p lo ited  is 
d e s ired .
1. R o y a ltie s  D ue P rodu cers.
T h is  is  o n e  o f th e  m o st im p o r ta n t  
fe a tu re s  to  b e  d isc u sse d  in  film  ex ch a n g e  
a cc o u n tin g . D is tr ib u to rs  a re  lia b le  fo r 
a n  a c c o u n tin g  on  ro y a lt ie s  fo r  incom e col­
lec ted  on  p ic tu re s  u n d e r  e x p lo ita tio n . 
R o y a ltie s  m ay  v a ry  on p ic tu re s  a n d  in  
th e  te r r i to ry  in  w h ic h  th e  p ic tu re  is  sold, 
w h ic h  of co u rse  d ep en d s on th e  e x p lo ita ­
t io n  c o n tra c t.  I t  is  th u s  o b v io u s t h a t  a  
v e ry  com plex  a n d  in t r ic a te  sy s te m  m u s t  
be  d esig n ed  to  a c c u ra te ly  re c o rd  a n d  
sh o w  th is  fe a tu re  of p ro c ed u re . E v e n  if  
film s a re  p u rc h a se d  o u t r ig h t  f ro m  pro-
By A LFR ED  KAPLAN
C ontinu ed  fro m  th e  A p r il  issu e  
E d ito r 's  N o te :  T h is  i s  th e  t h i r d  in ­
s ta llm e n t, in  a  s e r ie s  o f fo u r, p re se n tin g  
a  th e s is  p re p a re d  by  A lfre d  K a p lan , a  
se n io r  a c c o u n ta n t  on  th e  s ta ff of L eo n ­
a rd  L ev in e  & C om pany , C e rtified  P u b lic  
A c co u n ta n ts , w h ic h  w as accep ted  fo r  th e  
M a s te r ’s d eg ree  a t  B o sto n  U n iv e rs ity . In  
i t s  re p ro d u c tio n  d e ta ile d  fin an c ia l s ta te ­
m e n ts  a n d  sc h e d u le s  fo r  th e  fiscal y e a r  
1929 h a v e  b een  o m itted .
d u cers , i t  is  d e s irab le  to  show  th e  in co m e 
on each  p ic tu re  re le ase , a n d  th e  r e s u l tin g  
p ro fit o r  loss a cc ru in g . T h e  sy s te m  m u s t 
a lso  be d ra w n  u p  to  re flec t c h a rg e s  
a g a in s t  th e  film , a n d  th e  a d v an c es  to  
p ro d u c e rs . R o y a ltie s  a re  u su a lly  com ­
p u te d  on a  cash  b a s is— th a t  is, on collec­
tio n s , a n d  n o t on b ill in g s  to  e x h ib ito rs .
W h en  a  d is t r ib u to r  a d v an c es  ca sh  to  
th e  p ro d u c e r  a g a in s t  fu tu r e  incom e, th e  
e n try  is  a s  fo llow s:
A d v an ces to  P ro d u c e rs .— $----------
C ash  __________________ $----------
A t th e  sam e tim e , th e  ad v an c e  is  c h a rg e d  
to  th e  p ro p e r  film  a cc o u n t. In  o th e r  
w o rd s , th e  acc o u n t “A d v an ces to  P ro ­
d u c e rs” is  a  c o n tro l a cc o u n t fo r  p ro ­
d u c tio n s  c o n tra c te d  to  be  re le a sed . A ll 
o th e r  c h a rg e s  in c u r re d  a g a in s t  th e  film  
a re  h a n d le d  in  th e  sam e  m a n n e r ;  th a t  is, 
th e re  m ay  be c h a rg e s  fo r  cen so r fees, 
p r in ts ,  etc ., w h ic h  a re  c h a rg e a b le  a g a in s t  
th e  g ro ss  o r  th e  n e t  in co m e  of th e  film, 
a s  th e  c o n tra c t  m ay  d irec t.
T h e  h a n d lin g  of in co m e  is  a  b i t  m ore  
com plex. E a c h  w eek  th e  su b s id ia ry  film  
ex ch an g es  sen d  in  a  r e p o r t  of b u s in e ss  
done a n d  r e n ta ls  co llec ted  d u r in g  th e  
w eek . T h e  p ro c ed u re  n ow  is  to  c re d it  
a ll  re n ta ls ,  re ce iv ed  fro m  a ll  so u rc es  to  
th e  p ro p e r  p ic tu re  a cco u n t. T h is  is  done 
th ro u g h  a  su b s id ia ry  incom e book  fo r 
each  m o n th  w ith  a  s e p a ra te  incom e
co lu m n  fo r  e ac h  w eek , sh o w in g  th e  P ro ­
d u c tio n  N u m b er a t  th e  le ft. A t th e  end  
of a  m o n th  o r  p e r io d  th e  incom e fro m  
each  ex ch a n g e  is  fo o ted  a n d  t r a n s f e r r e d  
to  a  s u m m a ry  sh e e t.
T h is  su m m a ry  sh e e t is  now  foo ted  up , 
a n d  th e  incom e t r a n s f e r r e d  to  a  ro y a lty  
s ta te m e n t, one fo r  e ach  p ic tu re  exp lo ited . 
A  fo rm  of ro y a lty  s ta te m e n t  is sh o w n  a s  
fo llow s:
J o u rn a l  e n tr ie s  a re  n o w  in  o rd e r  to  
p ro p e rly  re co rd  th e  l ia b ili ty  d ue  th e  
p ro d u c e r  on acc o u n t of ro y a ltie s :
P ro d u c e rs  S h a re  _______  $----------
A d v an ces to  P ro d u c e rs  ..... .......... $----------
( in d iv id u a l  film s)
T h is  in d ic a te s  th e  p ro d u c e r’s sh a re  of 
th e  g ro ss  in co m e co llec ted  fo r th e  p e rio d  
u n d e r  rev iew . P a y m e n t of cash  to  th e  
p ro d u c e r  is  re co rd e d  a s  fo llow s:
A d v an ces to  P ro d u c e rs .— $----------
( in d iv id u a l  film s)
C ash  __________________ $----------
I t  sh o u ld  be  u n d e rs to o d  t h a t  th e  p ro ­
d u c e r  h a s  n o  d e b it b a la n ce s  a g a in s t  h is  
film . I f  h e  h a s , h e  w ill rece iv e  no cash  
u n t i l  t h i s  d e b it b a la n ce  h a s  b een  r e ­
couped  th ro u g h  h is  s h a re  of th e  g ross . 
T h e  on ly  e n try  to  be  m ad e  in  th is  s i tu ­
a tio n  is  th e  f irs t  one, c re d itin g  th e  p ic ­
tu r e  f o r  th e  p ro p o r t io n a te  sh a re  of th e  
g ro ss  in co m e d u e  it.  A  fo rm  of p ag e  
f ro m  th e  A d v an ces to  P ro d u c e r  led g e r 
w ill c le a r  u p  a n y  diff icu ltie s .
T h e  G ross In c o m e  c o lu m n  m ay  b e  a  
“m em o ” co lu m n , th e  a m o u n t b e in g  ta k e n  
fro m  th e  su m m a ry  sh e e ts  e ac h  p e rio d , 
a n d  in s e r te d  fo r  s ta t is t ic a l  p u rp o ses .
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T h ese  sh e e ts  sh o u ld  be  in  a g re e m e n t 
w i th  th e  ro y a lty  s ta te m e n ts  re n d e re d  to  
th e  p ro d u c e rs . A ll c h a rg e s  on p ro d u c e r’s 
s ta te m e n ts  a r e  ta k e n  fro m  th is  book a n d  
p o sted  to  th e  ro y a lty  s ta te m e n ts  a s  th e y  
a re  d ra w n  up. T h e  c h a rg e s  to  th e  p ro ­
d u c e r u su a lly  com e f ro m  th e  V o u ch er 
R e g is te r  o r  P u rc h a s e  B ook.
T h e  acc o u n t “A d v an ces to  P ro d u c e rs” 
is  u su a lly  a  la rg e  a s se t a s  sh o w n  by  th e  
B a lan ce  S h e e ts  of th e  fo llo w in g  com ­
p a n ie s  (1 2 /3 1 /2 8 ) :
P e r  C en t o f R eceivab les 
P a ra m o u n t P u b lix  . .  45%
W a rn e r  B ro s ................  3½ %
O rd in a rily , th e  acc o u n t is  reco u p ed  o u t 
of th e  p ro d u c e r’s sh a re  of th e  g ro ss  in ­
com e co llected . T h e  p ro d u c e r’s s h a re  is  
u su a lly  a b o u t 50-70% u n t il  th e  a d v an ce  
is  c leared . A f te r  th e  ad v an c e  a n d  c h a rg e s  
h a v e  b een  c le a re d  th e  u su a l p ra c t ic e  
is  to  d iv id e  th e  incom e e q u a lly . I f  th e  
p ic tu re  is  a  success , th e  a d v a n c e  w ill 
be q u ick ly  c lea red , d u e  to  ap p ly in g  th e  
p ro d u c e r’s sh a re  a g a in s t  th e  u n reco u p ed  
b a la n c e  of th e  ad v an ce , fo r  e x am p le :
A dvance to  P ro d u c e r ......... $2,000
C h arg es to  P ro d u c e r .........  700
G ross Incom e C o lle c te d .. .  4,000 
(P ro d u c e r’s S h a re .........  2,600)
T h e  a cc o u n ts  on th e  d is t r ib u to r ’s books
w ill be  a s  fo llow s:
P ro d u c e r’s S h a r e ...................................$2,600.00
A dvances ................................................. 2,700.00
D eb it b a lan ce  d ue  D is t r ib u to r . . .  $100.00
A fte r  th is  r e m a in in g  $100.00 h a s  been  
c lea red , th e  “s p l i t” r e v e r ts  to  a  lo w er 
p e rc e n ta g e  b ased  on  th e  c o n tra c t.  I f  th e  
p ic tu re  looks l ik e  a  fa ilu re , th e  d is t r ib u ­
to r  m ay  h av e  to  se t u p  a  re se rv e  to  
co v er up  th e  lo ss  h e  m ay  in c u r  a g a in s t  
h is  ad v an ce . S o m e tim es  a  p ic tu re  m ay  
e a rn  40% of i ts  p o te n tia l  incom e w h ile  
o n ly  30%  of th e  ad v an c e  h a s  been  r e ­
couped . T h is  is  u su a lly  d u e  to  la rg e  
ex p en ses  in c u r re d  by  th e  d is t r ib u to r  in  
e x p lo itin g  th e  film . I n  th is  case  th e  
d is t r ib u to r  sh o u ld  s e t  up  a  re se rv e  of 
10%  to  co v er th e  p o te n tia l  loss.
R eco rd in g  of incom e on th e  G eneral 
B ooks:
T h e  hom e office m u s t  n o w  re co rd  in  i ts  
g e n e ra l re c o rd s  th e  in co m e  re p o rte d  each  
w eek  fro m  i t s  b ra n c h  ex ch an g es . A  
ch eck  is  d ra w n  on th e  ex ch an g e  fo r  th e  
incom e co llec ted , a n d  th e  a cc o u n ts  re ­
ce iv ab le  fo r  t h a t  p a r t ic u la r  e x ch a n g e  is  
c re d ite d  fo r  th e  sa m e  a m o u n t. A t th e  
en d  of th e  p e rio d , a  jo u rn a l  e n try  is  
m ad e  d e b itin g  A cco u n ts  R ece iv ab le  a n d  
c re d itin g  In c o m e  fo r  th e  a m o u n t of b ill­
in g s  of film  in  th e  e x ch a n g e  d u r in g  th e  
p e rio d . T h e  to ta l  of th e  incom e c red ­
ite d  m u s t  be  in  a g re e m e n t w ith  th e  
to ta l s  in  th e  s u b s id ia ry  in co m e book.
T h e  su b s id ia ry  e x ch a n g e  u su a lly  h a s  
tw o  cash  a cc o u n ts— one fo r  incom e col­
lec ted , w h ic h  i s  o n ly  d ra w n  u p o n  b y  th e  
h o m e  office w eek ly  o r m o n th ly ; a n d  one,
in  c h a rg e  o f th e  b ra n c h  m an a g e r , fo r  
th e  b ra n c h  office’s im m e d ia te  e x p en ses  
of o p e ra tio n s . W eek ly  o r  m o n th ly  th e  
b ra n c h  re n d e rs  a n  ex p en se  s ta te m e n t  to  
th e  ho m e office, a n d  th e  h o m e office in  
t u r n  re im b u rse s  th e  b ra n c h  fo r  th e  ex­
p e n se s  re p o rte d  a n d  c h a rg e s  th e m  to  
th e  in d iv id u a l  b ra n c h  e x p en se  acco u n t. 
T h is  p ro c ed u re  o ccu rs  w h en  th e  b ra n c h  
does n o t c a r ry  a  c o m p le te  s e t  of books, 
b u t  c a r r ie s  o n ly  a  c a sh  book a n d  re ce iv ­
ab le  led g er.
2. P rofit or L o ss on each F ilm  E xchange. 
T h e  p ro fit o r  lo ss is  d e riv ed  a s  fo llow s: 
G ross In com e R e­
p o r te d  b y  th e  E x ­
change  $______
L ess  E xp en ses of 
O p e ra tio n s:
D ire c t E x p en ses  $______
P ro d u c e r ’s
S h a re  of I n ­
com e % of 
H om e Office
A dm . E x . ______
P ro fit or L o ss on
B ran ch  O pera tions  $______
3. S e llin g  co st o f F ilm  Salesm en  and  
S ales C ontrol.
A  s u b s id ia ry  re c o rd  is  k e p t c o v e rin g  
th e  film  sa le sm e n . In c lu d e d  in  i t  a re  
sh e e ts  fo r  each  sa le sm a n  em ployed  by  
th e  com p an y . T h ese  sh e e ts  re c o rd  th e  
sa le s m a n ’s s a la ry  a n d  ex penses, a n d  h is  
sa le s  of film  to  e x h ib ito rs . H is  se llin g  
cost is  fo u n d  by  d iv id in g  h is  exp en ses 
by  h is  c o n tra c t  b u sin e ss , a n d  sh o u ld  n o t 
be above th e  se l lin g  co s ts  t h a t  th e  G en­
e ra l  S a les  M a n a g er h a s  se t. I f  th e  co sts  
a re  above, i t  in d ic a te s  t h a t  th e  sa le sm a n  
is  n o t d ilig e n t, o r t h a t  h e  is  e n c o u n te r­
in g  sa le s  re s is ta n c e . T h ese  fig u res a re  
v e ry  im p o r ta n t  to  th e  sa le s  m an a g e r .
A n a n a ly s is  of c o n tra c t  b u s in ess , 
p lay ed  b u s in e ss , a n d  u n p lay e d  b u sin e ss  
is  u su a lly  re co rd e d  fo r  th e  G en era l S a les 
M an ag er. T h is  a n a ly s is  m u s t  be k e p t 
up  to  d a te  in  o rd e r  to  h av e  effective  
sa les  c o n tro l. W h en  c o n tra c ts  re a c h  th e  
hom e office fo r  ap p ro v a l, th e y  a re  ap ­
p ro v ed  by  th e  G en era l S a les  M an ag er 
o r h is  a s s is ta n ts .  A f te r  a p p ro v a l, th e  
c o n tra c t  is t r a n s f e r r e d  to  a  c le rk  w ho 
an a ly ze s  th e  c o n tra c ts  in to  th e  ty p e  or 
se r ie s  w h ic h  i t  covers. R e p o rts  a s  to  
p lay ed  b u s in e ss  in  th e  ex ch an g es a re  
rece iv ed  w e ek ly  by  th e  hom e office. T he  
c o n tra c t  c le rk  w ill ta k e  th is  p lay e d  b u s i­
n e ss  re p o r t  a n d  a n a ly ze  i t  a s  to  se rie s . 
A fte r  th is  p ro c ed u re  h a s  been  com ple ted , 
th e  p lay e d  b u s in e ss  w ill be  d ed u cted  
fro m  th e  c o n tra c ts  w r i t te n ,  an d  th e  r e ­
s u l t in g  b a la n ce  is  u n p lay e d  b u s in e ss  on 
h a n d  in  th e  ex ch an g es . T h e  c o n tra c ts  in  
a ll  c ases  a r e  an a ly zed  a s  to  th e  ex ­
c h an g e s  on w h ic h  th e y  w ere  w r i t te n .  A n
i l lu s t r a t io n  of th e  above  p ro c ed u re  w ill 
m ak e  i t  c le a re r :
T h e  B o sto n  ex ch an g e  se n d s  c o n tra c ts  
to  th e  h o m e office a m o u n tin g  to  $50,000. 
T h e  c o n tra c ts  a re  a n a ly ze d  a s  fo llow s:
T o ta l C on­
t r a c ts  C la ra  W in g s Jo h n  G ilb ert M a ry  Jo n es 
W ritte n
50.000.00 20,000.00 20,000.00 10,000.00 
T h e  w eek ly  re p o r t  of p lay ed  b u s in e ss  
f ro m  th e  B o sto n  ex ch an g e  show s th e  
fo llo w in g :
P la y e d
B u si­
in ess C la ra  W in g s Jo h n  G ilb ert M ary  Jo n e s  
$10,000 $1,000 $8,000 $1,000
T h e  U n p lay ed  B u sin e ss  r e la tiv e  to  th e  
B o sto n  e x ch an g e  on file in  th e  ho m e 
office w ill be sh o w n  up  a s  fo llo w s:
T o ta l  C o n t r a c t s  W r i t t e n :
Jo h n
T o ta l C la ra  W in g s G ilb ert M a ry  Jo n e s
50,000 20,000 20,000 10,000 
P l a y e d :
10,000 1,000 8,000 1,000
U n p l a y e d :
40,000 19,000 12,000 9,000
T h e  above p ro c ed u re  w ill be  c a r r ie d  o u t 
on a ll  film  ex ch an g es  a n d  w ill be  f u r th e r  
su m m ariz ed  to  in c lu d e  th e  c o u n try .
4. P ro fit on n e g a tiv e s  exp lo ited .
F ro m  th e  g ro ss  incom e of each  p ro ­
d u c tio n , d e d u c t th e  p ro d u c e r’s sh a re  p lu s  
a  p ro p o r t io n a te  p a r t  of th e  co st of d is t r i ­
b u tio n , le a v in g  th e  b a lan ce , i f  an y , a s  
th e  re s u l t in g  p ro fit on  th e  n e g a tiv e  ex­
p lo ited .
I f  th e  film  ex ch an g e  k e ep s  a  fu ll  se t 
of books, th e  hom e office w ill n o t b r in g  
on th e  in co m e  fro m  th e  ex ch an g e  
m o n th ly  or d ra w  a  ch eck  to  re im b u rse  
th e  b ra n c h  fo r  i ts  ex p en ses w eek ly . T h ey  
w ill re c o rd  th e  su m m a ry  of r e n ta ls  col­
lec ted , as re p o r te d  by th e  e x ch a n g es  
w eek ly , in  th e  su b s id ia ry  incom e book. 
T h e  hom e office w ill ta k e  up  th e  b ra n c h  
n e t  p ro fit, a t  th e  en d  of each  p rofit- 
fin d in g  p e rio d , as re p o rte d  by  th e  
b ra n c h . T h ey  m ay  d ra w  u p o n  th e  
b ra n c h  ca sh  a s  before , b u t th e  e n try  to  
co v er t h is  f e a tu re  is to  d e b it c ash , a n d  
c re d it  th e  re sp ec tiv e  b ra n c h  fo r  th e  
a m o u n t d ra w n , a n d  v ice  v e rsa  fo r  a ll  
c a sh  ad v an ced . W h en  p re p a r in g  a  con­
so lid a te d  b a la n c e  sh e e t a t  th e  en d  of 
th e  p e rio d , a ll in te r-co m p an y  a cc o u n ts  
w ill be e lim in a te d  in  th e  u su a l m a n n e r . 
T h e  b ra n c h  w ill h a n d le  a ll  w ith d ra w a ls  
a n d  re c e ip ts  o f c a sh  fro m  th e  hom e 
office in  ju s t  th e  opposite  m a n n e r . T h e  
h o m e  office re c o rd s  th e  su m m a ry  of in ­
com e fro m  film  re n ta ls  w eek ly  in  o rd e r  
to  re n d e r  a  ro y a lty  s ta te m e n t to  th e  
p ro d u c ers .
M iscellaneous ite m s  a p p ea rin g  in  D is­
tr ib u to r  A ccou n tin g  P rocedu re
A. W h en  film  a p p e a rs  to  be  a  “flop” :
If , a f te r  th e  ex p lo itin g , c o n tra c t  h a s
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lap sed  th ro u g h  tim e , a n d  a  d e b it  b a l­
a n c e  r e m a in s  in  th e  n e g a tiv e  a cco u n t, 
th e r e  is  o n ly  o n e  m e th o d  to  fo llow , a n d  
t h a t  is  to  c h a rg e  off th e  b a la n c e  a s  a  
loss, a s  i t  c a n n o t be  re co v e red  fro m  th e  
p ro d u c e r. L osses on  one n e g a tiv e  ex­
p lo ite d  c a n n o t be  offset a g a in s t  g a in s  
f ro m  o th e r  n e g a tiv e s  of th e  sa m e  p ro ­
d u cer.
B. In co m e  fro m  “ S ta te  R ig h te r s ” :
I f  th e  p ic tu re  is  lea sed  b y  th e  d is t r ib u ­
to r  to  a  “s ta te  r i g h t ” ex ch an g e , in s te a d  
of b ra n c h  e x p en ses  th e  “s ta te  r ig h te r ” 
w ill c h a rg e  a  c e r ta in  c o m m iss io n  fo r  th e  
“p h y s ic a l d is t r ib u t io n ” of th e  n e g a tiv e . 
T h is  e x p en se  is  n o t  c h a rg e a b le  b ack  
a g a in s t  th e  p ro d u c e r’s  s h a re  b u t  is  p a r t  
o f th e  d is t r ib u to r ’s  se llin g  expense.
C. W h en  c h a rg e s  a re  d e d u c ted  fro m  
g ro ss  inco m e:
E x p lo ita t io n  c o n tra c ts  a re  so m e tim es  
d ra w n  to  re a d  t h a t  a ll  d is tr ib u tio n  
c h a rg e s , su ch  a s  p r in t  cost, c en so r  fees, 
e tc ., s h a l l  b e  d ed u c ted  fro m  th e  g ro ss  
film  in co m e of th e  “v eh ic le ” b e in g  ex ­
p lo ited , b e fo re  th e  p ro d u c e r  s h a ll  s h a re  
in  th e  n e t. T h is  p ro v is io n  is  n o t  ad ­
v a n ta g e o u s  to  th e  d is tr ib u to r ,  fo r  in  th is  
s i tu a t io n  h e  h a s  to  s ta n d  p a r t  of th e  
c h a rg e s  in  p ro p o r tio n  to  h is  s h a re  of th e  
incom e. P re v io u s ly , a ll  c h a rg e s  w e re  
h a n d le d  a s  a  d e d u c tio n  f ro m  th e  n e t  in ­
com e d ue  th e  p ro d u c er, o r  th e  p ro d u c e r’s 
s h a r e  of g ro ss  film  r e n ta l s ; th u s  th e  
p ro d u c e r  p a id  a ll  th e  c h a rg e s . T h e  s i tu ­
a t io n  in  t h is  case  is  m o re  com p lex ; to  
i l lu s t ra te ,  a  c o n cre te  ex am p le  is  sh o w n :
G ross incom e . . . .  $100.00
C h arg es ..................  20.00
P ro d u c e r’s  b ase  s h a re  60%
C ase 1. P r o d u c e r  p a y s  a l l  c h a r g es
G ross incom e . . . .  $100.00
P ro d u c e r’s  s h a r e . . $60.00
L ess c h a r g e s . . .   20.00
N e t to  p ro d u c e r. . . $40.00
C ase  2. C h a r g e s  a r e  d e d u c te d  f r o m  g r o ss
G ross incom e . . . .  $100.00
C h a rg es  ................... 20.00 $80.00
P ro d u c e r’s  sh a re  60% $48.00
I t  w ill be  seen  fro m  th e  above  i l lu s t r a ­
t io n  t h a t  th e  p ro d u c e r  g a in s  if  h is  con­
t r a c t  is  w o rd ed  a s  in  C ase 2 above. H e  
g a in s  $8.00 in  th e  above  case, fo r  he  is 
o b lig ed  to  p a y  o n ly  60%  o f th e  ch arg e s , 
a n d  th e  d is t r ib u to r  p a y s  40%.
I n  th e  ab ove  case , th e  d is t r ib u to r  
sh o u ld  n o t c a p ita liz e  th e  p ro p o r tio n  of 
c h a rg e s  h e  h a s  to  pay . I t  i s  m e re ly  a n  
a d d it io n a l  e x p en se  o r p ro d u c e r’s  sh a re  
w h ic h  th e  d is t r ib u to r  h a s  to  s ta n d  som e­
tim es , fo r  th e  p r iv ile g e  of se c u rin g  a n  
e x p lo ita tio n  c o n tra c t.  I t  is  t r u e  t h a t  
th e  p o s itiv e  p r in ts  re p re se n te d  in  th e  
c h a rg e s  b e lo n g  to  th e  “ d is t r ib ” in  th e  
above case , b u t  th e y  a re  n o t  w o r th  m o re  
t h a n  th e i r  s c ra p  v a lu e .
T h e re  a re  a  few  m o re  i te m s  to  b e  d is­
cu ssed  b e fo re  p ro c ee d in g  to  th e  a u d it­
in g  p ro c ed u re  of film  ex ch an g es . T h ese
ite m s  a re  p r in ts  a n d  a d v e r t is in g  m a t te r  
s e n t  to  th e  film  ex ch an g es .
P e rp e tu a l  in v e n to r ie s  sh o u ld  be  k e p t 
of a ll p r in ts  a n d  a d v e r t is in g  m a t te r  s e n t  
to  th e  ex ch an g es . W h en  p r in ts  o r  sh o w  
copies a r e  s e n t  to  b ra n c h e s  fo r  re le a se  
to  e x h ib ito rs , a  re co rd  sh o u ld  be  m ad e ; 
i f  th e  b ra n c h  su b se q u e n tly  t r a n s f e r s  o r  
r e tu r n s  th e  film , i t  sh o u ld  be  p ro p e rly  
re co rd e d  in  th e  h o m e office p e rp e tu a l  
in v e n to ry  re co rd s . T h ese  re c o rd s  a re  of 
th e  u tm o s t im p o rta n ce , fo r  th e y  a re  th e  
b a s is  of a u d its  m ad e  on  th e  ex ch an g es .
A d v e r t is in g  m a t te r  s e n t  to  th e  ex ­
c h an g e s  sh o u ld  be h a n d le d  in  th e  sa m e  
m a n n e r . I n  th is  a d v e r t is in g  d e p a rtm e n t, 
o p p o r tu n itie s  fo r i lle g a l a n d  u n a u th o r ­
ized  p ro f it-sh a r in g  m ay  creep  in  u n less  
th e r e  i s  a  good sy s te m  of in te rn a l  ch ec k ­
in g . P e r io d ic a lly  th e  e x ch a n g e  r e m its  a  
r e p o r t  w ith  d u p lic a te  n u m b ere d  in v o ices 
of a d v e r t is in g  m a t te r  so ld . A ll acces­
so rie s  so ld  sh o u ld  be  ch eck ed  a g a in s t  
th e  p e rp e tu a l  in v e n to ry  re co rd s , a n d  th e  
b a lan ce  o f a ccesso ries  sh o w n  b y  th e  in ­
v e n to ry  re co rd s  sh o u ld  b e  in  a g re e m e n t 
w ith  a  p h y s ic a l in v e n to ry  c o u n t on  h a n d  
in  th e  e x ch a n g e  ( th e o re tic a l ly ) .  T h e  
to ta l  sa les  of a d v e r t is in g  m a t te r  a s  r e ­
p o rte d  by  th e  b ra n c h  sh o u ld  be in  a g ree ­
m e n t w ith  th e  to ta l  of th e  d u p lic a te  
n u m b ere d  in v o ices r e tu rn e d  to  th e  hom e 
office fo r  ch eck in g .
I f  th e  a u d ito r  of a  film  e x ch a n g e  ta k e s  
a ll th e  above  p ro c e d u re  in to  c o n s id e ra ­
t io n  w h e n  m a k in g  a n  a u d it ,  he  sh o u ld  
n o t e n c o u n te r  a n y  u n u su a l  d ifficu lties 
d u r in g  a n  a u d it .  T h e re  m ay  be m in o r  
d e v ia tio n s  in  p ro c e d u re  in  d iffe re n t o r ­
g a n iz a tio n s , b u t  th e  sy s te m  a n d  fu n d a ­
m e n ta ls  a r e  th e  sa m e  in  a ll  th e  la rg e  
p ro d u c in g  a n d  d is t r ib u t in g  com p an ies. 
A c c o u n tin g  S y s te m  o f  D is t r ib u to r s .
T h e  m a in  books c o m p ris in g  th e  ac­
c o u n tin g  sy s te m  a r e  a s  fo llow s:
C ash  B ooks (P a id  a n d  R e ce iv e d ).
V o u ch er R e g is te r .
Jo u rn a l.
G en era l L ed g er.
A d v an ces to  P ro d u c e r ’s L ed g er.
A cco u n ts  R ece iv ab le  L ed g er.
B ra n c h  Office L ed g er.
Cash R ece ip ts .
T h is  book  is  a  re c o rd  d ra w n  up  to  
re co rd  re c e ip ts  of cash . C o lum ns sh o u ld  
b e  p ro v id ed  a s  fo llo w s:
D ate.
F ro m  W h o m  R eceived .
A m o u n t R eceived .
C o m m iss io n  E x ch a n g es .
In co m e R e n ta ls  E x c h a n g e s  (E xch .- 
A m t.).
A cco u n ts  R ece iv ab le .
In co m e  fro m  A ccesso ries  (E x ch .-A m t.) .
G e n e ra l L ed g e r C o lum n fo r  M iscel­
lan eo u s  item s.
W h en  c ash  is  rece iv ed , i t  is  e n te re d  in
th e  p ro p e r  co lu m n s a n d  d is t r ib u te d  a s  
to  i t s  so u rce .
Cash P a id .
T h is  book  is  a  re c o rd  of a ll  d isb u rse ­
m e n ts  m ad e  by  ch ec k  a n d  sh o u ld  c o n ta in  
th e  fo llo w in g  c o lu m n s: D a te , P a id  T o, 
F o lio , N e t C ash , D isc., A ccts. P ay ab le ,
A d v an ces to  P ro d u c e rs  (P ro d . N o_____,
A m t.) ,  G e n era l (A c c t____ , A m t.) .  A
fo rm  is g iv en  below .
V oucher R e g is te r
T h is  book co v ers  th e  o r ig in a l e n tr y  o f  
a ll e x p en ses  a n d  p u rc h a se s  m ad e  b y  th e  
d is tr ib u to r .  T h e  fo llo w in g  c o lu m n s w ill 
p ro p e rly  c a re  fo r  th e  n e c e ssa ry  d is t r ib u ­
t io n :  D ate , C re d ito r , Vo. No., V o u c h ers  
P a y a b le , A d v an ces to  P ro d u c e r  (P ro d .
No. ____, A m t.) ,  B ra n c h  E x p en se  (E x ch .
______ , A m t.) ,  H o m e Office A d m in . (A cct.
____ , A m t.) ,  G e n era l (A c c t______ A m t.) .
I f  th e  b ra n c h  offices k e e p  a  c o m p le te  
s e t  o f books, th e  B ra n c h  E x p en se  co lu m n  
is  n o t  n e ce ssa ry . A ll a d v an c es  to  p ro ­
d u c e rs  a re  p o sted  in  d e ta il  to  th e  r e ­
sp e c tiv e  a c c o u n ts  in  th e  A d v an ces t o  
P ro d u c e r  L ed g e r. T h e  H o m e  Office E x ­
p en se  co lu m n  is  a n a ly ze d  w h e n  c lo s in g  
th e  V o u ch er L ed g er, a n d  th e  a n a ly s is  is  
p o s ted  in  d e ta il  to  th e  re sp e c tiv e  ac­
co u n ts  in  th e  g e n e ra l led g er.
Journal.
A  s e t  m o n th ly  jo u rn a l  book  is  u sed  b y  
th e  d is t r ib u to r .  T h e  m o s t f re q u e n t  e n ­
t r ie s  m ad e  a re  th e  p ro d u c e r’s sh a re  o f  
incom e. T h e  jo u rn a l  is  ru le d  w ith  th e  
fo llo w in g  co lu m n s a t  th e  le f t  a n d  r ig h t  
of th e  “P a r t ic u la r s ” sp a c e : P ro d u c e r ’s  
S h a re , V o u c h er P a y a b le , G en era l, F o lio , 
P a r t ic u la r s ,  G en era l, A ccts. R ece iv ab le , 
A dv. to  P ro d u c e r.
A d va n ces to  P ro d u cer’s L edger.
T h is  le d g e r  h a s  b een  e x p la in ed  else­
w h e re  in  th is  p a p e r .
A ccou n ts R ece iva b le  L ed g er.
T h is  book u su a lly  c o n ta in s  th e  con­
t r o l  a c c o u n ts  of th e  su b s id ia ry  film  ex­
ch an g es, i f  th e se  ex ch a n g es  do n o t k e ep  
a  fu ll  sy s tem . O th e r a cc o u n ts  re ce iv a b le  
a r is in g  fro m  th e  sa le  of film  ( fo re ig n  
a n d  o th e rw is e )  m a y  a p p e a r  in  t h i s  led ­
ger. T h e  c h a rg e s  to  t h is  a c c o u n t com e 
fro m  th e  jo u rn a l , w h e n  th e  h o m e office 
b r in g s  th e  re sp e c tiv e  to ta ls  of b ra n c h  
b ill in g s  on  th e  books. C re d its  to  t h is
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a c c o u n t com e f ro m  th e  c a sh  book fo r 
c a sh  rece iv ed  on  a c c o u n t o f b illin g s . T h e  
A c co u n ts  R e ce iv a b le  of e ac h  ex ch an g e  
a re  of c o u rse  s e p a ra te d . B ill in g s  m ad e  
b y  “ s ta te  r ig h te r s ” o n  a c c o u n t of p ic ­
tu r e s  le a se d  to  th e m  a re  n o t  b ro u g h t  
o n  th e  b o o k s u n t i l  a c tu a l ly  co llected , an d  
th e n  th e  a m o u n t co llec ted  is p o sted  d i­
r e c t ly  to  th e  In co m e  fro m  R e n ta ls  col­
u m n , in  th e  C ash  R ece iv ed  book. T h e  
r e a so n  fo r  th is  is  th e  fa c t  t h a t  th e  
sm a lle r  e x h ib i to rs  a re  fin an c ia lly  i r r e ­
sp o n sib le , a n d  th e r e  w o u ld  be  no  a d ­
v a n ta g e  in  b r in g in g  th e s e  a m o u n ts  on 
th e  books, a s  in  m a n y  in s ta n c e s  th e y  
c a n n o t be  co llec ted .15 T h e  co m m issio n  
rece iv ed  by  th e  “ s ta te  r ig h te r s ” fo r  h a n ­
d lin g  th e  p h y s ic a l d is t r ib u t io n  of film  
is  b a sed  on  co llec tio n s , a n d  d e d u c ted  
fro m  th e  c a sh  r e m it te d  to  th e  ho m e 
office (se e  C ash  R e c e ip ts  b o o k ).
B ran ch  O ffice L edger.
S u b s id ia ry  re c o rd s  a re  k e p t  to  re c o rd  
th e  a n a ly s is  of th e  b ra n c h  ex p en ses. T h e  
to ta ls  o f  th is  s u b s id ia ry  re c o rd  sh o u ld  
b e  in  a g re e m e n t w i th  i ts  c o n tro ll in g  ac­
c o u n t in  th e  g e n e ra l led g e r. E x p en ses  
of e ac h  b ra n c h  a re  se p a ra te d  in  th is  
reco rd .
(T o  be co n tin u ed )
SOUTH DAKOTA ACCOUNT­
ANCY LAW
( C on tinu ed  fro m  p age  139)
c o u n ta n c y  sh a ll  h a v e  a  se a l of su ch  de­
v ice  a s  th e  G o v e rn o r sh a ll  ap p ro v e , to  
be  su rro u n d e d  by  th e  w o rd s , “B o a rd  of 
A c co u n ta n cy  o f S o u th  D a k o ta .” A n  im ­
p re ss io n  of su ch  sea l s h a ll  be filed in  th e  
office o f th e  S e c re ta ry  of S ta te , a n d  sh a ll 
a p p e a r  upo n  a ll  c e rtif ic a te s  of acc o u n t­
a n cy  issu ed .
S e c t i o n  1 2 .
E x p e n s e s— D is p o s it io n  o f  F e e s .  A ll 
fees a n d  c h a rg e s  co llected  by  th e  b o a rd  
of a cc o u n ta n c y  sh a ll  be  co vered  in to  th e  
s ta te  t r e a s u r y  a n d  c re d ite d  to  th e  b o a rd  
of a cc o u n ta n c y  to w a rd  p a y in g  th e  ex ­
p e n se s  o f e n fo rc in g  th is  c h a p te r ;  a n d  th e  
ex p en ses of su c h  b o a rd  sh a ll  be  l im ite d  
to  th e  m o n ey  rece iv ed  by  i t  in  fees an d  
ch arg e s . A ll ex p en ses a c tu a lly  a n d  n eces­
s a r i ly  in c u r re d  by  th e  b o a rd  in  c a r ry in g  
o u t th e  p ro v is io n s  of th is  c h a p te r  sh a ll 
b e  p a id  by  th e  S ta te  T re a su re r ,  upo n  
w a r r a n ts  d ra w n  u p o n  th e  b o a rd  of ac­
c o u n ta n c y  fu n d  by  th e  S ta te  A u d ito r  
u p o n  d u ly  i te m iz ed  a n d  a p p ro v ed  v o u ch ­
e r s ;  p ro v id ed , t h a t  n o  m em b er of su ch  
b o a rd  sh a ll  rece iv e  a n y  c o m p e n sa tio n  fo r  
h is  se rv ice s  a s  su ch .
S e c t i o n  1 3 .
A ll A c ts  a n d  p a r ts  of A c ts  in  conflict 
w ith  th is  A c t a re  h e re b y  re p ea led .
A p p ro v ed  F e b ru a ry  1 3 , 1 9 3 1 .
15 R . H. M ontgom ery— A u d itin g  T h eory  an d  
P ra c tic e — V olum e 2.





A, a director of a corporation which had become financially involved, 
promises B th at i f  B will extend credit to  the corporation up to  a stated  
amount for a certain tim e, he, A, “w ill see th a t B is paid.” B agrees to  
and does extend th e credit. The agreem ent between A  and B is oral. 
The corporation fa ils to pay the account and B sues A. A  contends (1) 
that th e “statu te o f frauds” furnishes him  a technical defense, and (2) 
there is no consideration. D iscuss both contentions.
Question 2.
A  and B are sons o f X. Both become of age and A leaves home and 
becomes a successful lawyer w ith a considerable fortune. B stays at 
home, which is a farm  belonging to X, and works for h is father on th e  
farm  for 10 years, a t w hich tim e the father dies. B received no regular  
wages, and had no definite understanding w ith  his father about pay, 
m erely receiving h is board and room and now and then a t irregular  
intervals, m oney from  the father in small amounts. B feels th a t it  is  
an injustice and a hardship th a t h is brother who has le ft home and 
m ade a fortune should receive half the estate, and he puts in a claim  
for the reasonable value o f h is w ages. A  contests the claim. Will he  
prevail ? W hy ?
Question 3.
The X  Coal Company sends to  A, a letter, which reads in sub­
stance th at the company has ju st received a large quantity o f coal o f  
the kind A  used last year and the company will be pleased to  receive  
A ’s order for h is “season’s requirem ents,” which, if  placed at once, 
will be sold to him  and delivered from  tim e to  tim e as needed, on th irty  
days credit, a t $8.00 a ton delivered. A, upon receiving th is letter, im­
m ediately w rites back that he accepts. This letter is lost in  th e mails. 
Later, upon inquiry by A, the company inform s A it  never got h is letter, 
and, also, th at it  would not have complied w ith  it  anyway, as a fter  
sending th e letter, it  decided the price per ton w as too low. A brings 
suit and the follow ing points are to be decided:
(1) W as the letter to A an offer or only a “feeler” for trade?
(2) A contract for season’s requirem ents is no contract at all, a s  
A m ight not have any requirements.
(3) I f  th e company’s letter was an offer, A ’s acceptance is incom­
plete as it  never reached the company.
Discuss these points.
Question 4.
A minor, who looks mature, purchases a stock o f merchandise from  
an adult, who first inquires w hether the minor is of age. The m inor  
represents th at he is  22 years old. The sale is then made. The adult 
sues the minor for the price and the minor makes his m inority a defense  
to the suit.
Answer the following questions:
(1) Is the minor estopped to set up th is  defense?
(2) If the minor is not so estopped and wins the suit, can the adult 
sue him  for dam ages in a tort action for deceit?
(3) Is a minor allowed to defend on the ground of m inority w here  
he can not restore what he has received ?
Question 5.
A agrees to sell, and B to buy 50,000 shingles. Both A and B are 
in the lumber business. In a law suit for the price, the question is pre­
sented whether a custom of the trade in that community that a thousand 
shingles means a bundle of a certain size which may contain more or 
less, can be introduced in evidence, B contending that he might and 
is entitled to 50,000 shingles by actual count, and that to prove a cus­
tom to the contrary violates the parol evidence rule. Discuss, explaining 
what is meant by the parol evidence rule.
Question 6.
A  learns that B has befriended A ’s son when he was in trouble and 
away from home, and writes to B that he will pay him $100 for what 
he has done. B writes back, “ I accept your kind offer.” A does not 
pay, and B sues. Can he recover?
BANKRUPTCY
Question 1.
D is sued for damages for breach of contract, and also sued for 
damages caused by the alleged careless driving of his automobile. Both 
suits are contested. While they are both awaiting trial, a petition in 
bankruptcy is filed against D. Are both these possible liabilities prov­
able and dischargeable in the bankruptcy proceedings?
Question 2.
When is a person deemed to be insolvent under the present Na­
tional Bankruptcy Act?
Question 3.
D files a voluntary petition in Bankruptcy and schedules his in­
debtedness to L as one of his liabilities, and notice is duly sent to L. I f  
L  desires to participate in the division of D’s assets, must he file proof 
of his claim or is the fact that it is scheduled as a debt by D sufficient 
to enable L to participate in dividends?
Question 4.
D, while insolvent, pays L in full of his claim. Subsequently D goes 
into bankruptcy. Under what circumstances, if any, can the trustee 
in bankruptcy have the payment to L set aside ?
CORPORATIONS
Question 1.
At common law can a corporation own stock in another corporation ? 
What are the usual provisions in this regard of modern statutory law?
Question 2.
The directors of the X Corporation on September 15th, declare a 
dividend out of earnings, payable October 1st, to stockholders of record 
September 25th. On September 20th, they decide that, owing to busi­
ness conditions, it will be wiser for them to omit the dividend and thus 
“ maintain a strong cash position,” and unanimously vote to rescind their 
former action. On October 2nd, A who was of record September 25th, 
brings suit for the dividend. Can he recover? In other words, when 
a. dividend is once declared, is it rescindable?
Question 3.
In the absence of any statutory provision, or any provision in the 
charter or stock certificate or other express or specific provision, is 
preferred stock:
(a) Participating in the earnings with the common above the per
cent stated, i. e., if it is 7 per cent preferred, does it participate with 
common in dividends above that amount?
(b) Voting?
(c) Cumulative ?
(d) Preferred in the division of assets upon liquidation?
(e) Redeemable at the option of the board of directors ?
Question 4.
State “A ” passes a “foreign corporation law.” Can this law con­
stitutionally apply to corporations of other states sending travelling 
salesmen into State A, for the purpose of soliciting orders ? Why ?
Question 5.
A statute of the state under which the X Corporation, an invest­
ment holding company, is organized provides that stockholders have a 
right to inspect the books and records of the corporation in which they 
are stockholders. The Board of Directors of the X Corporation adopt 
a policy of not disclosing the names of the companies whose stock is 
acquired. You own one share of stock and you demand to see the 
books containing such names. Are you entitled to see these books? 
State the law, as it now generally exists, on the right of a stockholder 
to inspect books.
Question 6.
A corporation has 1,000 shares of outstanding stock. There are 
three directors. The statute provides that the directors shall have power 
“ to excercise the corporate powers.” These directors decide to purchase 
the assets of another corporation which is in the same line of business, 
and which is comparatively smaller, but successful. The stockholders 
hold a meeting and by a two-thirds vote disapprove the purchase, pass 
a resolution to that effect and finally notify the directors of this action. 
The directors decide to ignore the action of the stockholders. A stock­
holder brings a suit to prevent the entering into the contract of pur­
chase. He contends (1) that the acquisition of the business is not 
within the corporate powers; (2) even, if so, the directors are bound by 
the action of the stockholders. Is he right in either contention ?
PARTNERSHIPS
Question 1.
Tom Cadillac and Peter Studebaker form a partnership for the con­
duct of a garage, with a department for selling parts and accessories. 
It is agreed between them that they will not deal in tires, as they regard 
that line hazardous. In Cadillac’s absence, Studebaker, in violation of 
this agreement, buys a quantity of tires. Cadillac comes back and 
repudiates the purchase. The tire company asks you whether they can 
hold the partners on this transaction. Discuss.
Question 2.
In the above case, Studebaker is a minor, nineteen years of age. He 
has contributed $5,000.00 capital He demands that Cadillac restore 
him this amount, although the capital assets are now only $2,500.00, and 
there are unpaid debts. Must Cadillac account to him for this amount ?
Question 3.
What is a “ limited partnership?
Question 4.
In “Partnership Articles” between A and B, it is agreed that A 




John Smith signs a negotiate promissory note and delivers it 
for value to Walter Jones, the payee, aged 18 years. Jones sells and
endorses the note to Harold Thompson who at maturity presents the 
note for payment to the maker. Smith refuses to honor the note on 
the ground that Jones, being a minor, had no capacity to contract. 
Is his position sound? Why?
Question 2.
John Smith writes out a check for Ten Dollars, leaving uncan­
celled spaces before the word “ ten,” and does not use a check pro­
tector. The payee writes the words “ One Hundred and” before the 
word “ ten” and inserts the figure “ 1” before the figure “ 10” in the 
margin and presents the check to the drawee’s bank for payment. 
The bank honors the check and debits the drawer’s account $110.00. 
Smith refuses to admit the right of the bank to make this debit, but 
the bank contends that unless Smith used a check protector, or at 
least cancelled blank spaces, he must bear the loss caused by the 
raising of his check. Discuss.
Question 3.
Joe Maker, in a transaction with Tom Payee, gives to Payee, an 
instrument reading as follows:
“Detroit, Mich., Oct. 1, 1930.
“Due to Tom Payee, or order, the sum of One Thousand Dollars, 
two years from date, with interest at the rate of six per cent per 
annum. (Signed) Joe Maker.”
Tom Payee indorses this note and sells it, on January 1, 1931, to 
Ed Holder who pays $500.00 for it and who has no knowledge that 
anything is wrong. Later, having learned of some irregularities in 
the original transaction, Holder comes to you with the following 
questions:
(a) Is the note negotiable or non-negotiable? Why?
(b) If, whatever your reply to (a), the court should hold the note 
to be negotiable, would the fact that the original transaction was 
usurious (it not so appearing on its face) be a defense available 
against Holder, who knew nothing of it when he bought the paper?
(c) Same question, if the court should hold the note to be non- 
negotiable ?
(d) Is an indorsement on a holiday invalid?
(e) I f  the above note is negotiable, is the amount that Holder 
can recover governed and limited by what Holder paid to Payee?
Question 4.
The following note is made and delivered:
“Chicago, October 1, 1930.
“ On or before one year after date, I promise to pay to Tom 
Payee, or his assigns, the sum of One Thousand Dollars, with interest, 
or if he so elects to deliver to him, or assigns, 50 shares of the com­
mon stock of the Excelsior Corporation. The maker of this note 
waives all exemptions to which he might be, by law, entitled.” (The 
maker, whose name is Joe Maker, conducts an incorporated business 
which he calls “Dodge Street Emporium” and he uses this name in 
signing this note, not adding his own name or his initials.)
Tom Payee sells this note for value to Ed Holder to whom he 
endorses and delivers it. Holder acquires it in good faith for value 
and before maturity, and presents it at maturity to Maker, who de­
clines payment on the ground that Payee broke the contract in which 
the note was given. Maker contends that the note is not negotiable 
for the following reasons:
(a) It is payable “on or before” ;
(b) It is not payable to order or to bearer;
(c) No rate of interest is stated;
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(d) It is payable either in  money or stock;
(e) It w aives exem ptions whereas by the law of the state such  
a w aiver is  ineffectual;
( f )  It is  not signed as required by the U niform  N egotiable In­
strum ents Law.
W hich, i f  any, of these contentions are good?
Question 5.
In the above case, i f  w e assum e for the sake of argum ent, that 
the note is non-negotiable, and if  w e further assum e that Maker has 
no defense to  its paym ent as against Payee or any other person, but 
fa ils  to pay it  to  Holder because o f financial inability, can recourse be 
had to Payee who indorsed it  to Holder?
Question 6.
A  negotiable note is made by Joe Maker, and is indorsed before 
delivery by N. Dorser before it  is delivered to Tom Payee, the payee. 
W hat is the liability of N . Dorser and to  whom? W hat is he called?
Question 7.
In what cases is “protest” necessary?
Question 8.
A bank certifies a raised check. Is it liable to an innocent taker 
thereof for the amount as originally stated or as it was when certified ?
FEDER AL INCOME TAX
Question 1 :
A ’s taxable income for the year 1929, as computed by h is book­
keeper, is in  excess o f $100,000, and consists o f salary, income from  
business, and interest. The earned income included therein exceeds 
$30,000. You find, however, that dividends were inadvertently omitted  
from the computation. The dividends received during the year 1929 
w ere as fo llow s:
Cash dividends from  dom estic corporations___________$10,000.00
Property dividend from  domestic corporation, at fa ir  
value o f property received_________________________
Liquidating dividend in cash (first and final) on 100 
shares o f stock purchased in 1920 a t $100 per 
share; no loss has yet been taken on the stock____
Cash dividends from  foreign  corporations having no
business in the United S ta te s .-------------------------------
How much additional tax w ill A  pay on the above dividends?
Question 2.
W hich of the follow ing taxes paid by a corporation in 1930 are 
deductible ( if  not deductible g ive reasons) :
(a) Tax paid secretary of state as incorporation fee; not re­
current.
(b) Annual franchise tax for period from  July 1, 1930, to June 
30, 1931.
(c) Paving assessm ent.
(d) Import duties on merchandise purchased.
(e) U. S. income tax  accrued for 1930.





RESERVE FOR DEPRECIATION  
A N D  CONSERVATION OF 
EARNINGS
( C ontinued fro m  page 138 ) 
s e n ts  in te r e s t  du e  to  d ep o sito rs  upo n  de­
m an d , in  acco rd an ce  w ith  th e  ru le s  of 
th e  S av in g s  o r o th e r  d e p a rtm e n ts . I n  
cases w h en  th e  d a ily  a cc ru a l sy s tem  i s  
n o t em ployed , th e  e s t im a tin g  p lan  m ay  
be  used , m o n th ly  o r a s o ften  a s  d e s ired , 
in  b u ild in g  up th e  re se rv e  to  p ro p e r  
levels.
S p e c ia l P u r p o s e  A p p ro p r ia t io n  
(R e s e rv e s )
In  th e  th ir d  c la ss  a re  fo u n d  su ch  i te m s  
as re se rv e  fo r  new  b u ild in g , re se rv e  fo r  
a lte ra tio n s , re se rv e  fo r  acc id en ts , re se rv e  
fo r  co n tin g en c ies , etc., a ll  o f w h ich  re p ­
re s e n t  a p p ro p r ia te d  s u rp lu s  a n d  sh o u ld  b e  
so show n  in  th e  b a la n ce  sh ee t. T h ese  ac­
co u n ts  a re  u su a lly  se t up  as a  r e s u l t  of 
re so lu tio n s  of B o a rd  of D ire c to rs  a n d  a re  
c re d ite d  p e r io d ic a lly  w ith  a  p o r tio n  o f 
p ro fits . T h e  p r in c ip a l  o b jec t of su ch  ac­
co u n ts  u su a lly  is  to  l im it  th e  d is tr ib u tio n  
of p ro fits  a s  d iv id en d s. T h ese  a c c o u n ts  
in d ic a te  th e  in te n t  of th e  D ire c to rs  to  
w ith h o ld  c e r ta in  p ro fits ; how ever, th e y  
can  a t  a n y  tim e  h a v e  th e  b a lan ces t r a n s ­
fe rre d  to  th e  re g u la r  u n a p p ro p ria te d  U n­
d iv id ed  P ro fits .
R ev iew
I n  rev iew  le t m e say  th a t  th is  th i r d  
c la ss  is, in  m y o p in ion , th e  on ly  t ru e  re ­
serve . “A see t E v a lu a tio n  A llow ance” is  
a n  o p e ra tin g  ex p en se  th a t  sh o u ld  be  de­
d u c ted  fro m  p rofits , an d , w h en  s ta te ­
m en ts  a re  re n d e re d , sh o u ld  be su b tra c te d  
fro m  th e  asse t. “A ccrued  L ia b ility — R e­
se rv e ” is  a lso  a n  o p e ra tin g  ex p en se  a n d  
sh o u ld  be c h a rg e d  up  a s  such , a n d  in  a  
b a lan ce  sh e e t i t  sh o u ld  be show n  am o n g  
th e  l ia b ili t ie s  a n d  n o t ad d ed  to  U n d iv id ed  
P ro fits . “ S pec ia l A p p ro p ria tio n — R e­
se rv e ” is  ex ac tly  w h a t i t  says. A  p o r­
t io n  of p ro fits  h a s  been  a p p ro p ria te d  fo r  
a  sp ec ia l p u rp o se  a n d  re se rv e d  in  a  sep­
a ra te  acco u n t to  in s u re  i ts  n o t be in g  used  
fo r  a n y  o th e r  p u rp o se .
T h e re  is  a  n o ticeab le  lack  of u n ifo r­
m ity  in  th e  t r e a tm e n t  of re se rv e s  in  th e  
fo rm s issu ed  by  b a n k in g  su p e rv iso rs  fo r  
s ta te m e n ts  of c o n d itio n s  (c a ll re p o r ts )  
a n d  in  th e  fo rm s of b a lan ce  sh e e ts  w h ich  
a re  in c lu d ed  in  re p o rts  of e x am in a tio n .
L e g a l  A n d  C a sh  R e se rv e  
L e t m e say  h e re  th a t  I  p u rp o se ly  
o m itted  th e  leg a l (c a sh )  re se rv e , re ­
q u ired  by  th e  v a r io u s  re g u la tin g  bodies 
of b a n k s  a n d  by  th e  F e d e ra l  R ese rv e  
S ystem , a lso  th e  v a u lt  cash  re se rv e  nec­
e ssa ry  to  ta k e  ca re  of c u s to m e rs ’ r e ­
q u irem en ts . My in te rp re ta tio n  o f th e  
scope of th is  su b je c t “R e se rv e ” d id  n o t 
in c lu d e  th ese .
In  th e  c o n s id e ra tio n  o f th e  su b jec t, 
“C o n se rv a tio n  of E a rn in g s ,” a ll a u th o r i ­
t ie s  a re  a g ree d  t h a t  in te l lig e n t a n d  in ­
fo rm ed  m an a g em e n t m u st, th ro u g h  n ec­
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e s s ity , reco g n ize  expense, w h e th e r  fixed 
o r  c u r re n t ,  to  co n se rv e  th a t  p a r t  of th e  
b a n k ’s in co m e  fo r  a  r e tu r n  on  c a p ita l  
th a t  is  ju s tif ie d  in  th e  co n d u c t of th e  
b u s in e ss . T h e re fo re , a  s u s ta in e d  fa v o r­
a b le  e a rn in g  p o s it io n  c a n  be a ch iev ed  
o n ly  by  a  c o n s ta n t  s tu d y  of th e s e  ite m s  
so m e w h a t in  d e ta il.
I n te r e s t  p a id  on d e p o sits  by  th e  a v e r­
age  b a n k  in  th e  T e n th  F e d e ra l  R e se rv e  
D is t r ic t  fo r  th e  y e a r  1929 ( th e  la s t  fig­
u re s  th a t  th e  sp e a k e r  h a s  seen ) w as 26.6 
p e r  c e n t of th e  g ro ss  e a rn in g s . T he  n e x t 
la rg e s t  i te m  w as t h a t  of s a la r ie s  w h ich  
w as  23 p e r  cen t. O th e r ex p en ses 14.4 p e r  
cen t. N e t lo sses  11.2 p e r  cen t. F ro m  
th e s e  figu res, you  w ill o b se rv e  t h a t  m o re  
th a n  75 p e r  c en t of th e  g ro ss  e a rn in g s  
fro m  th e  a v e ra g e  b a n k  in  th e  T e n th  
F e d e ra l  R e se rv e  D is t r ic t  is  sp e n t in  th e se  
fo u r  i te m s  in  th e  o p e ra tio n  of th e  b an k , 
w ith o u t  ta k in g  in to  c o n s id e ra tio n  som e 
s m a lle r  item s, su c h  a s  tax e s , in te re s t  on 
b o rro w ed  m oney , re se rv e s , etc .
T h e  p a y in g  of in te r e s t  on  d e p o sits  is  
th e  m o st p ro m in e n t  ite m  of fixed expense  
a n d  u n t i l  re c e n tly  rece iv ed  th e  le a s t con­
s id e ra t io n  fro m  th e  e x e c u tiv e  m a n a g e ­
m e n t of th e  b an k . C a re fu l a n a ly s is  
sh o u ld  be m ad e  o f th e  loca l c h a ra c te r  of 
y o u r  b u s in e ss— th e  r a te s  of in te re s t  co l­
lec ted , re n t,  b u i ld in g  in v e s tm e n t, e tc .,—  
to  d e te rm in e  if  so u n d  ju d g m e n t w ill p e r ­
m it  you  to  pay , say , fo u r  p e r  c e n t in te r ­
e s t  on sa v in g s  a cc o u n ts , fo r  ex am ple . I f  
y o u r  c o m p e tito r  h a s  la rg e r  b a la n ce s  a n d  
less  a c t iv ity  a n d  y o u r  b a n k  h a s  a b o u t th e  
s a m e  d e p o sits  b u t  h a s  s m a lle r  a v e ra g e  
b a la n ce s , a n d  a  co n s id e ra b ly  g re a te r  ac ­
t iv i ty ,  y o u  m u s t  p a y  a  p ro p o r tio n a lly  
lo w er r a te  of in te r e s t  o r less  sa la r ie s , a s  
th e s e  a re  th e  m a jo r  e x p en se  item s. You 
c a n  n o t  h ope  to  m a in ta in  a  p ro p e r  e a rn ­
in g  p o s itio n  t h a t  w ill s a t is fy  th e  s to c k ­
h o ld e rs  in  d iv id e n d s  u n le ss  you  do. T he 
d ec rease  of a s  sm a ll a n  a m o u n t a s  one- 
h a lf  of one p e r  c e n t in  in te re s t  p a id  w ill 
o ften  ad d  s u b s ta n tia l ly  to  th e  n e t  p ro fits  
a v a ila b le  fo r  d iffe re n t p u rp o se s  a n d  is  th e  
d ifference  b e tw een  sa tis f ie d  a n d  d is s a t is ­
fied s to c k h o ld e rs .
S a la r ie s , th e  n e x t la rg e s t  item , is a  
m a t te r  th a t  in  th e  o p in io n  of th e  sp e a k e r, 
is  in flu en ced  v e ry  la rg e ly  by  loca l econ­
om ic c o n d itio n s . B y  th is , I  m ea n  s a la r ­
ies  p a id  fo r  s im ila r  la b o r  in  k in d re d  lin e s  
of in d u s try , a n d  so m e w h a t by  y o u r  com ­
p e tito rs .
H ow  m a n y  b a n k e rs  of to d a y  re a liz e  
t h a t  th e re  is  v i r tu a l ly  n o  d ifference  be­
tw e en  o u r  b u s in e ss  a n d  th a t  of th e  o rd i­
n a ry  m e rc h a n t?  Q u ite  f re q u e n tly  w e do 
n o t h e s i ta te  to  c r it ic iz e  fro m  a  f in an c ia l 
s ta te m e n t  w h ic h  w e  in s is t  on  th e  m e r­
c h a n t’s m a k in g  o u t a t  le a s t  once a  y ear, 
th e  e r ro r  of h is  w ay s of h a v in g  to o  m u ch  
ex pense, to o  h e av y  a n  in v e n to ry , e tc ., 
w ith o u t  s to p p in g  to  re a liz e  t h a t  th e  pu b ­
lic  is  th e  w h o le sa le  h o u se  fro m  w h o m  w e 
g e t o u r  goods, e ith e r  p a y in g  th e m  in te r ­
e s t  o r  in  se rv ice  fo r  h is  w a re s . T h e  
s ta te m e n t  of m o st a n y  su ccess fu l b u s i­
n e ss  of to d a y  p ro b a b ly  w ill show  lo w er 
in v e n to ry , lo w er g ro ss  e a rn in g s , y e t a  
h ig h e r  r a t io  of n e t  e a rn in g s  to  g ro ss  
p ro f its  th a n  e v e r be fo re . T h e  su ccess fu l 
b a n k  m a n a g e m e n t m u s t re a liz e  th is  fa c t 
a n d  a n a ly ze  i ts  b u s in e ss  f ro m  th is  p o in t 
of v iew . T h e  e x ec u tiv e  c o m m itte e  a n d  
m en  w ho  do  th is  m u s t  h a v e  f re q u e n t a n d  
a c c u ra te  re p o r ts  d isc lo s in g  th e  d e fin ite  
p o s it io n  of i t s  a ffa irs .
You h av e  o f te n  h e a rd  th e  q u e s tio n  d is ­
cu ssed  a b o u t w h ic h  d e p a r tm e n ts  h av e  
b een  p ro fitab le  a n d  w h ic h  h a v e  n o t b een  
p ro fitab le . A  d e p a r tm e n t m ay  h av e  com ­
p e te n t  p e rso n n e l, fa v o ra b le  space in  th e  
ban k , be f re e  of co m p la in ts , y e t w hose  
o p e ra tio n  is  a n  ex cessiv e  d ra in  on th e  
fixed expense  of th e  b an k . W e w ill co n ­
cede th a t  th e  d e p a r tm e n t is  n e ce ssa ry  
b u t i ts  o p e ra tio n  m ay  n o t be ju s tif ie d  on 
its  e x is tin g  o v e rh ea d  ex pense, b ecau se  of 
th e  sp ace  o ccup ied  o r th e  s a la r ie s  of 
th o se  in v o lv ed  b e in g  h ig h e r  th a n  th e  
w o rk  its e lf  c a n  p ro d u c e  in  e a rn in g .
I  th in k  th a t  i t  is  q u ite  f ree ly  a d m itte d  
now  th a t  u n d e r  th e  g u id an c e  of th e  v a s t  
e x p erien ces  of th o se  w h o  h a v e  p io n ee red  
th e  field t h a t  i t  is  p o ss ib le  n o t on ly  to  
s e t  u p  a  s im p le  d is t r ib u t io n  of y o u r ex­
p en se  acc o u n t w h ic h  w ill d isc lose  p e r ­
h a p s  a  n ew  p ic tu re  to  yo u  b u t i t  w ill a l ­
low  you  to  co m p are  a n d  b enefit fro m  th e  
e x p erien ces  of o th e rs  in  th is  im p o r ta n t  
m a tte r .
I  r e a d  a  s ta te m e n t  re c e n tly  w h ic h  to  
m e w a s  q u ite  fo rce fu l in  e m p h a s iz in g  
th is  su b jec t. “M a n a g em en t u n in fo rm e d  
c an  n o t h ope  to  co m p ete  w ith  m an a g e ­
m e n t in fo rm e d — in fo rm e d  m a n a g e m e n t 
m ean s  in te l l ig e n t  c o n tro l an d  use  of th e  
p o w ers a n d  p ro p e r ty  in tr u s te d  to  i ts  con­
tro l,  a n d  o ften  is  th e  d iffe ren ce  b e tw een  
success  a n d  f a ilu re .”
GOVERNMENT ACCOUNTING 
PUBLICATIONS
F ro m  tim e  to  t im e  th e  F e d e ra l  Gov­
e rn m e n t, th ro u g h  i ts  v a r io u s  d e p a r t­
m e n ts  a n d  b u re a u s , h a s  p u b lish ed  sm a ll 
m o n o g rap h s  r e la t in g  to  som e a c c o u n tin g  
p ro b lem s w h ic h  a re  so ld  a t  a  v e ry  low  
figure. Som e of th e  d o cu m en ts , of 
c o u rse , a r e  v e ry  e le m en ta ry , ho w ev er, w e 
a re  l is t in g  th e m  a s  a  m a t te r  of in fo rm a ­
tio n . One sh o u ld  re m it  to  th e  S u p e rin ­
te n d e n t  of D o cu m en ts , G o v e rn m en t P r in t ­
in g  Office, W ash in g to n , D. C., by  p o s ta l 
o r  e x p re ss  o rd e r  o r b a n k  d ra f t .
A cco u n tin g  re co rd s  a n d  b u s in e ss  m e th ­
ods fo r  liv e s to c k  sh ip p in g  a sso c ia tio n s . 
(A g r ic u ltu re  B u lle tin  1150.) 10c.
A c co u n tin g  re co rd s  fo r  c o u n try  c re a m ­
e rie s . (A g r ic u ltu re  B u lle t in  559.) 5c.
A c co u n tin g  re c o rd s  fo r  sa m p lin g  ap p le s  
by w e ig h t. (A g r ic u ltu re  B u lle t in  1006.) 
5c.
C lass if ica tio n  of led g e r a cc o u n ts  fo r  
c rea m e rie s . (A g r ic u ltu re  B u lle tin  865.) 
10c.
C ost a c c o u n tin g  fo r  o il p ro d u c e rs . 
(M ines B u lle tin  158.) 15c.
C ost k e e p in g  fo r  sm a ll m e ta l m in e s . 
(M in es T ec h n ic a l P a p e r  223.) 10c.
F a r m  b o o k k eep in g . ( F a rm e rs ’ B u l le t in  
511.) 5c.
F a rm  h o u seh o ld  a cco u n ts . ( F a r m e r s ’ 
B u lle t in  964.) 5c.
F a r m  in v e n to r ie s . ( F a r m e r s ’ B u lle t in  
1182.) 5c.
F a rm  p ro fits . (A g r ic u ltu re  B u l le t in  
920.) 15c.
F u n d a m e n ta ls  of a  co st sy s te m  fo r  
m a n u fa c tu re rs .  (F e d e ra l  T ra d e  C om m is­
s io n .)  5c.
H ig h w a y  co st k eep in g . (A g r ic u ltu re  
B u lle t in  660.) 10c.
L oose-leaf a c c o u n tin g  in  fo re ig n  c o u n ­
tr ie s .  (T ra d e  In fo rm a tio n  B u lle tin  391.) 
10c.
M eta l-m in e  acc o u n tin g . (M in es T ec h n i­
cal P a p e r  250.) 10c.
M ethods of a n a ly z in g  th e  f a rm  b u s i­
n ess . ( F a r m e r s ’ B u lle tin  1139.) 5c.
M ethods o f  c o n d u c tin g  co s t p ro d u c ­
t io n  a n d  fa rm  o rg a n iz a t io n  s tu d ie s . 
(A g r ic u ltu re  B u lle tin  994.) 5c.
P o u l t ry  acco u n ts . (F a r m e r s ’ B u lle t in  
1427.) 5c.
S y stem  of a cc o u n tin g  fo r  co tto n  g in ­
n e r ie s . (A g r ic u ltu re  B u lle tin  985.) 10c.
S y stem  of a cc o u n ts  fo r  c o tto n  w a re ­
hou ses. (A g r ic u ltu re  B u lle tin  520.) 5c.
S y stem  of a cc o u n ts  fo r  l iv e s to c k  sh ip ­
p in g  a sso c ia tio n s . (A g r ic u ltu re  B u lle t in  
403.) 5c.
S y s tem  of a cc o u n ts  fo r  r e ta i l  m e r­
c h a n ts . (F e d e ra l  T ra d e  C o m m iss io n .) 5c.
S y s tem  of a cc o u n ts  p re sc r ib e d  fo r  li­
cen sees u n d e r  F e d e ra l w a te r  p o w er a c t.  
(F e d e ra l  P o w er C o m m iss io n .) 15c.
S y stem  of b o o k k eep in g  fo r  g ra in  e le ­
v a to rs . (A g r ic u ltu re  B u lle tin  811.) 20c.
S y s te m  of fa rm  co st a c c o u n tin g . 
( F a r m e r s ’ B u lle t in  572.) 5c.
S y s tem  of field a n d  office re c o rd s  f o r  
co u n ty  ex te n s io n  w o rk e rs . (A g r ic u ltu re  
C irc u la r  107.) 5c.
S y s tem s of re c o rd s  fo r  loca l f a rm e rs ’ 
m u tu a l fire  in su ra n c e  co m p an ies . (A g ri­
c u ltu re  B u lle t in  840.) 5c.
U se  of d ia ry  fo r  fa rm  a cc o u n ts . 
( F a r m e r s ’ B u lle tin  782.) 5c.
V alue  of re co rd s  to  th e  fa rm e r .  (Y e a r­
book  S e p a ra te  735.) 5c.
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TH E  e x p e r ie n c e  o f th e  C o m p tro l­l e r ’s office h a s  sh o w n  c o n c lu ­siv e ly  t h a t  m a n y  b a n k  d i r e c to r s  h a v e  l i t t le  o r  no  c o n c e p tio n  o f th e i r  
d u t ie s  a n d  re s p o n s ib i l i t ie s  a n d  t h a t  
so m e  d i r e c to r s  ig n o re  t h e i r  d u t ie s  e v en  
w h e n  c a l le d  to  t h e i r  a t t e n t io n .  I t  is 
f o r  t h i s  r e a s o n  t h a t  th e  C o m p tro l le r ’s 
office fe e ls  t h a t  th e  s u b je c t  u n d e r  d is ­
c u s s io n  is  o f g r e a t  im p o r ta n c e  a n d  t h a t  
th e  a c t iv e  o fficers o f b a n k s  sh o u ld  
m a k e  a v a i la b le  to  t h e i r  d i r e c to r s  su c h  
in f o r m a t io n  a s  w ill e n a b le  th e m  to  
b e t t e r  u n d e r s ta n d  th e i r  d u t ie s  a n d  r e ­
sp o n s ib i l i t ie s .  S u c h  a  c o u rse  w ill  n o t  
o n ly  m a k e  f o r  b e t t e r  b a n k s  b u t  is  o n e  
to  w h ic h  th e  d i r e c to r s  a r e  e n t i t le d .
T h e  E co n o m ic  P o lic y  C o m m iss io n  o f 
th e  A m e ric a n  B a n k e r s  A s so c ia t io n  in  
i t s  r e p o r t  to  th e  H o u s to n  C o n v e n tio n  
in  1 9 2 7  re c o g n iz e d  th e  im p o r ta n c e  of 
th e  s u b je c t ,  a n d  m u c h  h a s  b e e n  w r i t te n  
in  r e g a r d  th e r e to  b u t  th e  la c k  o f 
k n o w le d g e  o f  t h e i r  r e s p o n s ib i l i t ie s  s t i l l  
r e m a in s  th e  c au se  o f m a n y  b a n k  f a i l ­
u re s .  I  b e lie v e  t h a t  th e  A m e ric a n  
B a n k e r s  A s so c ia tio n  c o u ld  do  no  b e t t e r  
th in g  to  p ro m o te  so u n d  b a n k  m a n a g e ­
m e n t  th a n  to  c a r r y  o u t  a  p la n  o f e d u ­
c a t io n  o f  b a n k  d i r e c to r s  in  t h e i r  d u t ie s  
and  re sp o n s ib ili t ie s .
W h y  do  w e  p la c e  su c h  e m p h a s is  on  
th e  d u t ie s  a n d  r e s p o n s ib i l i t ie s  o f b a n k  
d i r e c to r s  a s  c o m p a re d  w ith  o th e r  c o r­
p o r a t io n s ?  D ire c to rs  o f p r iv a te  c o rp o ­
ra t io n s ,  a s  a  r u le ,  h a v e  a s  t h e i r  p r in ­
c ip a l o b jec t th e  in te r e s t  a n d  p ro te c tio n  
o f w h a t  m a y  be  te rm e d  th e i r  p a r tn e r s  
in  b u sin ess , s to c k h o ld e rs , a n d  a lso  th e  
b o n d h o ld e rs .  T h e  d i r e c to r s  o f th e  
b a n k s ,  q u a s i  p u b lic  c o rp o ra t io n s ,  h a v e  
th e i r  f i r s t  d u ty  to  th e  d e p o s i to rs  of 
th e s e  in s t i tu t io n s  a n d  th is  d u ty  co m e s 
a b o v e  t h e i r  d u ty  to  th e  s to c k h o ld e rs .  
T h e y  a r e  in  th e  n a tu r e  o f  t r u s te e s .
W h e n  th e  d e p o s i to r  p la c e s  h is  m o n ey  
in  th e  b a n k  h e  in  e ffec t s a y s :  “ In  c o n ­
s id e r a t io n  o f re c e iv in g  m y  m o n e y  a n d  
a n y  in te r e s t  p a id , y o u  c a n  h a v e  i t s  u se  
b u t  o n ly  o n  th e  c o n d it io n  t h a t  i t s  u se  
c o n fo rm s  to  th e  s a f e g u a r d s  p ro v id e d  
by  la w .”  S u c h  s a fe g u a r d s  a r e  n o t  
m ere ly "  th e  m e c h a n ic a l  s a f e g u a r d s  s u r ­
ro u n d in g  th e  p r o p e r  c u s to d y  o f  f u n d s  
b u t  c o v e r  a ll  th e  m a n y  p h a se s  o f b a n k ­
in g , p ro v id e d  b y  s t a tu to r y  e n a c tm e n t  
o r  c o u r t  d e c is io n . O n w h o m  d o e s  th e  
re sp o n s ib i li ty  of t h i s  c o n tra c t  fa ll? —  
th e  d ire c to rs .
In  m o s t  b a n k in g  la w s , a n d  p a r t i c u ­
la r ly  th e  n a t io n a l  law , th e  w h o le  s t r u c ­
t u r e  is  b u i l t  a r o u n d  th e  d ir e c to r s .  I t
B y  F .  G . A W A L T , D e p u ty  C o m p tro lle r  
o f  t h e  C u r re n c y .
A d d ress  b e fo re  th e  C E N T R A L  A T ­
L A N T IC  S T A T E S  B A N K  M A N A G E­
M E N T  C O N F E R E N C E  a t  W ash in g to n ,
D. C., F e b ru a ry  27, 1931.
is u p o n  th e  d i r e c to r s  t h a t  th e  n a t io n a l  
b a n k  law  p laces th e  m a n a g e m e n t of n a ­
t io n a l  b a n k s  in  sp ec ific  la n g u a g e ,  w h e n  
i t  p ro v id e s :
“ T h e  a f fa ir s  o f  e a c h  a s s o c ia t io n  s h a ll  
be m an aged  by  n o t le s s  th a n  five d i­
r e c to r s  * *."
I t  is th e  d i r e c to r  w h o  is h e ld  r e s p o n ­
s ib le  fo r  a n y  v io la t io n  o f th e  N a t io n a l  
B a n k  A c t w h e n  i t  p ro v id e s :
“ E v e ry  d i r e c to r  * * s h a l l  be  h e ld  
l ia b le  in  h is  p e r s o n a l  a n d  in d iv id u a l  
c a p a c i ty  f o r  a ll  d a m a g e s  w h ic h  th e  
a s so c ia t io n , i ts  s h a r e h o ld e r s ,  o r  a n y  
o th e r  p e r s o n  s h a l l  h a v e  s u s ta in e d  in  
c o n se q u e n c e  o f  su c h  v io la t io n .”
I t  is th e  d i r e c to r  o f th e  m e m b e r  
b a n k  w h o  is  h e ld  re s p o n s ib le  fo r  v io la ­
t io n s  o f th e  F e d e r a l  R e se rv e  A c t by  
th e  p ro v is io n s  o f t h a t  A ct.
T h e  d ire c to r  is  r e q u ire d  by  th e  N a­
t io n a l B a n k  A ct w h e n  e lec ted  o r a p ­
p o in te d  to  ta k e  a n  o a th  th a t  h e  w ill, so 
f a r  a s  th e  d u ty  devo lves o n  h im , d i l i ­
g e n tly  a n d  h o n e s tly  a d m in is te r  th e  a f­
f a ir s  of su ch  a sso c ia tio n  an d  w ill n o t 
k n o w in g ly  v io la te , o r w illin g ly  p e rm it  
to  be v io la te d  a n y  of th e  p ro v is io n s  of 
th e  A ct.
O bviously  th e  law  d id  n o t c o n te m p la te  
th a t  a  d ire c to r  sh o u ld  be a  figu re-h ead ; 
th a t  h e  sh o u ld  a tte n d  m e e tin g s  m ere ly  
to  g e t h is  d i r e c to r ’s fee  a n d  in  th is  con­
n e c tio n  I  w as to ld  re c e n tly  by  a  p re s i­
d e n t of a  b a n k  t h a t  i t  w as n e c e ssa ry  to  
in c re a se  th e  d ire c to rs ’ fee  in  o rd e r  to  
ge t som e of th e  d ire c to rs  of th a t  p a r ­
t ic u la r  b a n k  to  a tte n d  m e e tin g s— a  p ro ­
ced u re  th a t  c e r ta in ly  sh o u ld  be  u n n e c ­
e ssa ry .
S ince  th e  d u tie s  a n d  l ia b ili t ie s  of d i­
re c to rs  a re  in te rw o v e n , th e  d e fin itio n  of 
th e i r  d u tie s  h a s  in  som e m e a su re  been  
g iv en  in  s u i ts  to  e n fo rc e  l ia b ili ty , an d  
w h ile  th e  c o u r ts  h a v e  u sed  d iffe ren t 
la n g u a g e  in  d e fin in g  th e  g e n e ra l d u tie s  
of d ire c to rs , a  c le a r  id e a  o f th e i r  scope 
m ay  be g a in e d  fro m  th e  fo llo w in g  ex ­
c e rp ts  of d ec is io n s:
“ T h e  d u ty  of th e  b o a rd  of d ire c to rs  
is  n o t  d isc h a rg e d  b y  m ere ly  se le c tin g  of­
ficers o f good r e p u ta tio n  fo r  a b il i ty  an d  
in te g r i ty ,  a n d  th e n  le a v in g  th e  a ffa irs  
of th e  b a n k  in  t h e i r  h a n d s  w ith o u t  a n y
o th e r  su p e rv is io n  o r e x a m in a tio n  th a n  
m ere  in q u iry  of su c h  officers, a n d  re ly ­
in g  u p o n  th e i r  s ta te m e n t  u n t i l  som e 
cau se  fo r  su sp ic io n  a t t r a c t s  th e i r  a t t e n ­
tio n . T h e  b o a rd  is  bou n d  to  m a in ta in  a 
su p e rv is io n  of th e  b a n k ’s a ffa irs , to  h av e  
a  g e n e ra l k n o w le d g e  of th e  c h a ra c te r  of 
th e  b u s in e ss  a n d  th e  m a n n e r  in  w h ich  
i t  is co n d u c ted , a n d  to  kno,w a t  le a s t  
on w h a t  s e c u ri ty  i ts  la rg e  l in e s  of c re d it  
a re  g iv en .
“ D ire c to rs  of a  n a tio n a l  b a n k  m u s t  
ex e rc ise  o rd in a ry  c a re  a n d  p ru d e n ce  in  
th e  a d m in is t r a t io n  of th e  a ffa irs  of a  
b a n k , a n d  th is  in c lu d e s  so m e th in g  m ore  
Chan o ffic ia ting  a s  f ig u reh ead s . T h ey  a re  
e n ti t le d  u n d e r  th e  la w  to  c o m m it th e  
b a n k in g  b u s in e ss , a s  defined, to  th e i r  
d u ly  a u th o r iz e d  officers; b u t  th is  does 
n o t abso lve  th e m  fro m  th e  d u ty  of r e a ­
so n ab le  su p e rv is io n , n o r  o u g h t th e y  to  
be p e rm it te d  to  be sh ie ld e d  fro m  l ia b il­
i ty  b ecau se  of w a n t  of kno w led g e  of 
w ro n g-do ing , if  t h a t  ig n o ra n c e  is  th e  r e ­
su l t  o f g ro ss  in a t te n tio n .
“ I t  is  th e  d u ty  of d ire c to rs  of a  n a ­
tio n a l b a n k  to  e x erc ise  re a so n a b le  con­
t ro l  a n d  su p e rv is io n  o v er i ts  a ffa irs , an d  
to  u se  o rd in a ry  c a re  a n d  d ilig en ce  in  
a s c e r ta in in g  th e  co n d itio n s  o f i ts  b u s i­
ness, w h ic h  is  su c h  c a re  a s  a n  o rd in a ry  
p ru d e n t  a n d  d ilig e n t m a n  w o u ld  e x e r­
c ise  in  v iew  of a ll  th e  c irc u m s tan c es .
“A b o a rd  of d ire c to rs  of a  b a n k in g  
c o rp o ra tio n  is  e lec ted  p r im a r i ly  fo r  th e  
m a n a g e m e n t of th e  c o rp o ra te  a f fa irs ;  
a n d  w h en  th e  b o a rd  d e le g a te s  i ts  a u ­
th o r i ty  to  th e  ex ec u tiv e  officers an d  
th ro u g h  th e i r  c a re le ssn ess  a n d  m ism a n ­
a g em en t d is a s te r  a n d  lo ss to  th e  s to c k ­
h o ld e rs  a n d  c re d ito rs  ensu e , th e  in d i­
v id u a l m em b e rs  of th e  b o a rd  c an  n o t 
e scape  l ia b i li ty  by  sh o w in g  t h a t  th e y  d id  
n o t k n o w  of th e  u n fo r tu n a te  t ra n s a c tio n s  
a n d  w e re  ig n o ra n t  of th e  b u sin e ss  of th e  
c o rp o ra tio n .”
T h e re  a re  tw o  m a in  d iv is io n s  of d i­
r e c to r s ’ l ia b i li ty — s ta tu to r y  a n d  com m on 
law . U n d e r th e  s ta tu to r y  m ay  be l is te d  
su ch  l ia b i li t ie s  a s  lo a n s  in  excess of th e  
l im it  a s  fixed by  law ; in ju ry  o r d a m ­
age  to  p e rso n s  re ly in g  on  fa lse  re p o rts  
of c o n d itio n  of a  b a n k ;  d iv id e n d s  p a id  
o u t of o th e r  th a n  n e t  p ro fits , a f te r  de­
d u c tin g  th e re f ro m  a ll lo sses a n d  b ad  
d e b ts ; p a y m e n t of d iv id e n d s  o r  m a k in g  
of lo an s  w h e n  re se rv e s  w ith  th e  F e d e ra l  
R ese rv e  B a n k  a r e  d e fic ien t; u n law fu l, 
p ro h ib ite d , o r  u ltra  v ir e s  t r a n s a c tio n s  
a n d  o p e ra tio n s .
U n d e r  com m on  la w  l ia b ili ty , m ay  be  
l is te d  th e  m a k in g  of lo an s  w h en  th e
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se c u ri ty  ta k e n  is  in su ffic ien t, c e r t ify in g  
o r p e r m it t in g  to  be  c e rtif ie d  c h eck s  on 
in su ffic ien t o r o v e rd ra w n  a c c o u n ts ;  f a il ­
u re  to  a p p o in t a  d isc o u n t a n d  lo an  com ­
m ittee , o r  a n  e x a m in in g  c o m m itte e  of 
th e  d ire c to rs  w h en  re q u ire d  by  th e  by­
law s a n d /o r  th e  v o lu m e of th e  b a n k ’s 
b u s in e ss , o r a  f a i lu re  to  see  th a t  su ch  
co m m ittee  fu n c tio n  if  a p p o in te d ; fa ilu re  
to  a u d it  o r  ex am in e  th e  a ffa irs  an d  con­
d itio n  of th e  b a n k  p e rio d ica lly , o r to  
c au se  sam e  to  be  a u d ite d  o r  e x a m in e d ; 
f a ilu re  to  u se  re a so n a b le  e ffo rts  to  col­
lec t slow  o r d o u b tfu l a sse ts . T h e  d irec ­
to r s  m ay  also  be liab le  fo r a llo w in g  over- 
d ra f ts ;  fo r  d am ag es  r e s u l t in g  fro m  a  
f a ilu re  to  c h a rg e  off a s se ts  a t  th e  d ire c ­
t io n  of th e  e x a m in e r , o r re p re s e n tin g  
su ch  a s se ts  to  be good a f te r  su ch  no ­
t ic e ; fo r  lo sses r e s u l t in g  fro m  fa ilu re  to  
re q u ire  p ro p e r  bo n d  fro m  officers an d  
em ployees of th e  b an k .
T h e  d ire c to rs  can  n o t d isc h a rg e  th e  
d u tie s  in c id e n t to  th e i r  office b y  h o ld in g  
m ee tin g s  a t  r a r e  in te rv a ls  a n d  l im itin g
th e  b u s in e ss  of su c h  m e e tin g s  to  su ch  
p e rfu n c to ry  m a t te r s  a s  e le c tin g  officers; 
a n d  fo r  f a ilu re  to  a t te n d  m ee tin g s , even  
th o u g h  r e s id in g  a t  a  d is tan c e , th e  d i­
re c to rs  m ay  be h e ld  liab le , a n d  th e y  c an  
n o t sh ie ld  th em se lv es  fro m  l ia b i li ty  by  
p le a d in g  ig n o ra n c e  of t r a n s a c tio n s  in  
w h ich  th e y  d id  n o t  p a r tic ip a te ,  w h en  
th e i r  ig n o ran c e  is  a  r e s u l t  o f  th e i r  n e g ­
l ig e n t in a t te n t io n .
T h e  d e fen se  offered  of n o t a tte n d in g  
m ee tin g s  is  a  com m on  one. One ex am ­
ple of th is  c h a ra c te r  is  v e ry  v iv id ly  im ­
p re sse d  on  m y  m in d — t h a t  of a  d is t in ­
g u ish e d  U n ite d  S ta te s  S e n a to r  a n d  th e  
d ire c to r  of a  fa ile d  n a tio n a l  b an k , now  
dead , w h o m  I  a d m ire d  a n d  lik ed . W h en  
to ld  by  th e  C o m p tro lle r  th a t  he  w as to  
be su ed  on acc o u n t of d ire c to r ’s l ia b i l­
ity , he  w as a s to u n d e d  a n d  to o k  th e  p o si­
t io n  th a t  s in ce  he  w as  a t te n d in g  to  h is  
d u tie s  in  W a s h in g to n  h e  cou ld  n o t a t ­
te n d  m e e tin g s  of th e  d ire c to rs , t h a t  h e  
h a d  h a d  im p lic it  confidence in  th o se  
w ho w ere  ru n n in g  th e  b a n k  a n d  i t  w as
n o t h is  fa u lt .  H e  w as s in c e re  in  h is  
c o n te n tio n  b u t  by  h is  ow n a d m iss io n s  
m ad e  o u t a  case  a g a in s t  h im se lf . W e 
v e n tu re d  th e  o p in io n  t h a t  u n q u e s tio n ­
a b ly  m a n y  p eop le  h a d  d e p o sited  in  th e  
b a n k  b ecau se  h e  w as  on th e  b o a rd  a n d  
th e y  h a d  confidence in  h im , a n d  h e  h a d  
v io la te d  t h a t  confidence by  p a y in g  no  
a t te n tio n  to  th e  b u sin e ss . H e  le f t  th e  
office w ith  th e  r e m a rk  t h a t  h e  w o u ld  
n o t p a y  a  cen t. H e  n e v e r  did, fo r  h e  
d ied  a f te r  th e  s u i t  w as filed, b u t  h is  
e s ta te  p a id .
I t  is  th e  d u ty  of th e  C o m p tro lle r’s of­
fice, w h e n  a  n a tio n a l  b a n k  h a s  fa ile d  
a n d  th e re  is  suffic ien t cau se , to  co llec t 
fo r  th e  d e p o s ito rs  on th e  d ire c to rs ’ l ia b i l ­
i ty . O ften  f a ilu re  of th e  b a n k  m e a n s  
th e  fin an c ia l f a ilu re  of th e  d ire c to rs  a n d  
th e re  is n o th in g  to  co llect b u t  i t  m ay  be  
n o ted  in  th e  la s t  th re e  y e a rs  w e h a v e  
re co v e red  fo r  th e  d e p o s ito rs  of fa ile d  
b a n k s  f ro m  th is  so u rce , over tw o  m illio n  
fo u r  h u n d re d  th o u sa n d  d o lla rs .
In te lligen ce  Shops
WH IL E  th e  p r ic e  of a  g la s s  of m ilk  in  N ew  Y o rk  C ity  ra n g e s  fro m  th r e e  c en ts  to  th ir ty -f iv e  cen ts , th e re  a re  c e r ta in  s ta n d a rd s  by  w h ich  th e  
v a lu e  of th e  su s te n a n c e  c o n ta in e d  th e re in  
c an  be g auged . B asic  ra w  m a te r ia ls  w h en  
p u rc h a se d  in  q u a n ti ty  h a v e  even  a  m ore  
d e fin ite  a n d  u n ifo rm  b a s is  of p r ic in g .
W h a t sh o u ld  be th e  m e a su re  of th e  
v a lu e  of p ro fe s s io n a l a n d  o th e r  l ik e  in ­
ta n g ib le  se rv ice s?  W h a t  sh o u ld  b e  th e  
s ta n d a rd  o r  y a rd s t ic k  by  w h ic h  th e  re a ­
so n ab len ess  of th e  c h a rg e s  of th e  law y er, 
th e  d e n tis t ,  th e  d o c to r, th e  e n g in e er, th e  
ce rtif ied  p u b lic  a c c o u n ta n t  o r th e  b u s in e ss  
c o u n se llo r c a n  be  g a u g ed ?  C an  b id s  fo r  
th e  se rv ice  of th e  d o c to r, th e  law y er , th e  
en g in e e r , o r  th e  ce rtif ied  p u b lic  acc o u n t­
a n t  be  ta k e n  w i th  an y  a s su m p tio n  th a t  
th e  a ccep tan ce  of th e  lo w est b id  w ill 
b r in g  th e  m a x im u m  of v a lu e  p e r  d o lla r  
sp e n t?  In  o th e r  w o rd s , c an  p ro fe ss io n a l 
se rv ice s  b e  p u rc h a se d  on  th e  sam e  b a sis  
a s  p ig  iro n , copper, o r even  a  g la s s  of 
m ilk ?
T h e  w r i te r  h a s  b een  ad v ised  by  re sp o n ­
s ib le  b u s in e ss  m en  t h a t  th e y  w o u ld  lik e  
to  u se  th e  se rv ice s  of a  c e r ta in  w ell 
k n o w n  e n g in e e r  b u t  b ecau se  h is  p e r  d iem  
c h a rg e  is  fo u r  t im e s  a s  h ig h  a s  t h a t  of 
o th e r  e n g in e e r in g  g ra d u a te s  of th e  sam e  
I n s t i tu te  of T echno logy , th e y  do n o t feel 
ju s tif ie d  in  em p lo y in g  h im . W h en  th e s e  
p a r t ie s  h a v e  been  a d v ised  t h a t  th e  p e r
S ig n ed  e d ito r ia l  by  F r a n k  W ilb u r  M ain ,
C.P.A., in  D ecem ber issu e  M ain Topics. 
R e p r in te d  by  p e rm iss io n .
d iem  r a te  is  on ly  a  m in im u m  ch arg e , 
a n d  th a t  th e  c h a rg e  fo r  sp ec ia l c o u r t w o rk  
a n d  in tr ic a te  c o m m issio n  w o rk  is  m u ch  
h ig h e r , th ey  th ro w  up  th e i r  h a n d s . A nd  
ye t, th i s  e n g in e e r  is  v e ry  b u sy  a n d  h a s  
fo u n d  i t  im p o ssib le  to  ta k e  a  v a c a tio n  
th is  y e a r.
A  s h o r t  t im e  ag o  one o f th e  m ed iu m ­
sized  c o m p an ies  of th is  c o u n try  a d v ised  
th e  w r i te r  t h a t  th e y  w o u ld  l ik e  to  con­
tin u e  w ith  th e i r  r e g u la r  a c c o u n ta n ts  w ho  
h a d  ta k e n  a  g r e a t  dea l of in te r e s t  in  
th e i r  co m pany , b u t t h a t  b ecau se  th re e  
re p u ta b le  n a tio n a l  firm s w e re  w illin g  to  
do th e  w o rk  w h ic h  th e y  d e s ire d  p e rfo rm e d  
fo r one-h a lf th e  p r ic e  a sk e d  th e y  in te n d e d  
to  m ak e  a  ch an g e . W e a d v ised  th is  firm  
th a t  a  l im ite d  b a la n c e  sh e e t a u d it ,  w h ich  
th e  o th e r  f irm s th o u g h t  w as a ll  t h a t  w as 
n ecessa ry , d id  n o t p e rh a p s  r e p re se n t  s u f ­
fic ien t v e r if ic a tio n  to  e n ab le  th e  f irs t 
firm  to  p u t  th e i r  n a m e  on  a  ce rtif ic a te . 
T h e  c o m p an y  in  q u e s tio n  w as  of th e  
o p in io n  t h a t  th e y  re a l ly  d id  n o t need  
a n y  a c c o u n tin g  se rv ice s  a n d  t h a t  a s  f a r  
a s  th e y  cou ld  see  th e r e  w as no  re a so n  
w h y  th e y  sh o u ld  b u y  a c c o u n tin g  se rv ice s
on an y  o th e r  b a s is  th a n  th a t  u sed  in  th e  
p u rc h a se  of ra w  m a te r ia ls  a n d  th a t  to  do 
o th e rw ise  w o u ld  be u n fa ir  to  s to c k h o ld e rs . 
W h ile  cases of th is  k in d  a re , in  o u r  ow n  
ex p erien ce , r a re ,  th is  p a r t ic u la r  case  em ­
p h a size s  th e  fa c t  t h a t  i f  a  p ro fe s s io n a l 
o rg a n iz a tio n  of a c c o u n ta n ts  is  a n y th in g  
a t  a ll, i t  is  a n  in te llig e n c e  sh o p  d e a lin g  
in  a cc o u n tin g  p ro b lem s of a ll p h a se s  a n d  
ty p es , in  a c c o u n tin g -e n g in e e r in g  p ro b ­
lem s, a n d  m e rg e r  a n d  ta x  q u e s tio n s  of a ll  
v a r ie tie s — se rv ic e s  w h ic h  sh o u ld  n o t  be  
offered on  a  low  b id  b a s is .
T a k e  o u r  ow n o rg a n iz a tio n  fo r  ex­
am p le . A ll of o u r  offices check  o v er th e i r  
c lie n ts  v e ry  c a re fu lly  w ith  th e  id e a  of 
g ra d u a lly  e l im in a t in g  a ll  w ho  h a v e  no  
a p p re c ia tio n  of th e  fa c t  th a t  w e  h a v e  n o  
m a te r ia l  co m m o d ity  to  se ll. T h is  fo r  th e  
re a so n  th a t  w e  c a n n o t com pete  on a  p u re ly  
d o lla r  b a s is  in  a cc o u n tin g  a n d  ta x  w o rk  
w ith  a c c o u n ta n ts  a n d  ta x  e x p e rts  w h o se  
s ta n d a rd s  of se rv ice  a re  a d ju s te d  to  a  
b a s is  of p r ic e  co m p e titio n .
In te ll ig e n c e  of a  h ig h  o rd e r  is  th e  r a re s t  
th in g  in  th e  w o rld . G e n e ra lly  sp e a k in g , 
i t  is  n o t a d eq u a te ly  co m p en sa ted , t h a t  is, 
fro m  a  p u re ly  m o n e ta ry  s ta n d p o in t;  i ts  
p r in c ip a l  reco m p en se  u su a lly  l ie s  in  o th e r  
ch an n e ls . H o w ev er, w h a te v e r  m ay  be  th e  
m o n e ta ry  p r ic e  p a id  th e re fo r , i t  is  th e  
o b se rv a tio n  of th is  w r i te r  t h a t  g e n u in e  
in te llig e n c e  is  th e  c h ea p es t c o m m o d ity  
in  th is  w o rld .
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A ccou ntan ts as C onsultants
By W ILLIAM  H. CROW, E d ito r C orporate P ractice  Review
T H E  le a d in g  e d ito r ia l  o f th e  F e b ­r u a r y  is su e  o f th e  C o r p o r a t e  P r a c t i c e  R e v i e w ,  th e  e d ito r  of w h ic h  is  W illia m  H . C row , is  of su c h  
fu n d a m e n ta l  im p o r ta n c e  to  th e  acc o u n t­
in g  p ro fe s s io n  t h a t  p e rm is s io n  w a s  r e ­
q u e s te d  a n d  g ra n te d  fo r  i t s  re p ro d u c tio n . 
A  c a re fu l s tu d y  of th e s e  su g g e s tio n s , i f  
p ro p e rly  r e la te d  to  a c c o u n tin g  p ra c tic e , 
w ill p ro v e  benefic ia l to  n o t  o n ly  th e  
c lie n ts  b u t  to  th e  in d iv id u a l  m em b ers  
of th e  p ro fe ss io n .
“M any  o f th e  m o st su c c ess fu l c o rp o ra ­
t io n s  r e ta in  leg a l c o u n se l a n d  p u b lic  a c ­
c o u n ta n ts  on  a n  a n n u a l  b a s is . B y  v i r ­
tu e  of su c h  a n  a r ra n g e m e n t  th e  r i g h t  of 
c o n s u lta t io n  re sp e c tin g  tec h n ica l, leg a l 
a n d  a c c o u n tin g  issu e s  is  f re q u e n tly  ex ­
e rc ise d . T h is  sh o u ld  p o in t  a  m o ra l to  
t h e i r  le s se r  c o n te m p o ra r ie s . A p p a re n tly , 
h o w ev er, th e i r  e x am p le  h a s  b een  w a s te d  
o n  th e  r a n k  a n d  file a s  is  ev id en ced  by  
th e  m a ss  of l i t ig a t io n  tu r n in g  on  w ell- 
e s ta b lish e d  c o rp o ra tio n  leg a l ru le s  a n d  
b y  th e  se r io u s  e r ro r s  of a c c o u n tin g  p ro ­
c ed u re , f re q u e n tly  b ro u g h t to  l ig h t .  W h y  
th i s  in d iffe ren c e  to  leg a l a n d  a c c o u n tin g  
ru le s  an d  l im ita t io n s ?  P e rh a p s  th e  re a ­
so n  is  t h a t  n u m e ro u s  a s  a re  th e  v io la ­
t io n s  t h a t  com e to  n o tic e  th ro u g h  c o u r t  
d e c is io n s  a n d  a u d its , th e  v a s t  m a jo r i ty  
o f b re a c h e s  go u n d e te c te d  o r  u n c h a l­
len g ed . I n  o th e r  w o rd s , th e  c o rp o ra te  
officers of th is  ty p e  h a v e  ‘g o tte n  a w ay  
w ith  i t ’ u n sc a th e d  a n d  co n c lu d e  th a t  
th e y  c a n  c o n tin u e  to  r id e  ro u g h  sh o d  
o v e r  w h a t  th e y  r e g a rd  a s  p u re ly  con­
v e n tio n a l h in d ra n c e s  to  f re e  ac tio n . 
R e a liz a tio n  o f th e  u n w isd o m  o f su c h  a  
c o u rse  w ill be  g ra sp e d  o n ly  u p o n  th e  
in e v ita b le  d a y  of re ck o n in g .
* * *
“ T h e  n eed  on  th e  p a r t  o f n e w  w o rk ­
e r s  in  th e  c o rp o ra te  field  fo r  a c q u ir in g  
a  k n o w le d g e  o f c o rp o ra te  p ro c e d u re  is  
b e in g  d e m o n s tra te d  d a ily . T h e  o w n er of 
a  b u sin e ss , w h o  t r a n s f e r s  i t  to  c o rp o ra te  
o w n e rsh ip , is  l ik e ly  to  becom e im p a t ie n t  
w i th  th e  n u m e ro u s  fo rm a li t ie s  t h a t  th e  
t r a n s i t io n  h a s  m ad e  n e ce ssa ry . C on­
t r a s t in g  th e  n e w  r e s t r ic t io n s  w ith  th e  
freed o m  c h a ra c te r is tic  o f th e  in d iv id u a l  
o w n e rsh ip , th e  b u sy  p ro p r ie to r  c o n s id e rs  
su c h  fo rm a li t ie s  a s  t r if l in g  re d  ta p e . T h e  
d e la y s  in c id e n t  to  fo rm a l c o rp o ra te  ac ­
t io n  a re  v e x a tio u s  to  th e  m a n  accu s­
to m ed  to  m ak e  q u ick  d e c is io n s  a n d  
p ro m p tly  c a r ry  th e m  in to  effect.
" P ro b a b ly  in  to o  m a n y  in s ta n c e s  th e  
a t to rn e y  w h o  a tte n d s  to  th e  in c o rp o ra ­
t io n  does n o t  su ffic ien tly  im p re ss  th e  
im p o r ta n c e  o f  r e g u la r i ty  in  th e  co n d u c t 
o f c o rp o ra te  tr a n s a c t io n . T h e  id ea l 
c o u rse  w o u ld  b e  fo r  th e  la w y e r  to  w r i te  
a  le t t e r  o f in s t ru c t io n s  to  h is  c lie n t, em ­
p h a s iz in g  th e  n e c e ss ity  of co m p ly in g
w ith  leg a l re q u ire m e n ts  g o v e rn in g  th e  
u su a l c o rp o ra te  b u s in e ss  a n d  g iv in g  
specific  in s t ru c t io n s  in  re sp e c t to  co n ­
t r a c ts ,  s ig n a tu re s ,  a n d  so  fo r th .  Som e 
a tto rn e y s  do ju s t  th is .  O th e rs  l im it  
t h e i r  d ire c tio n s  to  a  few  o ra l r e m a rk s ,  
th e  s ig n ifican ce  o f w h ic h  is  n o t c le a r ly  
u n d e rs to o d , o r  re m e m b ra n c e  of w h ic h  
fa d e s  w ith  th e  p a ssa g e  of tim e .
“I n  a  g re a t  m a n y  in s ta n c e s  th e  a t to r ­
n e y  is  m e re ly  en g ag ed  to  o rg a n iz e  th e  
c o rp o ra tio n  a n d  th o se  w h o  u se  i t  to  con­
d u c t b u s in e ss  c o n s id e r  t h a t  h e  n eed  n o t  
b e  c o n su lte d  th e r e a f te r  ex cep t w h e n  c ir ­
cu m s ta n ce s  p ra c t ic a lly  com pel th e  u se  
o f h is  se rv ice s. I t  is  a  re g re t ta b le  fa c t 
t h a t  b u s in e ss  m e n  w h o  h a v e  a tte n d e d  a  
few  s to c k h o ld e rs ’ o r d i re c to rs ’ m ee tin g s  
o r  re a d  a few  se ts  of m in u te s , com e to  
e n te r ta in  th e  fa lla c io u s  b e lie f  t h a t  th e y  
a re  c o m p e te n t to  h a n d le  c o rp o ra te  ro u ­
t in e  w ith o u t  g u id an c e . T h e  a tto rn e y  
en g ag ed  to  in c o rp o ra te  th e  co m p an y  f r e ­
q u e n tly  finds i t  a w k w a rd  to  e x p re ss ly  
reco m m en d  t h a t  h is  se rv ic e s  be  u se d  in  
th e  fu tu r e  in  c o n n ec tio n  w ith  v a r io u s  
c o rp o ra te  a ffa irs . I t  w o u ld  seem , how ­
ev er, t h a t  n o  o b jec tio n  co u ld  be m ad e  
to  h is  o fferin g  to  w r i te  a  le t t e r  of g en ­
e ra l  in s tru c t io n s ,  a n d  h e  w ill b e  d o in g  
h is  c lie n ts  a  r e a l  se rv ic e  i f  h e  e x p la in s  
th e  im p o rta n c e  of d u e  r e g u la r i ty  in  c o r­
p o ra te  tra n s a c tio n s .
* * *
“ A n  u n d e r s ta n d in g  of th e  leg a l c h a r ­
a c te r  of th e  c o rp o ra t io n  a n d  i t s  p re ­
sc rib ed  leg a l a n d  s ta tu to r y  c o u rse s  of 
p ro c e d u re  sh o u ld  b e  p o ssessed  b y  ev ery ­
one u n d e r ta k in g  to  p a r t ic ip a te  in  co r­
p o ra te  m a n a g e m e n t o r  c o rp o ra te  a c t iv i­
t ie s . T h is  g ro u n d w o rk , of co u rse , c an  
n o t be a c q u ire d  w ith o u t  s tu d y  a n d  ex­
p e rien ce , b u t  th e  o n ly  a l te rn a t iv e  is  to  
a r ra n g e  fo r  leg a l, p ro fe s s io n a l g u id an c e  
in  re sp e c t to  p ra c t ic a lly  e v e ry  c o rp o ra te  
ac t. E v e n  th e  ex p erien ced  c o rp o ra tio n  
officer to  w h o m  th e  f a m il ia r  ru le s  of 
p ro c ed u re  h a v e  b een  m ad e  c le a r  b y  lo n g  
an d  c o n tin u o u s  a p p lic a tio n , sh o u ld  be  
c a re fu l n o t  to  m a k e  u n w a r ra n te d  a s ­
s u m p tio n s  a s  to  w h a t  to  do w h e re  th e re  
is  th e  le a s t  sh a d o w  of d o u b t. H e re  a n  
ounce of leg a l p re v e n tio n  is  in d ee d  
w o r th  a  p o u n d  of leg a l cu re . B y  av o id ­
in g  a n  ille g a l a c t  th ro u g h  t im e ly  a d ­
v ice  of co u n se l, v e ry  c o s tly  co n seq u en ces 
m ay  be fo re s ta lle d . T h e  C h in ese  sy s te m  
of p a y in g  th e  p h y s ic ia n  to  k eep  th e  pa­
t i e n t  w e ll is  e x c e lle n tly  a d a p ta b le  to  
s i tu a t io n s  of t h is  k in d .
“ I t  sh o u ld  b e  n o te d  t h a t  th e  o b jec t 
of th e  a c q u is it io n  o f k n o w le d g e  of th e  
b a re  fu n d a m e n ta ls  o f g e n e ra l a n d  s t a tu ­
to ry  law  by  c o rp o ra te  officers is  to  p ro ­
te c t  th e m se lv e s  a n d  th e  s to c k h o ld e rs  
f ro m  th e  p e n a lt ie s  o f u n w it t in g  leg a l
tra n s g re s s io n s .  C e r ta in ly  th e  p u rp o se  
sh o u ld  n o t  be  to  le s se n  th e  n eed  fo r  th e  
a t to rn e y ’s se rv ice s . S u c h  co m m o n  fo r ­
m al m a t te r s  a s  th e  m eth o d  of s ig n in g  a  
fo rm  of c o n tr a c t  s ta n d a rd  to  th e  b u s i­
n e ss  w o u ld  n o t, of co u rse , r e q u ire  a n  a t ­
to rn e y ’s d ire c tio n  in  e ach  in s ta n c e . I t  
is  u n d o u b te d ly  t r u e  t h a t  th e  g r e a te r  th e  
f a m i l ia r i ty  on  th e  p a r t  of c o rp o ra te  of­
ficers w i th  th e  leg a l a sp e c ts  of th e  c o r­
p o ra tio n  a n d  i ts  p ro c ee d in g s  m ay  be, th e  
g re a te r  w ill  be  th e  re a l iz a tio n  of th e  
in d is p e n s a b il i ty  o f c o m p e ten t leg a l a d ­
v ice  in  c o n n ec tio n  w ith  a l l  im p o r ta n t  
c o rp o ra te  t ra n s a c tio n s .
* * *
“ A s d is t in g u ish e d  fro m  fu n d a m e n ta l  
leg a l ru le s  a n d  s ta tu to r y  p ro v is io n s  gov­
e rn in g  th e  e v e ry d a y  m a t te r s  of th e  co r­
p o ra tio n , i f  i t s  officers a re  to  a c q u it  th e m ­
se lv es c re d ita b ly  o f t h e i r  re sp o n s ib ili t ie s , 
th e y  m u s t  a c q u ire  a  k n o w led g e  of co r­
r e c t  c o rp o ra te  p ra c tic e s . T h ey  m u s t  
k n o w  th e  w o rk in g  m e th o d s  t h a t  h a v e  
p ro v e n  m o st e ffec tiv e  in  re sp e c t  to  is su ­
a n ce  of n o tice s , c a ll a n d  c o n d u c t of m e e t­
in g s , a s c e r ta in m e n t  of q u o ru m s, h o ld in g  
o f e le c tio n s , p re se rv a tio n  a n d  a r ra n g e ­
m e n t of re co rd s , n o tif ic a tio n s  o f  a c tio n  
ta k e n  a t  m e e tin g s  a n d  fo llow -up of a c ts  
a u th o riz e d , m o d e rn  c a le n d a r  p ra c tic e , 
e s ta b lish m e n t of c o n tro ls  g o v e rn in g  co r­
p o ra te  a c t iv it ie s  in  a  m a n n e r  to  p ro te c t  
th e  c o rp o ra t io n  a g a in s t  e r ro r s  a n d  o v e r­
s ig h ts .
“ T h e  im p o r ta n t  fu n c tio n  o f th e  C o r p o ­
r a t e  P r a c t i c e  R e v i e w  is  to  r e p o r t  th e  
c a re fu lly  c o n s id e re d  a n d  th o ro u g h ly  dem ­
o n s tra te d  w o rk in g  m e th o d s  u sed  by  su c ­
cess fu l c o rp o ra t io n s  o f a ll  k in d s  a n d  
sizes . T h e re  is  n o  m o re  ex cu se  to d a y  
fo r  th e  co n d u c t of c o rp o ra te  a c t iv it ie s  
a lo n g  ob so le te  l in e s  th a n  th e r e  w o u ld  
b e  f o r  th e  co n d u c t of m a n u fa c tu r in g  
o p e ra tio n s  b y  m e th o d s  e x is tin g  b e fo re  
th e  a d v e n t  o f sc ien tif ic  m a n a g e m e n t a n d  
m o d ern  c o s t sy s te m s.
* * *
“W h a t h a s  b e e n  sa id  re g a rd in g  th e  
a d v a n ta g e s  o f  h a v in g  e x p e r t  g u id an c e  in  
leg a l a sp e c ts  of c o rp o ra te  a c ts  a p p lie s  
w i th  eq u a l fo rc e  to  p ro fe s s io n a l g u id ­
a n ce  in  a c c o u n tin g  in te rp re ta t io n s .  
M any  c o rp o ra tio n s  d o in g  a  s u b s ta n t ia l  
b u s in e ss  o v e rlo o k  th e  d e s ira b il i ty  of h a v ­
in g  a n  a u th o r i ta t iv e  e x te rn a l  ch eck  on  
c lose  p o in ts  of a c c o u n tin g  p ro c ed u re , a s  
a n d  w h e n  th e  re sp e c t iv e  tra n s a c tio n s  
occur. I n  so m e  in s ta n c e s  th e  se rv ice s  
o f th e  p u b lic  a c c o u n ta n t  a r e  en g ag ed  
on ly  f o r  c e r tif ic a tio n  of th e  a n n u a l  r e ­
p o r t  to  s to c k h o ld e rs , p u r s u a n t  to  a  r e ­
q u ire m e n t in s e r te d  in  th e  by-law s. A n 
a n n u a l  a u d i t  is  a n  in v a lu a b le  ev id e n ce  
of th e  c o rp o ra t io n ’s c o n d itio n  a n d  a ffo rd s 
a  m ea n s  o f v e r if ic a tio n  o f th e  c o rre c t­
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in g  d e p a r tm e n t. I t  sh o u ld  be  a  u n iv e r ­
sa l cu sto m , a n d  th e  a b se n ce  o f a n  ex ­
te r n a l  a u d i t  sh o u ld  be  v iew ed  w ith  su s ­
p ic io n .
* * *
“ T h e  p ro g re s s iv e  c o rp o ra tio n  officer 
k n o w s t h a t  to  u se  th e  se rv ic e s  o f p ro ­
fe s s io n a l a c c o u n ta n ts  o n ly  fo r  a  b a la n ce  
s h e e t  a u d it ,  i. e., sh o w in g  a  s ta te m e n t  
o f  a s se ts  a n d  l ia b ili t ie s  a t  a  g iv en  d a te , 
is  to  se c u re  th e  m in im u m  of a d v a n ta g e  
f ro m  a n  in v a lu a b le  se rv ice . T h e  th o r ­
o u g h ly  q u a lif ied  p u b lic  a u d ito r ,  fo r  ex ­
am p le , s e rv in g  m a n y  e n te rp r is e s  w ith  
t h e i r  in n u m e ra b le  p ro b lem s, is  o ften  
a b le  to  a p p ro a c h  th e  p a r t ic u la r  acc o u n t­
in g  q u e s tio n  w ith  a  c le a re r  v is io n  th a n  
i s  p o ss ib le  fo r  e v en  th e  m o s t co m p e ten t 
a c c o u n tin g  e x e c u tiv e  w h o se  c lo sen ess to  
th e  s i tu a t io n  g iv es a  d is to r te d  p e rsp ec ­
tiv e . R e a liz in g  th is  fa c t, th e  c o n tro lle r  
of one of th e  g r e a t  c o rp o ra tio n s  of th e  
c o u n try , w ho  p ra c t ic e d  p ro fe ss io n a l a u ­
d i t in g  fo r  y e a rs  b e fo re  h is  p re s e n t  a sso ­
c ia tio n , in s t ig a te d  th e  co n c lu s io n  of a n  
a r ra n g e m e n t  w i th  a  le a d in g  firm  of p u b ­
lic  a c c o u n ta n ts  c o v e rin g  (1 ) th e  m ak ­
in g  o f p e r io d ica l d e ta ile d  a u d its , a n d
(2 ) th e  c o n su lta t io n  re sp e c t in g  a c c o u n t­
in g  p r in c ip le s  in v o lv ed  in  c e r ta in  s i tu a ­
t io n s  a n d  r e s p e c tin g  th e  p ro p e r  p ro ce ­
d u re  u n d e r  th e  c irc u m s ta n c e s .
“ B y th e  second  ite m  is  m e a n t n o t  th e  
l im ite d  a d v iso ry  se rv ice , in c id e n t  to  th e  
a u d it in g  fu n c tio n , e x te n d ed  by  p ra c t ic ­
a l ly  a ll  p u b lic  a c c o u n ta n ts  a s  a  p a r t  of 
th e i r  se rv ice s , b u t  a  m u ch  m o re  com ­
p re h e n s iv e  se rv ice . T h e  a r ra n g e m e n t 
re fe r re d  to  p lac ed  th e  p ro fe ss io n a l a c ­
c o u n ta n ts  in  t h e  p o s it io n  of p a r t ic ip a t ­
in g  in  th e  e x a m in a tio n  of p o lic ies  de­
c id e d  b y  th e  a c c o u n tin g  m a n a g e m e n t, a  
s o r t  o f e x te n s io n  to  th e  a c c o u n tin g  de­
p a r tm e n t ,  w i th o u t  h o w ev er, h a v in g  su ch  
a u th o r i ty  fo r  d e c is io n s  a s  w o u ld  w e ak e n  
t h e  v a lid i ty  of th e  e x te rn a l  check .
“W h a te v e r  th e  scope o r p a r t ic u la r  
b a s is  of se rv ice , i t  is  sa fe  to  sa y  th a t  
t h e  p o ss ib le  v a lu e  a n d  p ra c t ic a l  econ­
o m ies of a  g re a te r  u t i l iz a t io n  of p ro fe s ­
s io n a l  a c c o u n tin g  se rv ic e  is  m u ch  u n d e r­
e s t im a te d  by  c o rp o ra tio n  officers, d e sp ite  
t h e  g ro w in g  im p o r ta n c e  of th e  p u b lic  
a c c o u n ta n t  in  th e  m o d e rn  c o rp o ra te  a n d  
c o m m e rc ia l sch em e .”
T h e  N a tio n a l  Office M a n a g em en t A ssoci­
a tio n  a n n o u n c e s  t h e  e s ta b l ish m e n t o f th e  
L effingw ell M edal A w ard s  w h ich  w ill be  
g ra n te d  a n n u a lly  fo r  o u ts ta n d in g  accom ­
p lis h m e n t in  th e  field of office m an a g e ­
m en t. T h e  a c c o m p lish m e n t m a y  be : 1. 
B e t te r  o rg a n iz a t io n  o r  c o n tro l o f office 
w o rk . 2. Im p ro v ed  office m eth o d s . 3. 
B e t te r  te c h n iq u e  fo r  a t ta c k in g  office p ro b ­
le m s . 4. R e se a rc h  y ie ld in g  c o n c lu s io n s  
of s ig n ifican ce  in  office m a n a g e m e n t. T h e  
a w a rd  is  n o t to  b e  g iv en  fo r  a  m ac h in e , 
a n  ap p lian ce , a  dev ice, o r  fo r  a  book.
H . I. P h il l ip s ,  u n d e r  th e  h e a d in g  “T h e  
O nce O ver,” p ro v id e s  a  d a ily  b lo ck  fo r  
th e  W a sh in g to n  P o st. I n  th e  is su e  fo r  
T h u rsd a y , M a rch  12, h e  c a r r ie d  su c h  a  
h u m a n - in te re s t  in co m e  ta x  co m m u n ica ­
t io n  t h a t  w e a sk e d  p e rm iss io n  to  p re ­
s e n t  i t  to  o u r  re a d e rs ,  m a n y  o f w h o m  
w e  a re  c e r ta in ,  in  th e  p re p a ra tio n  of 
th e  re p o r ts  fo r  t h e i r  v a r io u s  c lie n ts  fo r  
th e  y e a r  1930, h a v e  fo u n d  b u s in e ss  con­
d itio n s  su c h  a s  t h a t  th e i r  c lie n ts  cou ld  
h a v e  e x p re sse d  a  h e a r ty  a m e n  to  th e  
su g g e s tio n s  w h ic h  th e  le t te r  c a r r ie d . W e 
a re  a lso  re p ro d u c in g  th e  re p ly  w h ic h  ap ­
p e a re d  a  few  d a y s  la te r .
T H E  F IR S T  L E T T E R
U ncle  Sam , W a sh in g to n , D. C.— D ear 
U n cle : W h a t I  am  w o n d e r in g  is  w h e th e r  
i t  sh o u ld  be n e c e ssa ry  fo r  m e, a s  a n  a v e r ­
a g e  c it iz e n  su b je c t  to  th e  in co m e  ta x  
p ro v is io n s , to  go th ro u g h  th e  fo rm  of 
f illin g  o u t t h a t  b la n k  th is  y e a r  o r 
w h e th e r  i t  w ill  be  a ll  r ig h t  fo r  m e to  
se n d  y o u  a  c o u p le  of ap p le s  a n d  ca ll i t  
sq u a re ?  S e n d in g  m e a n d  a  lo t of o th e r  
A m e ric a n s  t h a t  b ig  t a x  b la n k  th is  y e a r  
is  l ik e  s e n d in g  a n  E d iso n  q u e s tio n n a ire  
to  a  m a n  on a  r a f t .
E v e n  i f  I  a n sw e re d  th o se  q u e s tio n s  
y o u  w o u ld  l ik e  i t  b e t te r  if  y ou  n e v e r  sa w  
th e  a n sw e rs , a s  th e y  cou ld  n o t p o ss ib ly  
be  of a  n a tu r e  to  c h ee r  u p  th e  T re a s u ry  
D e p a r tm e n t. J u s t  b e tw ee n  you  a n d  m e, 
i t  is  a  w a s te  o f  t im e  to  se n d  o u t incom e 
t a x  b la n k s  to  m o s t peo p le  t h is  sea so n  
ex cep t in  th e  id e a  th e y  w o u ld  th a n k  you 
fo r  th e  c o m p lim en t.
I f  th e  G o v e rn m en t is  s in c e re  in  a ll  i ts  
ta lk  a b o u t econom y i t  w o u ld  n o t  w a s te  
m o n ey  h a v in g  m illio n s  of b la n k s  p r in te d  
a n d  d is t r ib u te d  w h e n  i t  co u ld  g e t ju s t  
a s  m u ch  m o n ey  b y  b o rro w in g  a  few  d e rb y  
h a ts  a n d  p a s s in g  th e m  a ro u n d  in  com ­
m u n it ie s  w h e re  th e r e  w a s  a n y  ru m o r  
t h a t  a  m a n  h a d  b een  seen  w ith  som e 
re a l  m oney . T h e  w h o le  p sy ch o lo g y  of 
th e  In co m e  T a x  B u re a u  is  w ro n g  th is  
y e a r . J u s t  by  s e n d in g  th e  b la n k s  to  peo­
p le  i t  o ffends th e  p u b lic  a n d  in c u rs  h o s­
t i l i ty .  I t  w o u ld  g e t m o re  m o n ey  i f  i t  
w o u ld  s im p ly  is su e  a  p u b lic  s ta te m e n t  
s a y in g  t h a t  th e  G o v e rn m en t w a s  h a rd  
up  a n d  a s k in g  th e  p eo p le  to  se n d  in  a n y ­
th in g  th e y  f e l t  th e y  co u ld  affo rd .
I t  o u g h t to  b e  m a d e  p la in  to  people  
th is  y e a r  t h a t  i f  th e y  h a v e n ’t  a n y  m o n ey  
th e  G o v e rn m en t w ill  a ccep t old c lo th es, 
cas to ff sh o es, v eg e tab le s , p o ta to e s , lu m p  
coal, seco n d -h an d  t ir e s ,  ta b le  s ilv e r , o r 
w h a t  h a v e  y ou . I  sh o u ld  th in k  th a t ,  
l ik e  i n  m y  case , U n c le  S am  w o u ld  r a th e r  
h a v e  m e  se n d  h im  so m e ta n g e r in e s ,  a  
coup le  of s l ig h tly  u se d  g o lf b a lls  a n d  a  
w a tc h  fob l e f t  b y  m y  g ra n d fa th e r ,  th a n  
to  g e t  a  fo u r-p ag e  t a x  b la n k  w h ic h , w h e n  
c a re fu lly  u n ta n g le d  b y  s ix  e x p e rts , w ou ld  
re v e a l  t h a t  I  w a s  s e n d in g  n o th in g  w h a t­
so ev er o r  e v e rso w h a t. E v e n  if  I  h a d  
tw ic e  a s  good a  y e a r  in  1930 a s  I  r e a l ly  
h a d  I  w o u ld  s t i l l  b e  in  a  b a d  w ay .
I t  seem s to  m e  t h a t  th e  p u rp o se  w ill 
be se rv ed  i f  I  d o n ’t  re a d  b ey o n d  th e  
p lace  w h e re  i t  s a y s  ‘N a m e  a n d  a d d re s s ’ 
on th e  ta x  b la n k  a n d  ju s t  fill in  t h a t  
sp ace  a n d  m a il  i t  to  yo u  a f te r  a t ta c h in g  
a  p h o to  of m y se lf b e fo re  a n d  a f te r  1930, 
to g e th e r  ,w ith  a  few  se lf-ex p lan a to ry  
s to c k  ta b le ts .
Of co u rse , even  th is  b r ie f  s ta te m e n t  
o n  m y  a ffa irs  w ill m a k e  yo u  cry , a n d  
I  am  w il l in g  to  ca ll i t  a ll  off i f  y o u  a re . 
I  h a v e  no  w ish  to  b re a k  y o u r  h e a r t  a t  
th is  tim e , a n d  ev en  i f  I  sen d  in  a  r e tu r n  
in  th e  m a n n e r  in d ic a te d  in  th e  ab o v e  
p a ra g ra p h , I  do n o t w a n t  th e  G o v ern ­
m e n t to  ta k e  i t  a s  a  p le a  fo r  c h a r i ty .  I  
c an  s t i l l  g e t  a lo n g , a s  m y  a p p e ti te  i s n ’t  
m u ch  a n y h o w , a n d  I  am  s u re  I  cou ld  
w e a th e r  th e  s to rm  if  y o u  w o u ld  on ly  
c u t o u t su c h  fo o lish n ess  a s  s e n d in g  m e  
in co m e ta x  p lan k s .
H o p in g  yo u  w ill n o t t r y  to  g e t blood 
o u t of a  s to n e  c ru sh e r , I  am ,
V ery  t r u ly  y o u rs ,
E L M E R  T W IT C H E L L .
P . S.— If  y o u  w a n t  to  se n d  m e  a n  
apo logy , i t  w ill be  okay .
T H E  R E P L Y  
D e a r M r. T w itc h e ll:
Y o u r in co m e  ta x  b la n k  rece iv ed  a n d  
c o n te n ts  n o ted . W h a t d id  yo u  th in k  i t  
w as, a  c e n su s  b la n k  o r  so m e th in g ?  A b o u t 
a ll I  c a n  find by  a n  e x a m in a tio n  of th e  
ta x  b la n k  is  y o u r  n a m e  a n d  a d d re ss  a n d  
a  lo t  o f m in u s  s ig n s . I t  is  a b o u t th e  
b e s t c o lle c tio n  of m in u s  s ig n s  I  h a v e  seen  
th is  y e a r  a n d  I  h a v e  seen  som e b e a u tie s .
I  d o n ’t  m in d  s a y in g  t h a t  f ro m  th e  in ­
com e ta x  r e tu r n s  in sp e c te d  by  m e  so  f a r  
t h is  y e a r  I  am  b e g in n in g  to  w o n d e r  
w h e th e r  U n c le  S am  w ill g e t en o u g h  
m o n ey  to  b u y  a  n ew  m e d ic in e  b a ll  fo r  
th e  p re s id e n t , a n d  u n le s s  I  r u n  a c ro ss  a  
ta x  b la n k  p r e t ty  soon  in  w h ic h  a  c it iz e n  
co n fesses to  m a k in g  som e m o n ey  in  1930 
th e  g o v e rn m e n t m ay  even  be  fo rc e d  to  
m ak e  M r. H o o v e r u se  la s t  y e a r ’s w o rm s 
on  h is  f ish in g  t r ip s  to  th e  R a p id a n .
Y ou h a v e  b e en  p a r t ic u la r ly  loose  w ith  
d e d u c tio n s— i n  fa c t, y ou  co u ld n ’t  h av e  
m ad e  m o re  i lle g a l d e d u c tio n s  i f  y o u  h a d  
h ire d  e x p e r ts .  F o r  in s ta n c e , y o u  d e d u c t 
m o n ey  fo r  w e a r  a n d  t e a r  on  y o u r  a u to ­
m ob ile , ra d io , p ian o , h o u se h o ld  f u r n i ­
tu r e  a n d  u k u le le . Y ou a lso  c ite  lo sse s  b y  
d e p re c ia tio n  o f  g o lf c lubs, f ish in g  k i t ,  
e le c tr ic  v ib r a to r  a n d  la w n  m o w er. I t  is  
a  w o n d e r  to  m e  yo u  h a v e n ’t  a llo w ed  fo r  
d e p re c ia tio n  o f y o u r  fa ls e  te e th ,  i f  a n y .
A n d  a n o th e r  th in g ,  M r. T w itc h e ll. Y ou  
c la im  a  lo ss  b y  s to rm  on  th e  g ro u n d  you  
lo s t  fo u r  s t r a w  h a ts  d u r in g  th e  su m m e r  
o f  1930 w h e n  th e y  b lew  off on  fe r ry b o a ts
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in  th u n d e rsh o w e rs . T h is  is  a s  fu n n y  a s  
th e  o th e r  lo ss  by s to rm  you  c ite  w h en  
yo u  d e d u c t $30 fo r  a  w a tch , w h ic h  you 
sa y  you  b ro k e  w h e n  you s lip p ed  a n d  fe ll 
dow n in  a  sn o w sto rm  la s t  D ecem ber. 
T h e re  is  a  l im it  to  e v e ry th in g .
I  n o te  th a t  yo u  a lso  d e d u c t a ll m oney  
sp e n t by  yo u  fo r  c ig a rs  a n d  c ig a re t te s  
d u r in g  1930. Y ou sa y  th is  c o n stitu te  
a  lo ss by  fire! W h y  d o n ’t  you  c h a rg e  th e  
g o v e rn m e n t fo r  w h a te v e r  coal a n d  w ood 
yo u  u sed  d u r in g  th e  y e a r?
I  m u s t  re m in d  you, M r. T w itc h e ll, t h a t  
ev ery b o d y  is  s e n d in g  in  th is  s o r t  of a 
ta x  r e tu r n  th is  y e a r  a n d  t h a t  w e  c a n n o t  
s ta n d  fo r  it. T h e  g o v e rn m e n t h a s  g o t to  
h av e  so m e th in g  to  re m e m b e r y ou  by. So 
w ill you  be  good e n o u g h  to  go o ver i t  
a g a in  a n d  n o t m ak e  an y  d e d u c tio n s  fo r 
th in g s  l ik e  m oney  lo s t in  s lo t m ac h in es  
a n d  n ic k e ls  n o t re tu rn e d  in  te le p h o n e  p ay  
s ta tio n s ?  A f te r  a ll, a s  p o o r as. you  m ay  
be, th e  c o n d itio n  of th e  g o v e rn m e n t is  
w o rse , a n d  u n le ss  I  see som e m oney  
p re tty  soon  in  som e of th e s e  envelo p es I 
m ay h av e  to  in s t i tu te  a  n a tio n a l  ta g  day.
I h av e  looked  o ver 32,456 ta x  r e tu r n s  
so f a r  a n d  h a v e n ’t  seen  a  p lu s  s ig n . I  
w ould  l ik e  to  see  one fo r  old tim e s  
sak e , so see  w h a t you  c a n  do.
Y o u rs d e sp a ir in g ly ,
A N D R E W  W . M ELLO N ,
P . S.— If  yo u  h a v e  n o  m o n ey  I  w ill 
Cake a  n o te .
INCREASE IN STOCKHOLDERS
A n  in te re s t in g  a r tic le  by  D a n ie l S ta rc h  
in  th e  F e b ru a ry  1st is su e  o f F O R B E S , 
b r in g s  o u t v e ry  c le a r ly  th e  la rg e  in c re a se  
in  s to c k h o ld e rs  in  th e  la rg e r  c o rp o ra ­
t io n s  of th e  v a r io u s  ty p es . T h e  s tu d y  
w h ich  is  p re se n te d  co v ered  r e p o r ts  f ro m  
176 co m p an ies  b u t  th e  d e d u c tio n s  a r e  
confined  to  128 co m p an ies  h a v in g  over 
te n  th o u sa n d  s to c k h o ld e rs  each  in  1929 
a n d  1930. T h o se  c o m p an ies  h a d  p ra c ­
tic a lly  4,200,000 s to c k h o ld e rs  a t  th e  e n d  
o f 1928; 6,400,000 a t  th e  en d  of 1929 a n d
7,300,000 a s of D ecem ber 1, 1930.
I n  th is  g ro u p  th e r e  w e re  n in e  com ­
p a n ie s  w ith  o v er 100,000 s to c k h o ld e rs  a t  
th e  close of 1929 a n d  tw e lv e  w ith  over
100,000 in  1930. T w o of th e s e  co m p an ies  
each  h a d  o v er h a lf  a  m ill io n  s to c k h o ld e rs . 
T h ese  c o rp o ra tio n s  a re  c lassified  in  
tw e lv e  g ro u p s , in  m o st of w h ic h  th e r e  
w a s  to  be fo u n d  a t  le a s t  o n e  c o m p an y  
w h ic h  h a d  a  la rg e r  p e rc e n ta g e  of in ­
c rea se  in  n u m b e r of s to c k h o ld e rs  in  1930 
th a n  i t  h a d  in  1929 o r h a d  a  la rg e r  to ta l  
in c re a se  w ith  a  sm a lle r  p e rc e n ta g e  due 
to  th e  in c re a se d  b a s is  on  w h ic h  th e  
in c re a se  w as reck o n ed . In  P u b lic  U t i l i ­
t ie s  th e re  w e re  five c o rp o ra tio n s  w ith  
a  la r g e r  p e rc e n ta g e  of in c re a se  a n d  one 
w ith  a  la rg e r  to ta l  in c re a se . T r a n s ­
p o r ta t io n  h a d  five w ith  a  la rg e r  p e rc e n t­
age  of in c re a se . O ils h a d  tw o  w ith  a  
la rg e r  p e rc e n ta g e  a n d  one w ith  a  la r g e r
to ta l .  F o o d  h a d  th re e  w ith  a  la rg e r  p e r ­
c en tag e  a n d  one w ith  a  la rg e r  to ta l . 
A u to m o tiv e  in d u s tr ie s  h a d  one w ith  a  
la rg e r  to ta l .  C o m m u n ic a tio n  h a d  th re e  
w ith  a  la rg e r  p e rce n ta g e . In v e s tm e n t  
T ru s ts  a n d  E le c tr ic a l  M a n u fa c tu r in g  
each  h a d  one w ith  a  la rg e r  to ta l .  T he  
M isce llan eo u s g ro u p  h a d  five w ith  a  
la rg e r  p e rc e n ta g e  in c re a se  a n d  one w ith  
a  la rg e r  to ta l ,  w h ile  in  th e  B a n k s  a n d  
F in a n c ia l,  M etals, a n d  C h em ica l g ro u p s  
no  one a p p e a re d  to  h a v e  h a d  a n  in c re a se  
of e ith e r  ty p e  d u r in g  th e  y e a r . N o t a  
b ad  sh o w in g  fo r  th e  p e rio d  of u n c e r­
t a in ty  th ro u g h  w h ic h  w e h a v e  been  p a ss ­
ing . Som e fo lk s  h a v e  h a d  f a i th  in  th e  
fu tu re .
PROSPERITY
T h e  S h e rm a n  C o rp o ra tio n , E n g in e e rs , 
N ew  Y o rk  C ity , re c e n tly  m ad e  a  “N a­
tio n a l S u rv e y  to  R e b u ild  P ro s p e r i ty .” 
T h is  w a s  acco m p lish ed  by  m a ilin g  o u t 
q u e s tio n n a ire s , a lso  by  te le g ra m s  a n d  
p e rso n a l in te rv iew s .
T h e  m en  c o n ta c te d  w e re  m a n u fa c ­
tu re r s ,  b a n k e rs , e co n o m ists  a n d  p u b lic  
officials. A lso  th o se  in  official c a p a c itie s  
of ra ilro a d s ,  u t i l i t ie s ,  c h a in  s to re s , de­
p a r tm e n t  s to re s , w h o le sa le  a n d  jo b b in g  
firm s. T h e  q u e s t io n n a ire  c o n ta in e d  tw o  
g ro u p s  of fa c to rs , re p re s e n tin g  g o v e rn ­
m e n ta l a n d  p r iv a te  in it ia t iv e .
E a c h  re c ip ie n t  w as a sk e d  to  ch eck  
th o se  fa c to rs  w h ic h  he  c o n s id e re d  of 
p r im a ry  im p o r ta n c e  to  b r in g  a b o u t reco v ­
e ry . T w e n ty  th o u sa n d  c o n ta c ts  w e re  
m ad e  a n d  2,304 re p lie s  w ere  rece ived . 
T h e  t r e n d  of e m p h a s is  on th in g s  to  be 
done  is  sh o w n  in  th e  fo llo w in g  su m ­
m a ry :
T im es C hecked F a c to rs
1280 C h an g e  in  P re s e n t  P ro h ib itio n  
law s.
1142 R e d u c tio n  of T ax es.
1117 S tim u la tio n  of p u b lic  w o rk s .
1028 R e v is io n  of sa le s  a n d  m e rc h a n d is ­
in g  p lan s .
1027 R e d u c tio n  of o p e ra t in g  costs.
1025 D ev elo p m en t of N ew  P ro d u c ts .
993 A m e n d m e n t of A n ti-T ru s t  L aw s. 
987 A d ju s tm e n t of ta riff .
983 L e s se n in g  c o m p e titio n  by  t r a d e  a s ­
so c ia tio n  a c tiv ity .
982 M ore l ib e ra l  b u y in g .
872 In te n s if ie d  m an a g em e n t.
857 Im p ro v e m e n ts  in  m a n u fa c tu r in g  
p ro c ed u re s .
826 L o w e rin g  of r e ta i l  p rice s .
642 S h o r te n in g  th e  h o u rs  of w o rk  of 
lab o r.
612 E a s ie r  co m m e rc ia l b a n k  lo ans.
566 L e s se n in g  c o m p e titio n  by  m erg e rs . 
511 M ore a d v e r tis in g .
511 C u r ta i lm e n t in  p ro d u c tio n  of ra w  
co m m o d itie s .
425 L o w e rin g  of w ag es  of lab o r.
373 A d ju s tm e n ts  of gold  re se rv e s .
T h e  q u e s tio n n a ire  p ro v id ed  a  space  in
w h ich  p e rso n s  m ig h t  a m p lify  th e  ch eck ­
in g s  w h ic h  th e y  m ad e  a n d  866 in d iv id ­
u a ls  a v a ile d  th em se lv es  of th is  o p p o r­
tu n ity ,  w h ic h  w o u ld  in d ic a te  t h a t  th o se  
w ho d id  re sp o n d  a c tu a l ly  g a v e  se r io u s  
th o u g h t to  th e  su b je c ts  on  w h ic h  th e i r  
o p in io n s  w e re  ask ed .
RECIPROCITY
I t  is  r e p o rte d  t h a t  th e  N a tio n a l A sso­
c ia tio n  of R e a l E s ta te  B o a rd s  h a v e  a n  
a r ra n g e m e n t w ith  se v e ra l S ta te  r e a l  
e s ta te  b o a rd s  u n d e r  w h ic h  o n ly  lo ca l 
b o a rd s  b e lo n g in g  to  th e  S ta te  a sso c ia ­
tio n  m ay  be c o n s t itu e n t  b o a rd s  of th e  
N a tio n a l A sso c ia tio n  a n d  t h a t  o n ly  m em ­
b e rs  of th e  N a tio n a l A sso c ia tio n  m ay  be  
r e ta in e d  a s  m em b e rs  of th e  S ta te  a sso ­
c ia tio n .
T h e  O u td o o r A d v e r t is in g  A sso c ia tio n  
of A m e ric a  h a s  c h an g e d  i ts  p la n  of o r­
g a n iz a tio n  so  t h a t  m o st of i ts  fu n c tio n ­
in g  w ill be  th ro u g h  th e  h a n d s  o f th e  
S ta te  o rg a n iz a tio n s  w h ic h  i t  say s  a re  
reco g n ized  a s  “ th e  c o rn e rs to n e  of th e  e n ­
t i r e  o rg a n iz a tio n  s t r u c tu r e .” E a c h  S ta te  
h e re a f te r  w ill e lec t a  d ire c to r  to  th e  
N a tio n a l A sso c ia tio n , th e  d ire c to rs  h o ld ­
in g  fo u r  m e e tin g s  a  y e a r.
ON THE W ITNESS STAND
N o t lo n g  s in ce  one of o u r  m em b ers  w as 
te s ti fy in g  in  one of th e  e a s te rn  c o u rts  
w ith  re fe re n c e  to  a n  a u d it  w h ich  h is  
firm  h a d  re c e n tly  m ad e  u n d e r  h is  im ­
m e d ia te  su p e rv is io n . T w o of th e  q u e s ­
tio n s , to g e th e r  w i th  h is  a n sw e rs , a re  
n o ted . F o llo w in g  h is  a n sw e r  to  th e  sec­
ond h e  w as g iv en  som e tim e  to  m e n ta lly  
w o rk  o u t th e  a n sw e r w h ic h  h e  d e s ired  
to  give.
“Q. N ow , yo u  c a p ita liz e  th e  n e t  t h a t  
y ou  a r r iv e  a t  by  6 p e r  cen t?
A. Yes, s ir .
Q. In  a d o p tin g  th a t  fig u re  o f c a p ita l iz a ­
t io n  h av e  yo u  ta k e n  in to  c o n s id e ra tio n  
th e  c le a r  in d ic a tio n s  h e re , th a t  ev en  w ith  
th e  (Specific  R a ilw a y ’s )  g u a ra n ty  th e  
co m p an y  co u ld  n o t se ll b o n d s a t  p a r  fo r  
less th a n  6 p e r  cen t, o r  5½ p e r  c e n t, 
bonds a t  94 o r  95, a n d  th e re fo re  you  as­
sum e th a t  th e  w h o le  s i tu a t io n  is  su ch  
th a t  th e  s to c k h o ld e rs  w o u ld  be w illin g  to  
h av e  th e i r  e n t i r e  m a rg in , in c lu d in g  w h a t  
cou ld  be  d is t r ib u te d  to  th e m  in  d iv id e n d s  
a n d  w h a t w o u ld  h a v e  to  be  p u t b ack  in to  
th e  p ro p e r ty  to  p re se rv e  i t— th a t  th e y  
w ou ld  be  w illin g  to  ta k e  s to ck  a t  p a r, a n d  
w o u ld  re g a rd  th e  s to c k  th e y  h e ld  a s  
w o r th  p a r , a lth o u g h  th e  u n d is t r ib u te d  
p ro fits  on  th a t  s to c k  a m o u n te d  on ly  to  
w h a t th e  b o n d h o ld e rs  w o u ld  in s is t  on  
g e tt in g  a s  in te r e s t  on  a  m o rtg a g e  bond , 
even  g u a ra n te e d  b y  th e  (Specific  R a il ­
w a y ?) T h a t  is  one effect of i t ,  i s n ’t  i t?
A. T h a t  is  a  p r e t ty  lo n g  se n ten c e  to  
d ig es t.”
A s i l lu s t r a t in g  th e  q u e s tio n in g  of a n ­
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o th e r  w itn ess , w e a p p en d  th e  fo llo w in g  
q u e s tio n s  a n d  a n sw e rs  th e re to :
“Q. Y ou h a v e  b een  q u a lify in g  a s  a  po­
ta to  e x p e rt?
A. No, in d e e d ,  m ere ly  a  re s id e n t.
Q. Do you  k n o w  how  m an y  p o ta to e s  
a re  p ro d u ced  on L o n g  Is la n d ?
A. I  k n o w  n o th in g  a b o u t p o ta to es .
Q. Do you  k n o w  how  m an y  p o ta to e s  
a re  co n su m ed  in  N ew  Y ork?
A. I k now  n o th in g  a b o u t p o ta to e s . I  
h a te  th e m  m y se lf. T h e re  w o u ld n ’t  be 
one g ro w n  if  I  h a d  to  e a t  it .
Q. Do y ou  k n o w  w h a t  p ro p o r tio n  of 
th e  p o ta to e s  co n su m ed  in  N ew  Y o rk  is  
su p p lied  fro m  L o n g  I s la n d  now ?
A. I sa y  th a t  I  k n o w  a b so lu te ly  n o th ­
in g  a b o u t th e  su b je c t of p o ta to e s  excep t 
th a t  th e y  g ro w  in  th e  g ro u n d .
Q. Y ou do n o t  k n o w  how  m a n y  p o ta ­
to e s  L o n g  I s la n d  is  cap ab le  of p ro ­
d u c in g ?
A. I  d o n ’t  ev en  k n o w  w h e th e r  th is  
la n d  I  h a v e  ta lk e d  a b o u t cou ld  g ro w  
th em . A ll I  k n o w  is  th a t  th e re  i t  is  
a n d  i t  is n o t u sed .
T h a t is a ll .”
OKLAHOMA C. P. A. LAW
C ontinu ed  fro m  page  132
o r an y  o th e r  w o rd s  a n d /o r  le t te r s  to  
in d ic a te  to  th e  p u b lic  t h a t  su ch  p e rso n , 
firm  o r c o rp o ra tio n , is  a  C ertified  P u b ­
lic  A cco u n tan t.
(d )  N o th in g  h e re in  s h a ll  be c o n s tru e d  
to  p re v e n t a n y  p e rso n  fro m  b e in g  em ­
p loyed  a s  a n  a c c o u n ta n t  in  th is  S ta te  in  
e i th e r  p u b lic  o r  p r iv a te  p ra c tic e . T h e  
p u rp o se  of th is  a c t is  to  p ro v id e  fo r  th e  
e x a m in a tio n  fo r, a n d  th e  is su a n c e  of, a  
c e r tif ic a te  g ra n tin g  th e  p r iv ile g e  of th e  
u se  of th e  t i t le ,  “C e rtified  P u b lic  A cco u n t­
a n t ,” a n d  th e  u se  of th e  in it ia ls ,  “ C. P . A .,” 
a s  in d ic a tiv e  of th e  h o ld e r’s  fitn ess  
to  se rv e  th e  p u b lic  a s  a  c o m p e ten t a n d  
p ro p e rly  q u a lified  a c c o u n ta n t  in  pu b lic  
p ra c tic e , a n d  to  p re v e n t th o se  w ho  m ay  
h av e  no  su ch  c e r tif ic a te  fro m  u s in g  su ch  
t i t l e  o r in it ia ls .
S ec tio n  8. T h e  B o a rd  m ay , in  i ts  d is­
c re tio n , u p o n  a p p lic a tio n  in  w r itin g , 
w a iv e  th e  e x a m in a tio n  of, a n d  issu e  a  
c e r tif ic a te  to , a n y  p e rso n  of good m o ra l 
c h a ra c te r ,  w ho  is  o th e rw ise  q u a lified  as 
re q u ire d  by th is  a c t  a n d  th e  ru le s  o f th e  
b o a rd , a n d  w ho h o ld s  a  c e r tif ic a te  to  
p ra c tic e  a s  a  ce rtif ied  p u b lic  a c c o u n ta n t 
u n d e r  th e  a u th o r i ty  of a n o th e r  S ta te , 
T e r r i to ry ,  o r th e  D is t r ic t  of C olum bia . 
A ll a p p lic a n ts  h e re u n d e r  sh a ll  s u b m it u n ­
d e r  o a th  su ch  ev id en ce  a s  to  q u a lifica ­
t io n s  a s  m ay  be re q u ire d  by  a n d  be s a t ­
is fa c to ry  to  th e  B o a rd . I f  fo r  a n y  re a ­
son  th e  c e r tif ic a te  o f o r ig in a l  issu e  be 
re v o k ed  o r cance lled , th e  B o a rd  of Ac­
c o u n ta n cy  of th e  S ta te  sh a ll  f o r th w ith  
rev o k e  a n d  can ce l th e  c e r tif ic a te  is su e d  
to  su c h  p e rso n  in  acco rd an ce  w ith  th is  
sec tio n .
S ec tio n  9. T h e  b o a rd  sh a ll  h a v e  th e  
p o w er to  rev o k e  a n y  c e r tif ic a te  i f  th e  
h o ld e r th e re o f :
( a )  S h a ll h a v e  been  co n v ic ted  of a  
fe lony ,
(b )  S h a ll h av e  b een  fo u n d  g u ilty  of 
c o n d u c t in v o lv in g  m o ra l tu rp itu d e ,
(c )  S h a ll k n o w in g ly  c e r t ify  to  a  fa lse  
o r  f r a u d u le n t  s ta te m e n t  in  r e la tio n  to  
a n y  a u d it  o r  e x a m in a tio n ,
(d )  S h a ll be fo u n d  g u ilty  of f ra u d  o r 
m is re p re se n ta t io n  in  a p p lic a tio n  fo r  c e r­
tif ic a te  o r  in  th e  e x a m in a tio n  th e re fo r ,
(e )  S h a ll v io la te  a n y  of th e  p ro v i­
sio n s  of th is  a c t.
No c e r tif ic a te  sh a ll  be rev o k ed  excep t 
a f te r  a  h e a r in g  th e re o n , a t  w h ic h  a t  le a s t  
fo u r  m em b e rs  of th e  B o a rd  s h a ll  be p re s ­
en t. W r it te n  n o tic e  of su c h  p ro p o sed  
h e a r in g  sh a ll  be m a iled  to  th e  h o ld e r  of 
su c h  c e r tif ic a te  a t  h is  la s t  k n o w n  a d ­
d re ss  a t  le a s t  tw e n ty  (20) d ay s  be fo re  
th e  d a te  th e re o f , s t a t in g  th e  g ro u n d s  o r 
c au se  fo r  su c h  p ro p o sed  a c tio n  o r re v o ­
c a tio n  a n d  a p p o in t in g  a  t im e  a n d  p lace  
fo r  su c h  h e a r in g . A t su ch  h e a r in g , th e  
B o a rd  sh a ll  h a v e  th e  p o w er to  com pel th e  
a t te n d a n c e  o f w itn esse s , to  a d m in is te r  
o a th s , a n d  ex am in e  w itn e s se s  u n d e r  o a th . 
T h e  B o a rd  sh a ll  keep  a  co m p le te  re co rd  
of a ll  p ro c ee d in g s  w ith  re sp ec t to  th e  
re v o ca tio n  of c e rtif ic a tes .
S ec tio n  10. ( a )  E a c h  a p p lic a n t fo r  ex­
a m in a tio n  a n d  c e r tif ic a te  sh a ll  p a y  to  th e  
B o a rd  a  fee  of T w enty-five  ($25.00) Dol­
la r s  a t  th e  t im e  of filin g  h is  ap p lic a tio n . 
In  no  case  s h a ll  su c h  fee  be re tu rn e d . I f  
a n  a p p lic a n t  fa ils  to  p a ss  e x a m in a tio n , h e  
sh a ll  be  e n ti t le d  to  ta k e  a n o th e r  e x am i­
n a tio n  w ith in  e ig h te e n  m o n th s  a f te r  su ch  
fa ilu re  w i th o u t  a d d it io n a l  fee.
(b )  A ll fees  co llec ted  h e re u n d e r  sh a ll 
be  p a id  in to  th e  S ta te  T re a su ry  fo r th ­
w ith  fo llo w in g  e ac h  e x a m in a tio n , an d  
s h a ll  be k e p t  in  a n d  c re d ite d  to  a  sep ­
a r a te  fu n d  to  be  k n o w n  a s th e  A cco u n t­
a n cy  F u n d , w h ic h  is  h e reb y  c rea ted . T h e  
ex p en se  of c o n d u c tin g  e x a m in a tio n  an d  
in  co m p ly in g  w ith  th e  p ro v is io n s  of th is  
a c t, in c lu d in g  th e  ex p en se  of p re p a r in g  
a n d  is s u in g  ce rtif ic a te s , s ta tio n e ry ,  p r in t ­
ing , t r a v e lin g  ex pense, a n d  p e r  d iem  of 
m em b ers  of th e  B o a rd , w h ile  in  th e  p e r­
fo rm an c e  of d u ty  u n d e r  th is  a c t, sh a ll  be  
a  p ro p e r  c h a rg e  a g a in s t  a n d  p a id  fro m  
sa id  A cco u n tan cy  F u n d ;  p ro v id ed , th a t ,  
in  n o  ev en t, sh a ll  a n y  c la im  o r o b lig a tio n  
a c c ru e  a g a in s t  th e  S ta te  in  excess of th e  
a m o u n t o f fees  co llec ted  a n d  p a id  in to
th e  T re a s u ry  u n d e r  th e  p ro v is io n s  of 
th is  ac t.
S ec tio n  11. T h e  m em b e rs  of th e  B o a rd  
h e re in  p ro v id ed  fo r  sh a ll  be p a id  fo r  th e  
t im e  a c tu a lly  em p lo y ed  in  th e  p e rfo rm ­
an ce  of d u tie s  im p o sed  by th e  p ro v is io n s  
h e reo f, a n  a m o u n t n o t e x ce ed in g  F iv e  
($5.00) D o lla rs  p e r  d iem  fo r  se rv ice s  r e n ­
d e red , a n d  a c tu a l  a n d  n e ce ssa ry  t r a v e lin g  
ex p en ses a s  ev id en ced  by  b o n a  fide r e ­
c e ip ts  ta k e n  th e re fo r .
S e c tio n  12. C e rtif ic a te s  h e re to fo re  is ­
su ed  by  th e  S ta te  B o a rd  of A c co u n tan cy  
c re a te d  b y  th e  p ro v is io n s  of C h a p te r  87, 
A rtic le  10, C om piled  O k lah o m a S ta tu te s ,  
1921, s h a ll  h a v e  th e  sam e  v a lid i ty  a s  if  
is su e d  u n d e r  a n d  in  p u rs u a n c e  of th e  
p ro v is io n s  h e reo f, a n d  th e  h o ld e r  th e re o f  
m ay  c o n tin u e  to  p ra c tic e  th e re u n d e r  a s  
in  su c h  a c t  p ro v id ed .
S e c tio n  13. A n y  p e rso n , firm , o r  co rp o ­
r a t io n  w ho  re p re s e n ts  h im se lf  o r  i ts e lf  a s  
h a v in g  rece iv ed  a  c e r tif ic a te  a s  a  “C e r ti­
fied P u b lic  A c c o u n ta n t,” o r  u se s  th e  t i t l e  
“C ertified  P u b lic  A c c o u n ta n t,” o r i ts  ab ­
b re v ia tio n , “C. P . A .,” o r  o th e rw ise  h o ld s 
h im se lf  o r  i ts e l f  o u t to  th e  p u b lic  a s  be­
in g  so  q u a lified  w ith o u t  h a v in g  rece iv ed  
su ch  c e r tif ic a te s  f ro m  th is  S ta te , o r  w ho  
co n tin u e s  to  u se  su c h  t i t l e  o r d e s ig n a tio n  
a f te r  su c h  c e r tif ic a te  h a s  been  re ca lle d , 
rev o k ed , o r  can ce lled , o r re fu s e s  to  s u r ­
re n d e r  su c h  c e r tif ic a te  a f te r  re v o ca tio n  
th e re o f , o r  w h o  fa ls e ly  r e p re se n ts  h im ­
se lf  o r i ts e l f  a s  b e in g  ce rtified  a s  a n  ac ­
c o u n ta n t,  o r  w ho  in c o rre c tly  d e s ig n a te s  
th e  c h a ra c te r  of th e  c e r tif ic a te  w h ic h  h e  
ho ld s, o r  w h o  o th e rw ise  v io la te s  a n y  of 
th e  p ro v is io n s  h e reo f, sh a ll  be  deem ed  
g u ilty  of a  m isd em e an o r, a n d , on co n v ic ­
tio n , sh a ll  b e  p u n ish e d  by  a  fine of n o t 
m o re  th a n  F iv e  H u n d re d  ($500.00) D ol­
la rs .
S ec tio n  14. A n y  p e rso n  h o ld in g  a  c e r­
tif ic a te  u n d e r  th is  o r p r io r  a c ts  w h o  s h a l l  
k n o w in g ly  f a ls ify  a n y  re p o r t  o r s ta te ­
m e n t b e a r in g  on  a n y  e x a m in a tio n , in v es­
t ig a t io n , o r  a u d i t  m ad e  b y  h im  o r  u n d e r  
h is  d ire c tio n  s h a ll  be g u ilty  of a  fe lo n y , 
and , u p o n  c o n v ic tio n  th e re o f  by  a n y  
c o u r t  o f c o m p e ten t ju r is d ic t io n , s h a ll  be 
p u n ish e d  by  im p r iso n m e n t in  th e  p e n ite n ­
t ia r y  fo r a  p e rio d  n o t  e x ce ed in g  one (1 ) 
y e a r, o r by  a  fine of n o t m o re  th a n  One 
T h o u sa n d  ($1,000.00) D o lla rs , o r by  b o th  
su c h  fine a n d  im p riso n m e n t.
S ec tio n  15. T h a t  S ec tio n s  10922, 10923, 
10924, 10925, 10926, 10927, 10928, 10929, 
10930, 10931, 10932, 10933, 10934, 10935, 
10936 a n d  10937, C om piled  S ta tu te s  of 
O k lah o m a, 1921, a n d  a ll o th e r  a c ts  o r  
p a r ts  of a c ts  in  co n flic t h e re w ith  be a n d  
th e  sam e  a r e  h e re b y  rep ea led .
A P PR O V E D  by  th e  G o v e rn o r of th e  
S ta te  of O k lah o m a  th is  th e  4 th  d a y  of 
M arch , 1931.
W M . H . M URRAY.
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ex cess iv e  f o r  th e  v o lu m e  o f th e  b u s i­
n e s s  h e  is  e q u ip p e d  to  h a n d le ,  a n d  if 
so , y o u r  r e p o r t  sh o u ld  in c lu d e  re c o m ­
m e n d a t io n s  fo r  o r d e r ly  re d u c t io n .
2 n d . O n  th e  o th e r  h a n d , y o u  m a y  
d e te rm in e  t h a t  h e  is  a t t e m p t in g  to  
o p e ra te  o n  a  c a p i ta l  s t r u c tu r e  e n ti r e ly  
in a d e q u a te  fo r  th e  v o lu m e  o f  b u s in e s s  
h e  is  e n d e a v o r in g  to  h a n d le  a n d  l ik e ­
w ise  y o u r  r e c o m m e n d a tio n s  sh o u ld  s e t 
f o r th  a  s y s te m a tic  c o r re c tio n .
3 rd . A f te r  y o u  h a v e  o n ce  e s ta b ­
l is h e d  a  th o r o u g h  k n o w le d g e  o f  h is  
c a p i ta l  s t r u c tu r e ,  a n d  th e  p re re q u is i te  
n e t  r e tu r n  he  sh o u ld  h av e , fo llo w in g  
p ro v is io n  f o r  a d e q u a te  re s e rv e s  o f  c a sh  
o r  e q u iv a le n t  to  n e t  a  r e a s o n a b le  r e ­
tu r n ,  b u t  o f  su ffic ie n t l iq u id i ty  f o r  f u ­
tu r e  c o n tin g e n c ie s , y o u  sh o u ld  a t t e m p t  
to  a ffe c t a  s e t-u p  o f th e  sa m e  to  be  
s u b s e q u e n t ly  c lo se ly  fo llo w ed .
4 th . I t  is  q u i te  e s s e n t ia l  t h a t  a  
c o m p a ra t iv e  s tu d y  b e  m a d e  o f  th e  p a s t  
o p e r a t io n  w ith  re s p e c t  to  fa v o ra b le  
m a r k e t in g  p o s s ib i l i t ie s  in  o r d e r  t h a t  
e a c h  c l ie n t  m a y  n o t  in  p a r t  c o n tr ib u te  
to  th e  g lu t  o f  h i s  p ro d u c tio n , a n d  
th e r e b y  s e r io u s ly  a ffe c t h is  in co m e .
5 th . T h is  s tu d y  w ill  e n a b le  y o u  to  
re c o m m e n d  a p p ro x im a te ly  th e  d e s ire d  
a n n u a l  p ro d u c tio n .
6 th . V e ry  c a r e f u l  c o n s id e ra t io n  
s h o u ld  b e  g iv e n  th e  d e m a n d s  f o r  fi­
n a n c e . I t  m a y  b e  fo u n d  t h a t  th e  
f in an c e  d e m a n d  is  c a p i ta l  a n d  n o t  
s e a so n a b le ,  o n  l iq u id  a n d  n o t  fixed  
a s s e ts ,  th e r e f o r e ,  m o s t  e s s e n t ia l ly  in  
n e e d  o f  a d ju s tm e n t .
7 th . V e ry  c a r e f u l  a n a ly s is  o f  ex ­
p e n d i tu r e s  is  q u i te  im p o r ta n t .  I f  y o u  
fin d  d is p r o p o r t io n a te  e x p e n se s , n o t  ex ­
c lu d in g  e x p e n s iv e  p e r s o n a l  w i th d r a w a l  
f ro m  th e  b u s in e s s , i t  is  y o u r  d u ty  to  
s u g g e s t  a  re m e d y .
P ro c e d u re  a s  h e r e to f o r e  o u t l in e d  
m o s t  c e r ta in ly  w o u ld  re c e iv e  co m ­
m e n d a b le  e n d o r s e m e n t  f r o m  th e  
b a n k e r  a n d  m e r c h a n t  a s  w e ll  a s  y o u r  
c lie n t,  a n d  a t  th e  sa m e  t im e  g r e a t ly  
e n h a n c e  th e  v a lu e  o f y o u r  se rv ice . 
S im ila r  p ro c e d u re  a p p lie d  to  m o d e rn  
b a n k in g  a n d  c o m m e rc ia l  b u s in e s s  h a s  
p ro v e n  o f v a lu e ,  th e r e f o r e ,  I c a n  see  
n o  r e a s o n  wh y  i t  is  n o t  o f v i ta l  im ­
p o r ta n c e  to  c o rp o ra t io n s  o r  in d iv id u a ls  
e n g a g e d  in  th e  p r o d u c tio n  o f l iv e s to c k  
a n d  o th e r  c o m m o d itie s .
N o t in f r e q u e n tly ,  th o se  c h a rg e d  
w ith  th e  a d m in is t r a t io n  o f th e  v a r io u s  
su b d iv is io n s  o f o u r  G o v e rn m e n t, h a v e  
b e e n  n o te d  to  find  th e m se lv e s  in  s e r i ­
o u s  d iff ic u lty  a n d  c o n f ro n te d  w ith  
h ig h , in c re a s in g  ta x e s  u p o n  th e  p u b lic , 
a ll  o f  w h ic h  m ig h t  h a v e  b e en  a v o id e d
h a d  p ro p e r  a n a ly s is  a n d  a n t ic ip a t io n  
b e en  g iv e n  th e i r  p ro c e d u re .
T h e  a c c o u n tin g  o r  a u d i t in g  p ro fe s ­
s io n  is  d a ily  b e c o m in g  m o re  a n  e s s e n ­
t ia l  p a r t  o f  th e  b a n k in g  b u s in e ss , n o t  
o n ly  f ro m  th e  p o in t  o f d e ta i l  a n d  in ­
te r n a l  a u d i t  o f th e  in s t i tu t io n ,  b u t  
f ro m  th e  p o in t  o f c r e d i t  a n a ly s is  
n e e d e d  b y  th e  b a n k  official in  d e te r ­
m in in g  th e  f in a n c ia l  r e s p o n s ib i l i ty  o f 
h is  p a tr o n s  m a k in g  a p p lic a t io n  fo r  
c r e d i t  e x te n s io n .
I f  th e  b a n k  a u d i to r  o f to d a y  is  to  
b e  su c c e s s fu l  a n d  o f v a lu e  to  th e  o f ­
f ic ia ls  o f  th e  in s t i tu t io n ,  h e  m ig h t  
w e ll b e  te r m e d  th e  m o to r ,  fo r  a r o u n d  
h im  th e  su c c e s s fu l  f u n c tio n in g  o f 
e v e ry  d e p a r tm e n t  c e n te r s ,  a n d  th e  r e ­
s u l t  o f  h i s  k n o w le d g e  a n d  su p e rv is io n  
is  n o t  o n ly  re f le c te d  in  s e c u r i ty  fo r  
th e  d e p o s ito r s ,  b u t  s e c u r i ty  a n d  r e a ­
so n a b le  r e tu r n  to  th e  s to c k h o ld e r .
I n  c o n c lu s io n , t h e  t h o u g h t  co m es to  
m e  t h a t  a  s u i ta b le  ‘‘G o ld e n  R u le ”  fo r  
y o u r  p ro fe s s io n  to  a d o p t  a t  th is  tim e , 
is  th e  e d u c a tio n  o f c lie n ts ,  in  no  m a t ­
t e r  w h a t  b u s in e s s  e n g a g e d , to  a n a ly z e  
a n d  in te l l ig e n t ly  a n t ic ip a te  th r o u g h  
b u d g e t  c o n tro l  o r  p a s t  c o n su m in g  r e c ­
o rd , a n d  to  e s ta b l is h  a n d  m a in ta in  
a d e q u a te  c o n tin g e n t  r e s e rv e s  o f  s u f ­
f ic ie n t l iq u id i ty  to  be  a v a i la b le ,  if  
n e c e ssa ry , f o r  th e  p u rp o se  e s ta b lis h e d .
COMMERCIAL ARBITRATION  
NEW S
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tra d e s . F o r  th is  p u rp o se , th e  N a tio n a l 
C ouncil w ill n o m in a te  an  a d d it io n a l  l is t  
of o u ts ta n d in g  m em b ers of v a r io u s  im ­
p o r t  g ro u p s  w ho  w ill be in v ite d  by  th e  
A sso c ia tio n  to  se rv e  on i ts  N a tio n a l 
P a n e l o f A rb itra to rs .  A  s im ila r  p la n  of 
a rb i t r a t io n  is a lre a d y  b e in g  u sed  by  c e r­
t a in  of th e  C o u n c il’s t r a d e  g ro u p s, su ch  
a s  th e  V elvet Im p o r te rs  G roup.
D e ta ils  of th e  n ew  p la n  h a v e  been  
w o rk ed  o u t by  re p re s e n ta t iv e s  of th e  
tw o  o rg a n iz a tio n s , a n d  m em b ers  of th e  
N a tio n a l C ouncil a re  b e in g  a d v ised  of 
th e  p ro c e d u re  to  be fo llow ed  w h en  con­
tro v e rs ie s  a r is e  w h ich  th e y  w ish  to  su b ­
m it to  a rb i t r a t io n .
TALKING SHOP
C ontinu ed  fro m  page 136 
v a g u e s t k in d  of id e a  of th e  p ra c tic a l 
sid e  of i t ;  of th e  tre m e n d o u s  vo lum e of 
re co rd  k e e p in g ; a n d  no id e a  a t  a ll a b o u t 
h ow  to  a u d it  w ith o u t  a  fa ta l  co n su m p ­
tio n  of t im e .”
“T ro u b le  is ,” sa id  B lan k , “th a t  S ta te  
B o a rd s  a re  a lm o s t a lw ay s  too c o n se rv a ­
t iv e  in  re c o g n iz in g  t re n d s . I d o n ’t  r e ­
ca ll ev e r h a v in g  h e a rd  of m ore  th a n  tw o 
p ro b lem s in  m u n ic ip a l a c c o u n tin g  h a v ­
in g  been  g iv en  in  N ew  Y ork . Y et th e re  
is a  p o w erfu l need  fo r  m u ch  g o v e rn ­
m e n ta l a u d it in g  a n d  a cc o u n tin g  r e ­
fo rm .”
“Y es,” sa id  O ld tim er, “a n d  i t  seem s 
to  m e t h a t  n e a r ly  a ll  S ta te s  w ere  a  long  
tim e  in  re c o g n iz in g  th e  In co m e T a x  a s  
a  fa c to r  to  be  p e rm a n e n tly  re c k o n e d  
w ith , a lth o u g h  la te ly  p ro b lem s in v o lv ­
in g  i t  h av e  b een  re a so n a b ly  n u m e ro u s .” 
“A nd  h a rd ,” sa id  th e  K id . “ B u t I  
cam e h e re  to n ig h t  to  see  if  a n y  o f you  
g e n tle m e n  k n o w  of a  re a l  c h a in  s to re  
p ro b lem . I f  th e  su b je c t h a d n ’t com e up  
a s  i t  d id  I  w o u ld  h a v e  ra is e d  i t .”
“ T ell u s  w h y  th i s  su d d e n  in te re s t  in  
th e  su b je c t,” sa id  O ld tim er, “a n d  m ay ­
be w e c an  h e lp  y o u .”
“H e  h a s  a  n ew  c lie n t,” s a id  D a sh  
q u ick ly , “a n d  w a n ts  to  s tu d y  up so  a s  
n o t to  expose h is  ig n o ra n c e ,” a n d  a s  t h e  
K id  n o d d ed  a  r a th e r  p a in e d  a s se n t  D ash  
c o n tin u e d , “ D on’t  be a sh a m e d . I  h a d  to  
do th e  sam e  th in g  m y se lf  th e  tim e  I  h ad  
a n  a d v e r t is in g  ag en cy  d escend  on  m e  
su d d e n ly .”
T h e re  w as a  lo n g  silen ce . F in a lly  
O ld tim er spoke . “ I c a n ’t  re m e m b e r a n y  
m y se lf; h ow  a b o u t th e  r e s t  of y o u ? ” 
A g a in  a  lo n g  s ilen ce . “ I ’m  g o in g  to  th e  
l ib ra ry  a g a in  to m o rro w ,” sa id  th e  K id , 
“a n d  I ’ll find one if  i t  c an  be fo u n d .” 
“J u s t  a  m in u te ,” sa id  S ta r , “ I  th in k  
slow ly , b u t  I  th in k  I ’ve  g o t so m e th in g . 
A few  y e a rs  ago  w e h a d  a  m an  on  th e  
s a m e  s ta ff t h a t  I  w as on w ho cam e fro m  
W isco n s in , a n d  I 'm  p o s itiv e  he  to ld  us 
t h a t  he  f lu n k ed  h is  f irs t  c rac k  a t  th e  
ex am s in  h is  n a tiv e  S ta te  becau se  o f 
a n  u n g o d ly  c h a in  s to re  p rob lem . I ’ll 
g ive  h im  a  r in g  now  a n d  a sk  h im , if  I 
can  lo ca te  h im  in  th e  p h o n e  book .”
T en  m in u te s  la te r  he r e tu rn e d  sm il­
in g  t r iu m p h a n tly .  “ I  fo u n d  h im , a n d  
i t  m u s t be som e s tic k e r , b ecau se  he gave 
m e c h a p te r  an d  v e rse  w ith o u t  a  m in u te ’s  
h e s i ta t io n . W isco n s in , 1915; p u b lish ed  
in  Cox’s C lassified  P ro b lem s  of th a t  y e a r  
by  th e  R o n a ld  P re s s .”
“G re a t s tu ff ,” ex c la im ed  th e  K id . 
“T h is  su re  is  a  g re a t  g a n g  fo r f in d in g  
ou t w h a t  you  w a n t to  kno.w.”
T H E  fo llo w in g  com es fro m  th e  fa m o u s  
E n g lish  n e w sp ap er, th e  M a n c h es te r  
G u a rd ia n :
“ E x ig e n c ie s  o f  S ta te ”
“T h e  w r i te r  of a  le t te r  to  th e  M o rn in g  
P o s t g iv es som e e x tra c ts  fro m  th e  p r i ­
v a te  a cc o u n ts  k e p t by  a n  a n c e s to r  in  th e  
y e a r  1798, b u t  co n fesses h is  in a b il i ty  to  
fa th o m  th e  e n tr y  ‘E x ig e n c ie s  of S ta te , 
£ 5 . ’ I t  m ay , of co u rse , re fe r  to  som e 
fo rm  of ta x a t io n  a t  a  p e rio d  w h en  m an y  
q u e e r th in g s  fro m  w in d o w s to  h a ir  pow ­
d e r w e re  a sse ssed  fo r  d u ty — b u t i t  
m ig h t  a lso  be a  w ay  of b a la n c in g  an  
acc o u n t t h a t  w o u ld  n o t o th e rw ise  com e 
s tr a ig h t .  A fte r  a ll, i t  is  r a th e r  m o re  
d ig n ified  th a n  th e  ‘G. O. K .’ ( ‘God only  
k n o w s’) w h ic h  is sa id  to  h av e  pu lled  
th e  a cc o u n ts  of a m o d ern  s p e n d th r if t
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v in c in g  th a n  th e  s ta te m e n t  p ro d u ced  by  
a  F re n c h  a c t r e s s  of th e  p a s t  w h e n  a sk e d  
by  h e r  e ld e r ly  a d m ire r  fo r  p a r t ic u la r s  of 
w h a t  h a d  h a p p en e d  to  h e r  l a s t  in s ta l ­
m e n t of 10,000 f r a n c s :—
F ra n c s
A  b lin d  b e g g a r  _______  1
B ird se ed  fo r  T o u -to u___ .25
In c id e n ta l  e x p en ses  ___ 9,998.75
T o ta l _____________  10,000.00”
T H E  C h in ese  a re , in  th e  o p in io n  of Oc­
c id e n ta l  people , p e c u lia r ;  th e y  do 
th in g s  ju s t  th e  re v e rse  of o u r  w ay . A n 
e x am p le  f re q u e n tly  c ite d  is  th e  u se  of 
re d  fo r  m o u rn in g  g a rb  a s  c o n tra s te d  
w ith  o u r  b lack . B u t p a ra d o x ic a lly  
e n o u g h  w e em p lo y  b lac k  in k  to  e x p re ss  
p ro fits  a n d  su rp lu se s , w h ic h  sh o u ld  
b r in g  u s  jo y ; a n d  re d  in k  to  in d ic a te  
defic its  an d  losses.
T H E  fo llo w in g  com es fro m  th e  N. Y.
T im es of A p ril  12:
“ S h o p  T a lk  v s . C u l tu r e
“A  t ru m p e t  b la s t  fo r  th e  econom ic 
a d v a n ta g e s  of th e  l ib e ra l  a r t s  college 
ed u ca tio n  o v er a  n a r ro w  te c h n ic a l one 
h a s  b een  so u n d ed  by G len  B uck , th e  ad ­
v e r t is in g  ex p e rt, h im se lf  a n  a lu m n u s  of 
L aw re n c e  C ollege. ‘T h e  m o st su ccessfu l 
y o u n g  people  I h a v e  e v e r  h a d  in  m y 
b u s in e ss ,’ h e  say s, ‘h a v e  b een  h an d - 
p ick ed  fro m  a m o n g  th e  to p -n o tc h ers  of 
th e  sch o o ls  of l ib e ra l a r ts .  * * *
“ ‘T h e  q u eer th in g  a b o u t “p ra c t ic a l  
e d u c a tio n ” is  th a t  i t  is  n o t p ra c t ic a l  a t  
a ll. M ore th a n  e v e r  b e fo re  th e  b u s i­
n ess  w o rld  n eed s y o u n g  p eop le  of b ro a d  
c u ltu ra l  fo u n d a tio n s . T h e re  n e v e r h a s  
been  a  t im e  w h en  in te l l ig e n t  good ta s te  
a n d  te s te d  re a l  w o r th  w ere  so  g e n e ro u sly  
c o m p en sa ted . I  h a v e  l i t t le  p a tie n c e  w ith  
schoo ls t h a t  t r y  to  fo rce  y o u n g  p eop le  
to  b loom  b efo re  th e i r  t im e . T h e  p re s e n t  
p ed ag o g ic  c raze  fo r  s u b s t i tu t in g  sh o p  
ta lk  a n d  co m m erc ia lized  h o k u m  fo r  re a l  
c u ltu re  in  th e  co llege y e a rs  i t  lo ad ed  
w ith  d y n a m ite .’ ”
STATE BOARD NEWS
D E L A W A R E  
M edfo rd  H . W h ite , C. P . A., of W ilm in g ­
to n , D e law are , h a s  b een  a p p o in te d  a  
m em b er of th e  S ta te  B o a rd  to  succeed  C. 
E . I sz a rd  a n d  h a s  b een  e lec ted  S ec re ta ry - 
T re a su re r .
M IN N E SO T A  
T h e  G o v e rn o r of M in n e so ta  h a s  a p ­
p o in te d  L y le  W . H in e s , of S t. P a u l, 
a n d  J a r l  W . H a n so n , of D u lu th , to  m em ­
b e rsh ip  on th e  S ta te  B o a rd  of A cco u n t­
a n cy  to  succeed  H e rb e r t  M. T em ple  an d  
J. S. M atteso n .
COLORADO 
T h e  fo llo w in g  m e m b e rs  of th e  C olorado  
S o c ie ty  h a v e  b e en  n a m e d  a s  c h a irm e n  of 
th e  c o m m itte e s  in d ic a te d , fo r th i s  y e a r :  
M ee tin g s, W . E . M a r t in ; C o n s titu tio n  a n d  
B y-L aw s, L o u is  C. L in c k ; E d u c a tio n a l, 
F r a n k  D. P e e l;  L e g is la tiv e , W m . D. M or­
r is o n ;  P u b lic  R e la tio n s , H a r ry  N e lso n ; 
M em b ersh ip , T . J .  W it t in g ;  G rievance, W .
S. D e n t;  C o o p e ra tio n  w i th  B a n k s , T . H . 
L a w re n c e ; B e tte r  B u s in e ss  B u re au , A lex 
J . L in d sey .
A t th e  m e e tin g  h e ld  in  D ecem ber Mr. 
A llen  M oore, D ire c to r  o f th e  L e g is la tiv e  
R e fe re n ce  Office of th e  S ta te  of C olorado  
e x p la in ed  th e  p u rp o se s  of t h a t  office, d is ­
c u ss in g  in  p a r t i c u la r  th e  C o lo rado  law s 
a n d  c o u r t d ec is io n s  in  re g a rd  to  th e  filing  
of a n n u a l  re p o r ts  by  c o rp o ra tio n s .
C O N N E C TIC U T  
A t th e  a n n u a l  m e e tin g  of th e  C o n n ecti­
c u t S ocie ty  of C ertified  P u b lic  A cco u n t­
a n ts , th e  fo llo w in g  officers w e re  e lec ted  
fo r  th e  e n su in g  y e a r :  P re s id e n t, L ew is 
S ag a l, N ew  H a v e n ; V ice P re s id e n t, W al­
te r  M u sgrave , H a r t fo rd ;  S e c re ta ry , Jo h n
S. R o th , M id d le to w n ; T re a su re r , H a r ry  
Jaco b s, H a r t fo r d ;  A u d ito r , R u sse ll 
E v e re tt ,  H a r tfo rd .
D IS T R IC T  O F COLUM BIA 
T h e  D is t r ic t  of C o lum bia  I n s t i tu te  of 
C ertified  P u b lic  A c c o u n ta n ts  h e ld  a  
q u a r te r ly  m e e tin g  on F r id a y , A p ril  17, 
a t  th e  N a tio n a l P re s s  C lub, W ash in g to n ,
D. C.
R e p o rts  fro m  v a r io u s  co m m itte es  w ere  
p re se n te d  a n d  p la n s  w ere  o u tlin e d  fo r  
w o rk  n e x t y e a r.
F L O R ID A  
T h e  a n n u a l  m e e tin g  of th e  J a c k so n ­
v ille  C h a p te r  of th e  F lo r id a  I n s t i tu te  
w as h e ld  on A p ril 16, a t  th e  H o te l 
G eorge W ash in g to n .
A fte r  th e  r e g u la r  t r a n s a c tio n  of b u s i­
n ess, in c lu d in g  th e  h e a r in g  of re p o rts  
of c o m m itte e s  a n d  r e t i r in g  officers a n d  
th e  e lec tio n  of n e w  officers, th e  c h a p te r  
u n a n im o u s ly  e lec ted  W a lte r  M ucklow  to  
life  m em b e rsh ip . M r. M ucklow  in  a  b r ie f  
re sp o n se  e x p ressed  h is  th a n k s  a n d  a p ­
p re c ia tio n .
N ew ly  e lected  officers a re :  P re s id e n t, 
J . M. J o rd a n ;  V ice P re s id e n t, I. J . V a r­
ned o e; S e c re ta ry , P . R . S m o ak ; T re a s ­
u re r ,  Jo se p h  H a r tm a n ;  D ire c to rs , th e  
above n a m e d  officers a n d  B. E . Jam es , 
J o h n  A. H a ll a n d  F . B. Colley.
M A SS A C H U SE T T S 
A t th e  m e e tin g  of th e  M a ssac h u se tts  
S o c ie ty  of C e rtified  P u b lic  A c co u n tan ts , 
h e ld  on M arch  23, a t  th e  H o te l S ta tle r ,  
P ro fe sso r  J o h n  F r a n k l in  E b erso le , P ro ­
fe sso r of F in a n c e  a t  th e  G ra d u a te  School 
of B u sin e ss  A d m in is tra tio n , H a rv a rd
U n iv e rs ity , w a s  th e  g u e s t sp e a k e r. H a v ­
in g  a s  h is  su b je c t, “F u n d a m e n ta l  
C h an g es U n d e r  W ay  in  O ur F in a n c ia l  
S y s tem ,” h e  co m m en ted  p a r t ic u la r ly  on 
th e  d ev e lo p m en t of b ra n c h  b a n k in g , th e  
g ro w th  w h ic h  i t  h a d  e x p e rien c e d  s in c e  
1920, a n d  th e  p ra c tic e s  w h ic h  h a d  g ro w n  
up  a s  a  re s u l t  of th is  sy s tem .
M IC H IG A N  
T h e  M ich ig an  A sso c ia tio n  of C e rtified  
P u b lic  A c c o u n ta n ts  h e ld  a  re g u la r  m ee t­
in g  a t  th e  C ad illac  A th le tic  C lub, De­
t ro it ,  on A p ril 23, 1931.
T h e  S ix th  A n n u a l M ich ig an  A cco u n t­
a n t ’s C o n fe ren ce  w ill be  h e ld  a t  th e  H o te l 
S ta tle r ,  D e tro it , M ay 14, 1931, sp o n so red  
by th e  M ich ig an  A sso c ia tio n  of C ertified  
P u b lic  A c c o u n ta n ts  a n d  th e  M ich ig an  So­
c ie ty  of P u b lic  A c co u n ta n ts . R e g is tra ­
t io n s  w ill b e g in  a t  9:30, th e  f irs t a d d re ss  
b e in g  d e liv e re d  a t  11:00. A fte rn o o n  and  
e v en in g  se ss io n s  w ill be held .
M IS S IS S IP P I
T h e  a n n u a l  m e e t in g  o f  th e  M iss is­
s ip p i S o c ie ty  o f C e rtif ie d  P u b l ic  A c­
c o u n ta n ts  w a s  h e ld  a t  th e  R o b e r t  E . 
L ee  H o te l,  J a c k s o n , M iss., D e c e m b e r  5,
1 9 3 0 .
T h e  m e e t in g  w a s  w e ll  a t te n d e d  by  
a c c o u n ta n ts  f ro m  v a r io u s  p a r t s  o f  th e  
S ta te .  T h e  b u s in e s s  s e s s io n  w a s  h e ld  
in  th e  a f te rn o o n ,  th e  f e a tu r e s  o f  th is  
se ss io n  b e in g  r e p o r t s  f ro m  th e  o fficers 
a n d  th e  d if f e re n t  c o m m itte e s ,  a lso  d is ­
c u s s io n  o f  p la n s  fo r  th e  c o m in g  y e a r .  
T h e  fo l lo w in g  o fficers w e re  e le c te d  fo r  
th e  e n s u in g  t e r m :  N e lso n  E . T a y lo r , 
G re en w o o d , p r e s id e n t ;  R o y  H . B ro w n , 
M e r id ia n , v ic e -p re s id e n t ;  G le n n  M. 
G o o d m a n , L a u re l ,  t r e a s u r e r ;  S te w a r t  
J .  P a r k e r ,  s e c re ta ry .
T h e  m e e tin g  w a s  b r o u g h t  to  a  su c ­
c e s s fu l c o n c lu s io n  b y  a  b a n q u e t .  T h e  
g u e s t  s p e a k e r s  w e re :  E d w a rd  S. E l ­
l io t t ,  w e ll  k n o w n  c e r t if ie d  p u b lic  a c ­
c o u n ta n t  o f  M e m p h is , T e n n e sse e , a n d  
H o n . L e s te r  C. F r a n k l in ,  c h a irm a n  of 
th e  S ta te  T a x  C o m m iss io n  o f J a c k s o n , 
M iss.
N E W  YORK 
T he  N ew  Y o rk  S ta te  S o c ie ty  o f C e rti­
fied P u b lic  A c co u n ta n ts  h e ld  a  r e g u la r  
m o n th ly  m e e tin g  a t  th e  H o te l P e n n sy l­
v a n ia , N ew  Y o rk  C ity , on T h u rsd a y  eve­
n in g , A p ril 16, 1931.
J . M. B. H oxsey , E x ec u tiv e  A ss is ta n t,  
C o m m ittee  on S tock  L is t, N ew  Y ork 
S tock  E x ch a n g e , w as th e  sp e a k e r  of th e  
ev en in g  a n d  h a d  fo r  h is  su b je c t “A cco u n t­
in g  an d  th e  S to ck  E x ch a n g e .”
P E N N S Y L V A N IA  
A  c o m m itte e  of a cc o u n ta n ts  re p re s e n t­
in g  th e  P h ila d e lp h ia  C h a p te r  of th e  P e n n ­
sy lv a n ia  I n s t i tu te  of C ertified  P u b lic  Ac­
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c o u n ta n ts— W illia m  R . M ain , O. V. W al­
lin , C laren ce  T u rn e r ,  H u b e r t  F . R a v en s­
c ro f t  a n d  D ona ld  R u sse ll, w e re  g u e s ts  
o f th e  P h ila d e lp h ia  C h a p te r  of R o b e rt  
M o rris  A sso c ia tes , a  n a tio n a l  o rg a n iz a ­
t io n  of b a n k  c re d it  m en , a t  a  d in n e r  
h e ld  a t  th e  U n iv e rs ity  C lub, P h ila d e l­
p h ia , A p ril 9. T h is  w as th e  f irs t  of a  
s e r ie s  of m e e tin g s  w h ic h  h a v e  b een  u n ­
d e r ta k e n  fo r  th e  p u rp o se  of d ev e lo p in g  
a  m o re  c o rd ia l w o rk in g  re la tio n s h ip  be ­
tw e en  a c c o u n ta n ts  a n d  b a n k e rs . W m . R . 
M ain  is  c h a irm a n  of th e  A c c o u n ta n ts  
g ro u p  a n d  M elv ille  P a r k e r  is  c h a irm a n  
of th e  B a n k e rs  g ro u p .
F o r  m a n y  y e a rs  A le x an d e r W all h a s  
reco g n ized  th e  im p o r ta n t  p o s it io n  h e ld  
by  ce rtif ied  p u b lic  a c c o u n ta n ts  in  m a t­
te r s  o f  c re d it  ra tin g s .  H a rv e y  W h itn e y , 
of th e  B a n k e rs ’ T r u s t  C om pany , N ew  
Y ork , w as n am ed  a s  N a tio n a l C h a irm a n  
of th e  R o b e rt M o rris  C o m m ittee  to  co­
o p e ra te  w i th  C e rtified  P u b lic  A cco u n t­
a n ts  in  a n  a t te m p t  to  develop  b e tte r  
a u d ito r s ’ re p o rts  fo r  c re d i t  p u rp o se s . 
T h e  w o rk  h a s  developed  to  su ch  a n  ex ­
t e n t  t h a t  i t  is  now  fe lt  n o t o n ly  a d v is ­
ab le  b u t n e c e ssa ry  to  ex te n d  th e  p o in t 
of c o o p e ra tio n  to  th e  v a r io u s  loca l c h ap ­
te r s  of M o rris  A sso c ia tes  a n d  S ta te  so­
c ie tie s  of C e rtified  P u b lic  A c co u n ta n ts .
T h e  A m e ric an  S o c ie ty  h a s  th is  y e a r  
a p p o in te d  a  co m m itte e  of ce rtif ie d  p u b ­
lic  a c c o u n ta n ts , F r a n k  W ilb u r  M ain , 
c h a irm a n , fo r  th e  p u rp o se  of c o o p e ra t­
in g  w ith  th e  R o b e rt  M o rris  c h a p te rs  in  
th e  p r in c ip a l  c itie s . T h is  w as th e  f irs t 
m ee tin g . I t  s ta r te d  w ith  fo rty -sev en  
q u e s tio n s  w h ich  th e  b a n k e rs  d e s ire d  th e  
a c c o u n ta n ts  to  a n sw e r. O nly  n in e  of 
th e m  w ere  d isp o sed  of a t  t h a t  m e e tin g  
a n d  a  second  m e e tin g  w as ca lled  fo r  
tw o  w eek s la te r .  I n  th e  fa ll  p ro c ee d in g s  
w ill b e  re v e rse d  a n d  a  co m m itte e  f ro m  
th e  R o b e rt M o rris  A sso c ia te s  w ill be 
p re se n t a t  a  m e e tin g  of th e  P h ila d e lp h ia  
C h a p te r , w h en  th e  b a n k e rs  w ill be  p re ­
se n te d  w ith  a  se r ie s  of q u e s tio n s .
R H O D E  IS L A N D  
A t th e  a n n u a l  m e e tin g  of th e  R ho d e  
I s la n d  S o c ie ty  of C e rtif ied  P u b lic  A c­
c o u n ta n ts , h e ld  a t  th e  N a r r a g a n s e t t  H o ­
te l, P ro v id en ce , on  M o nday  e v en in g , 
A p ril 20, th e  fo llo w in g  officers w ere  
e le c te d : P re s id e n t, E r n e s t  H . D av iso n ; 
v ice -p res id e n t, T h o m a s  V. B a rb ;  sec re ­
ta ry - t re a s u re r ,  W m . B. M. M ille r. H a r ry  
W . M ellon, C. P . A., of D e tro it ,  a n d  D. W . 
S p rin g e r , of W ash in g to n , D. C., w e re  
g u e s t sp e a k e rs .
W A SH IN G T O N  
T he S e a ttle  C h a p te r  of th e  W a sh in g ­
to n  Society  of C ertified  P u b lic  A cco u n t­
a n ts , h a v in g  co m p le ted  i ts  m id -w in te r  v a ­
ca tio n , m e t on M arch  18, a t  th e  W ash ­
in g to n  A th le tic  C lub  fo r  d isc u ss io n  of 
th e  a r t ic le  by  o n e  of i ts  m em b ers  en ­
t i t le d  “R e s tr ic t iv e  L e g is la tio n  D efen d ed ”
w h ich  h a d  a p p e a re d  in  th e  J o u rn a l  of 
A cco u n tan cy .
T h e  m e e tin g  of M arch  25, h e ld  a t  th e  
A rc tic  C lub w as d ev o ted  to  th e  d isc u s­
s io n  of th e  su b je c t “H ow  to  K ill  th e  
S ta te  S o c ie ty .” A t th e  c o n c lu s io n  of 
th e  m e e tin g  i t  w as d ecided  t h a t  i t  w as 
n o t w ise  to  k i l l  i t  a t  th is  t im e . F ro m  
th e  re p o r ts  rece iv ed , i t  is  e v id e n t th a t  
th e  su b je c t ap p ro ac h ed  fro m  th is  an g le  
p ro d u ced  a  b e tte r  d isc u ss io n  a n d  a  
m o re  h e lp fu l l in e  of su g g e s tio n s  th a n  
if  th e  su b je c t h a d  been  lab e lled  “H ow  
to  B oost th e  S ta te  S o c ie ty .” T h e re  is 
ju s t  en o u g h  of offishness in  m o st h u ­
m an s  to  be  “ a g in ” th e  g o v e rn m e n t so 
t h a t  th e  d e s ired  e n d  w a s  o b ta in e d  by 
th e  m eth o d  of a t ta c k  d ecided  upon.
A t th e  m ee tin g , A p ril 1, G eorge V. 
W h ittle , c h a irm a n  of th e  E x a m in in g  
C o m m ittee  of A cco u n tan cy , d iscu ssed  
th e  su b je c t “W h y ?” th e  “ w h y ” b e in g  p re ­
se n te d  by  th o se  p re se n t  in  th e  fo rm  of 
q u e s tio n s .
W ISC O N SIN
T h e  W isco n s in  S o c iety  h e ld  i ts  re g u la r  
q u a r te r ly  m e e tin g  a t  th e  C ity  C lub, M il­
w au k ee , on M onday  e v en in g , A p ril 20th, 
w h ich  w as p reced ed , a s  u su a l, b y  a  d in ­
n e r.
F re d  S am m o n d  spoke  on th e  r e la tio n ­
sh ip  b e tw een  law y e rs  a n d  a c c o u n ta n ts  
fro m  th e  s ta n d p o in t  of ta x  m a t te r s  p r i ­
m arily . M any  in te re s t in g  p o in ts  w ere  
b ro u g h t o u t by M r. S am m o n d , in c lu d in g  
a  d isc u ss io n  o f m a n y  of th e  ta x  b ills  
now  b e fo re  th e  W isco n s in  L e g is la tu re . 
T h e  second  p o r tio n  of th e  m e e tin g  con­
s is te d  of a  re p o r t  of th e  le g is la tiv e  com ­
m itte e  on  th e  p ro p o sed  re g u la to ry  ac­
c o u n tin g  b ill  to  be  in tro d u c e d  a s  a  b ill  
o r as a  s u b s t i tu te  a m e n d m e n t to  one 
of th e  tw o  a c c o u n tin g  b ills  a lre a d y  in tr o ­
duced in  th e  le g is la tu re . One of th e se  
b ills  w as sp o n so red  by  a n  in d iv id u a l, 
a n d  th e  second  w as sp o n so red  by  th e  p u b ­
lic  a c c o u n ta n ts . T h e  fe a tu re s  of th e  b ill 
a s  d ra w n  up  by  th e  co m m itte e  w ere  p re ­
se n te d  by  B en j. K ie k h o fe r , c h a irm a n  of 
th e  c o m m ittee , fo llow ed  by  d isc u ss io n s  
by a  c o n sid e ra b le  p o r t io n  of th o se  p re s ­
e n t.
A  s h o r t  d isc u ss io n  w as a lso  h a d  in  
re fe re n c e  to  in v it in g  T h e  A m e ric an  So­
c ie ty  to  h o ld  i ts  co n v en tio n  in  M ilw au k ee  
in  1933, b u t in  v iew  of l im ite d  in fo rm a ­
tio n , no  d e f in ite  a c tio n  w as ta k e n  a t  th e  
m ee tin g . T h is  m a t te r  w ill be  b ro u g h t up 
a t  th e  M ay m e e tin g  fo r  final d is ­
p o sitio n . T h e  p o licy  w h ic h  h a s  been  
e s ta b lish e d  d u r in g  th e  p a s t  y e a r  o r 
tw o  of h o ld in g  one o r  tw o  m ee tin g s  o u t­
s id e  of th e  c ity  of M ilw au k ee  is  to  be 
fo llow ed  a t  th e  n e x t m e e tin g  w h ic h  w ill 
be  h e ld  e ith e r  a t  A p p le to n  o r G reen  B ay.
T h e  a n n u a l  O u tin g  C o m m ittee  h a s  been  
ap p o in te d , a n d  th e  S o c ie ty  a g a in  looks 
fo rw a rd  to  a  re a l  d a y ’s r e c re a t io n  som e­
tim e  d u r in g  th e  m o n th  of Ju n e . Golf, 
b a seb all, te n n is , h o rse sh o e s , a n d  sw im ­
m in g  a re  th e  m a in  a t t r a c t io n s  of th e  
day, a s  w ell a s  a  sp le n d id  d in n e r  fo l­
low ed by  a  s h o r t  r e c re a t io n a l  m e e tin g  in  
th e  ev en in g . A ll o u ts id e  m em b ers a re  
c o rd ia lly  in v ite d  to  a tte n d .
ANNOUNCEMENTS
L y b ra n d , R o ss B ros. & M on tg o m ery  
a n n o u n ce  th e  re m o v a l of th e i r  N ew  
Y ork  office to  90 B ro ad  S tre e t,  N ew  Y ork  
C ity .
L eslie , B a n k s  & C om pany  a n n o u n ce  
th e  rem o v a l of th e i r  offices to  21 W est 
S tre e t,  N ew  Y o rk  C ity .
G eorge H . R u d d , C. P . A., a n n o u n ce s  
th e  o p e n in g  of h is  ow n office fo r  th e  
p ra c t ic e  of p u b lic  a c c o u n tin g  a t  805 
B ro ad w ay  A rcad e  B u ild in g , 542 S o u th  
B ro ad w ay , L os A ngeles , C a lifo rn ia .
H e n ry  R oese r, J r . ,  C. P . A., is  now  lo­
c a ted  a t  1616 W a ln u t  S tre e t,  P h ila d e l­
p h ia , P a .
M ain  a n d  C om pany  a n n o u n ce  th e  r e ­
m o v al of th e i r  offices to  No. 1 W all 
S tre e t, N ew  Y ork  C ity .
C ohen  & A m es, C ertified  P u b lic  Ac­
c o u n ta n ts , a re  now  lo ca ted  a t  225 B ro a d ­
w ay, N ew  Y o rk  C ity .
F re d e r ic k  W m . G reenfie ld  & Co., C e r ti­
fied P u b lic  A c co u n ta n ts , an n o u n ce  th e  
re m o v a l of th e i r  offices to  500 F i f th  
A venue, N ew  Y o rk  C ity .
H o r to n  a n d  G ould, 512-515 S u n sh in e  
B u ild in g , A lb u q u e rq u e , N ew  M exico, a n ­
n o u n ce  th e  fo rm a tio n  of a n  affilia tio n  
w ith  J o n a th a n  Cook a n d  C o m p an y  fo r  
th e  p ra c tic e  of a c c o u n tin g  a n d  ta x  w o rk  
in  N ew  M exico.
H y a n s , H a fe r  & S te rn , 1441 B ro ad w ay , 
N ew  Y o rk  C ity , a n n o u n ce  th e  a d m itta n c e  
of M r. L o u is  A. S te rn  as a  G en era l P a r t ­
n e r  in  th e  firm .
E . A. S e rd en , C. P . A., of N ew  Y ork , 
h a s  b een  e lec ted  A s s is ta n t  T re a s u re r  of 
B u rn s  B ro th e rs , Inc ., la rg e s t  coal d e a le rs  
in  N ew  Y ork , w i th  offices a t  50 C h u rc h  
S tre e t.
L o u is  I. K an e , C. P . A., a n n o u n c e s  th e  
re m o v a l o f  h is  offices to  119 W est 57th  
S tre e t  N ew  Y o rk  C ity .
T h e  B e y e r -K u y p e r  C o m p an y  a re  n o w  
lo c a te d  a t  7 1 8 , 7 1 9 , 720 A sso c ia tio n  
o f C o m m e rc e  B u ild in g , G ra n d  R a p id s , 
M ic h ig a n .
L a w re n c e  S c u d d e r  & Co., C e rtif ie d
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Specialization
SECURE earning power can never belong to the unskilled. It is solely the property of those who can do needful things superlatively well. 
It is an attribute of the fit who do not merely survive, but compose that 
natural aristocracy of men who are always moving forward and are 
attuned to the fundamental impulses of creation and growth.
The men who are contributing most to progress in all the fields of 
science and art are those who have had the vision to specialize.
We are living in an age of specialization and the tendency in the pro­
fessions and other skilled vocations is strongly in this direction. This is 
particularly apparent in business. The stupendous growth of our indus­
trial and financial enterprises has made it necessary to departmentalize 
business organizations, each department being in charge of a specialist. 
This has created a demand for skilled department heads and assistants, 
and has opened attractive fields for those who are qualified to render this 
type of specialized administrative service.
The accounting department offers excellent opportunities for the young 
man who aspires to an executive position. It is in this department that 
the results of the activities of a business are recorded, interpreted, and 
made the determining factors in shaping the administrative policies. This 
is indeed the department of vital statistics, the department in which an 
analytical study of the entire business can best be made, and the depart­
ment in which a young man can make his start in a type of specialization that 
will be as deep as he wishes to make it and as broad as the business itself
From the accounting department have come most of the treasurers 
and many of the presidents of our large business corporations. Through 
their work as accountants these men developed certain qualities neces­
sary for executive work in business; they learned to seek facts, to weigh 
evidence, to analyze figures, and to base accurate judgments on results 
secured and verified.
The efforts of this School are devoted to doing one thing and doing it 
superlatively well,—the training of men for a career in business through 
specialization in accounting and finance.
EXCELLENT DORMITORY ACCOMMODATIONS 
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Catalogue fu rn ished on request
T h e  B e n t le y  S c h o o l  o f  A c c o u n tin g  and F in an ce
921 B o y l s t o n  S t r e e t ,  B o s to n ,  M a s s a c h u s e t t s  
H . C. B e n t l e y ,  C.P.A., President
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P u b l ic  A c c o u n ta n ts ,  a n n o u n c e  th e  r e ­
m o v a l o f  t h e i r  D e tro i t  office f ro m  120 3  
F i r s t  N a t io n a l  B a n k  B u i ld in g  to  310 6  
U n io n  G u a rd ia n  B u ild in g , D e tro it ,  
M ic h ig a n .
J .  W . N o r th  a n d  Co., C e rtif ie d  P u b ­
lic  A c c o u n ta n ts ,  a n n o u n c e  th e  re m o v a l  
o f  t h e i r  offices to  s u i te  8 2 8 -8 3 0  S h e r i ­
d a n  T r u s t  & S a v in g s  B a n k  B u ild in g , 
475 3  B ro a d w a y , C h ica g o , I l l in o is .
T h eo d o re  J . F e iv eso n , C. P . A., a n ­
n o u n ces  th a t  a s  of M ay 1 st h e  w ill be  
lo ca ted  a t  127 N. D e a rb o rn  S tre e t ,  C hi­
cago, I llin o is .
S au l Levy, C. P . A. a n d  a tto rn e y  a t  law , 
an n o u n ce s  th e  rem o v a l of h is  offices to  22 
E a s t  4 0 th  S tre e t,  c o rn e r  M ad iso n  A venue, 
N ew  Y o rk  C ity .
E u g e n e  F . M cC afferty , C. P . A., D av id  
P . Z ack, C. P . A., a n d  K e n n e th  B. R ead  
a n n o u n c e  t h e i r  a s so c ia tio n  in  th e  firm  of 
M cC afferty , Z ack  a n d  R ead , A cco u n ta n ts  
a n d  A u d ito rs , 1914 U n io n  G u a rd ia n  B u ild ­
ing , D e tro it ,  M ich ig an , su c c ee d in g  to  th e  
p ra c t ic e  of E . F . M cC afferty  & C om pany , 
C ertified  P u b lic  A c co u n ta n ts .
H a r ry  N . Ja m e s , C. P . A., a n n o u n ce s  
th e  re m o v a l of h is  office to  507 U n io n  
T r u s t  B u ild in g , P e te rs b u rg , V irg in ia , 
w h e re  h e  w ill p ra c tic e  u n d e r  th e  n am e  
of H a r ry  N. J a m e s  & C om pany .
F o rd , F is h e r ,  B oyd  a n d  C olley  of J a c k ­
so n v ille , F lo r id a , a n n o u n c e  th e  c o n so li­
d a tio n  o f th e i r  p ra c tic e  w ith  th a t  of 
H o w a rd  W . G ray , G a in esv ille , F lo r id a , 
a n d  th e  a d m iss io n  of M r. G ra y  to  m em ­
b e rsh ip  in  th e  firm  a s  re s id e n t  p a r tn e r  
in  G a in esv ille .
Ise n b e rg , P u rd y  & C om pany , C ertified  
P u b lic  A c co u n ta n ts , 3223 B a r iu m  T ow er, 
D e tro it ,  M ich ig an , a n n o u n c e  t h a t  R o b e rt 
J .  D onovan , C. P . A., a n d  L o u is  J .  
P o rtn o y , C. P . A., h a v e  b een  a d m itte d  to  
m e m b e rsh ip  in  th e  firm .
CUSTODIAN ACCOUNTS FOR  
TRUST COMPANIES
One of o u r  m em b e rs  in  N ew  Y o rk  r e ­
c e n tly  a d d re sse d  a  c o m m u n ica tio n  to  th e  
p re s id e n t  of one of i ts  t r u s t  co m p an ies. 
T h e  co rre sp o n d e n c e  to u ch e s  on  su c h  a n  
im p o r ta n t  q u e s tio n  t h a t  w e a re  p re se n t­
in g  th e  th re e  le t te r s  w ith  n a m e s  o m it te d :
F e b ru a ry  13th , 1931. 
P re s id e n t  X X X  T r u s t  C om pany ,
N ew  Y o rk  C ity .
D e a r  M r. P re s id e n t:
A s a  D ep o sito r of som e y e a rs  s ta n d in g  
w ith  a  c u s to d ia n  a cc o u n t I  offer a  c r i t i ­
c ism  w h ich  ap p lie s , to  m y  kno w led g e, to
o th e r  T r u s t  C o m p an ies in  t h e i r  re c e n t  
d e a lin g s  w ith  t h e i r  d e p o s ito rs  h a v in g  
C u s to d ian  A ccoun ts .
Y ou f u r n is h  in fo rm a tio n  c o n c e rn in g  
ta x a b le  incom e by  m ea n s  of fo rm s  a n d  
le t te r s ,  w h ic h  a t  p re s e n t  is  se ldom  e x ac t­
ly  c o rre c t a n d  n e v e r  com ple te .
T h e  in fo rm a tio n  fu rn is h e d  to  m e a n d  
to  c lie n ts  of m in e  fro m  T r u s t  C o m p an ies  
d oes n o t arid  c a n n o t in c lu d e  a n y  ite m s  
of R e ce ip ts  an d  P a y m e n ts  in  B a n k in g  A c­
co u n ts  of w h ic h  th e  T r u s t  C om p an y  h av e  
n o  d e ta ile d  kno w led g e , b u t th e r e  is  a lso  
o m itte d  fro m  th e  in fo rm a tio n  fu rn ish e d  
fo r  1930 c e r ta in  ite m s  of w h ich  co m p le te  
d e ta i ls  a re  k n o w n  in c lu d in g :
In te r e s t  p a id  on  N otes.
B onds R edeem ed .
S a fe k ee p in g  C h a rg es , a n d  I n te r e s t  p a id  
fo r w h en  B o n d s w e re  p u rc h a se d  a n d  
ta k e n  up.
M y ob jec t in  w r i t in g  is  to  su g g e s t to  
you im p e rso n a lly  a s  a n  a c c o u n ta n t  to  a  
P re s id e n t  of a  T r u s t  C o m p an y  t h a t  w h ich  
I  h a v e  d isc u sse d  w ith  p ro fe s s io n a l ac ­
c o u n ta n ts , viz., t h a t  th e s e  in co m p le te ly  
s ta te d  a cc o u n ts  a re  f re q u e n tly  of l i t t le  
v a lu e  to  c u s to m e rs  o r to  th e  a c c o u n ta n t 
w ho  is  em ployed  to  p e rfo rm  w o rk , b e in g  
o f te n  o n ly  a d d it io n a l  s ta te m e n ts  to  ch eck  
a n d  reco n c ile  w ith  co m ple te  reco rd s . On 
th e  o th e r  h a n d  th e y  g iv e  th e  p e rso n  r e ­
c e iv in g  th e m  a n  u n w a r ra n te d  sen se  of 
s e c u ri ty  a s  th e y  a r e  c o n s id e re d  to  be a u ­
th o r ita tiv e ,  co m ple te , a n d  c o rre c t n o tw ith ­
s ta n d in g  o m iss io n s  a n d  e r ro rs , a n d  th u s  
te n d  e i th e r  to  m in im iz e  th e  w o rk  of ac­
c o u n ta n ts  em ployed  o r  to  d e p riv e  th e m  of 
w o rk  in  c o n n ec tio n  w ith  ta x  r e tu rn s .
T h e  o n ly  s u re  m eth o d  of a v o id in g  
e r ro r s  a n d  o m iss io n s  is  to  m a k e  a n d  f u r ­
n ish  d e p o s ito rs  w i th  co m p le te  a n a ly se s  
a n d  th e n  th e  T ru s t  C om p an y  is  com ­
p e tin g  w ith  th e  a c c o u n ta n t.
A s a n  A c c o u n ta n t in  p ra c tic e  fo r  o v er 
t h i r t y  y e a rs  I  b e liev e  t h a t  T r u s t  Com ­
p a n ie s  sh o u ld  n o t co m p ete  w ith  acc o u n t­
a n ts .
I t  is  m y  o p in io n  t h a t  T ru s t  C o m p an ies  
sh o u ld  re c o n s id e r  t h e i r  p o s itio n  a n d  e n ­
d e av o r to  a r ra n g e  a  b a s is  f o r  c o o p era tio n  
b e tw ee n  th e m se lv e s  a n d  th e  a c c o u n tin g  
p ro fess io n , a n d  f a il in g  th is ,  t h a t  th e  ac ­
c o u n tin g  p ro fe ss io n  sh o u ld  c o n s id e r  how  
b e s t  to  u se  i t s  com bined  n u m e ric a l 
s t r e n g th  w ith  th e  o b jec t o f e n d e a v o rin g  
to  p re v e n t a n y  f u r th e r  c o m p e tit io n  in  ac ­
c o u n tin g  m a t te r s  in  c o n n ec tio n  w ith  C us­
to d ia n , T ru s t ,  a n d  E s ta te  a c c o u n ts  a n d  to  
re g a in  a n y  c o n tro l th e re o f  w h ich  h a s  been  
lo st.
I  sh a ll  be  v e ry  p lea sed  to  rece iv e  a n  
eq u a lly  f r a n k  s ta te m e n t  of y o u r  v iew s 
a n d  th e  v iew s of o th e r  se n io r  officers of 
y o u r  o r  o th e r  T r u s t  C o m p an ies  b a sed  
u p o n  th e  p r in c ip le s  a n d  fa c ts  a s  th is  is, 
if  you  c a re  to  re p ly  to  m y  c r it ic ism .
W h ils t  th e  above  r e m a in s  a s  a  s ta te ­
m e n t of m y  p ro fe s s io n a l o p in io n s  I  w ish
to  ex p ress , a s  a n  in d iv id u a l, m y  th o r ­
o ug h  a p p re c ia t io n  a n d  s in c e re  th a n k s  fo r  
t h e  se rv ice s  a n d  th e  u n v a ry in g  c o u rte o u s  
a tte n tio n , a t  a ll  tim e s , r e n d e re d  to  m e  by  
th e  officers a n d  em p lo y ees o f  th e  X X X  
T ru s t  C om pany.
V e ry  t r u ly  y o u rs ,
C. P . A.
F e b ru a ry  17th, 1931.
D e a r M r. C. P . A .:
I  w ish  to  e x p re ss  m y  th a n k s  fo r  y o u r  
l e t t e r  to  m e of F e b ru a ry  13th, su g g e s tin g  
th a t ,  a s  a  se rv ic e  to  d ep o sito rs , T ru s t  
C o m p an ies sh o u ld  f u rn is h  th e m  w ith  
m o re  d e ta i le d  in fo rm a tio n  in  re g a rd  to  
ta x a b le  incom e.
I  w as so  im p re sse d  w ith  th e  c o n s tru c ­
t iv e  p o in ts  in  y o u r  le t t e r  t h a t  I  r e a d  
sa m e  a t  y e s te rd a y 's  m e e tin g  of th e  T ru s t  
C o m m ittee . Y ou w ill be in te re s te d  to  
k n o w  t h a t  i t  w as  dec id ed  to  w o rk  o u t 
w ay s a n d  m ea n s  to  f u rn is h  in  f u tu re  
y e a rs  th e  a d d e d  in fo rm a tio n .
I  a m  a d v ised  t h a t  in  y o u r  c ase  in fo r ­
m a tio n  in  a d d it io n  to  i te m s
a. I n te r e s t  on  B a n k  D ep o sits , N o tes,
C o rp o ra tio n  B onds, e tc .
b. I n te r e s t  on  T a x  F re e  C o v en an t B onds
c. D iv id en d s
fo r  F e d e ra l  a n d  S ta te  r e tu r n s  w as  fu r ­
n ish e d  fro m  th is  office w ith  a  l e t te r  of 
J a n u a r y  31st, 1931. H ow ever, w e  fa ile d  
to  in c lu d e  th e  n e c e ssa ry  in fo rm a tio n  cov­
e r in g  S a fe -k eep in g  c h a rg e s  w h ich , in  m y  
ju d g m e n t, is  q u i te  a s  im p o r ta n t  fo r  u s  to  
g iv e  a s  a  d e d u c tio n  a s  su ch  ite m s  a s  w e 
g av e  a n d  w h ic h  go to  in c re a s e  y o u r  ta x .
A s su r in g  you  o f m y  a p p re c ia tio n  of 
y o u r  in te r e s t ,  I  am ,
V ery  t r u ly  y o u rs ,
X X X
P re sid en t.
F e b ru a ry  18th , 1931. 
P re s id e n t  X X X  T r u s t  C om pany ,
N ew  Y o rk  C ity .
D e a r  M r. P re s id e n t:
Y o u r l e t te r  of th e  17 th  rece iv ed , a n d  
fo r  y o u r  f u r th e r  in fo rm a tio n  I  a d d  t h a t  
y o u r  l e t te r  o f  J a n u a ry  31st, 1931, g iv in g  
in fo rm a tio n  of th e  in te r e s t  c re d ite d  on  
th e  a c c o u n t does n o t g iv e  in te r e s t  p a id  
to  th e  T r u s t  C o m p an y  on b o rro w in g s .
T h e  m e m o ra n d u m  of S a les  d u r in g  1930 
a tta c h e d  th e re to  does n o t in c lu d e  b o n d s  
re d ee m e d  a t  m a tu r i ty  o r  a ll th e  b o n d s  
so ld .
I  am  se n d in g  cop ies o f th e  c o rre sp o n d ­
ence to  th e  A m e ric a n  I n s t i tu te  o f Ac­
c o u n ta n ts , A m e ric a n  S o c ie ty  of C e rtified  
P u b lic  A c c o u n ta n ts , a n d  A c co u n ta n t So­
c ie tie s  in  C a n a d a  a n d  E u ro p e  so  t h a t  Ac­
c o u n ta n ts  a t  la rg e  m ay  e x p re ss  th e i r  o p in ­
io n s on  th e  is su e  w h ich  y ou  h a v e  so  
c le a rly  m e t in  y o u r  re sp o n se .
V ery  t r u ly  y o u rs ,
C. P . A.
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A c c o u n tin g  T e rm in o lo g y
This dictionary of accounting terms is the fru it of a 
ten-year study by a special committee of The American 
Institute of Accountants. Although many of the defi­
nitions cannot be considered as final, the volume as a 
whole reflects the present-day usages of the vocabulary 
of the profession. The book is the most complete and 
up-to-date American publication of its type, i t  is be­
lieved, and should be of inestimable value to account­
ants and bookkeepers as well as to students of 
accounting.
Royal 8vo 175 pages Ready in  May
F r a u d : Its C on tro l Th rough  Accounts
B y George E. B e n n e tt, P h .D ., C. P. A ., Head o f  the  
A cco u n tin g  D e p a rtm e n t o f  th e  College o f Business 
A d m in is tra t io n  a t Syracuse U n ive rs ity .
Tells how frauds are perpetrated and how proper ac­
counting methods w ill prevent them, or at least reduce 
the possibility of their being brought to a successful 
conclusion. Forty specific possibilities for fraud are 
listed and described.
“ Of keen interest not only to accountants and book­
keepers, but also to officials of all kinds of enterprises 
who are vitally interested in using the best type of 
accounts in their firm.” — Syracuse P ost-S tandard .
Royal octavo 132 pages $1.50
C. P. A . L aw s  o f the  United States
“ This, the only complete and up-to-date collection of 
all the C. P. A. Laws of the United States, has been 
published in answer to the urgent demand for such a 
book,”  says the B ank ing  Law  Jo u rn a l. “ For some 
time it  has been inconvenient in some cases and practi­
cally impossible in others for accountants to lay their 
hands upon effective statutes of jurisdictions with 
which they have become concerned. This book pre­
sents in a convenient manner the fu ll texts of all of 
these laws, with marginal notes to aid quick reference.”
Royal octavo 250 pages $3.00
P ub lished  u nde r th e  auspices o f  the  
A M E R IC A N  IN S T IT U T E  O F ACCO UNTANTS
B y
T H E  C E N T U R Y  C O M P A N Y
P U B L IS H E R S  OF T H E  N E W  C E N T U R Y  D IC T IO N A R Y
353 Fourth Avenue 2126 Prairie Avenue 
NEW YORK CHICAGO
160 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T May,
NOTES
T h e  G o v e rn m en t P r in t in g  Office h a s  re ­
c e n tly  issu e d  a  h u n d re d  p a g e  m o n o g rap h  
on  “U n ifo rm  S y stem  of A cco u n ts  fo r  C a r­
r ie r s  by  A ir .” A c c o u n ta n ts  w ith  c lie n ts  
en g ag ed  in  a i r  traffic  w ill find th is  vo lu m e 
of e sp ec ia l in te re s t .  I t  c o n ta in s  a n  e lab o ­
r a te  c h a r t  of a c c o u n ts  to g e th e r  w i th  de­
ta i le d  e x p la n a tio n . T h is  m o n o g ra p h  w as 
p re p a re d  by  A lfred  H e n ry  G ilb e rt, C. P . A., 
o f th e  D is t r ic t  of C o lum bia , C h ie f 
A c c o u n ta n t in  th e  D iv is io n  of A ir  M ail 
S e rv ice , P o s t Office D e p a rtm e n t. A cco u n t­
in g  firm s d e s ir in g  a  copy sh o u ld  a d d re ss  
h is  office.
I n  th e  F in an cia l D ia ry ,  p u b lish ed  by 
B e n ja m in  H ill & C om pany , M em bers of 
th e  N ew  Y o rk  S to ck  E x ch a n g e , fo r  J a n ­
u a ry , th e  u su a l a r tic le  by  H e rm a n n  H e r­
sk o w itz , C. P . A., r e la te s  to  th e  C h icago  
S to ck  E x ch an g e . F ro m  i t  w e q u o te :
“T h e  l is t in g  c o m m itte e  p re sc r ib e s  th e  
re q u ire m e n t fo r  l is t in g  a n d  a d m it tin g  
s e c u r i t ie s  to  t r a d in g  p riv ile g es . A ccom ­
p a n y in g  th e  a p p lic a tio n  th e re  m u s t  be 
s u b m it te d :
1. C e rtified  copy of C o rp o ra tio n  C h a r­
te r  a n d  a ll by-law s.
2. C e rtif ic a te s  of p u b lic  a u th o r i t ie s  
a u th o r iz in g  issu e , e tc .
3. D e ta iled  B a lan ce  S h e e ts  a n d  S ta te ­
m e n ts  of Incom e, P ro f it a n d  L oss, a s  
w e ll a s  A n a ly s is  of S u rp lu s  A ccoun t.
4. C e rtif ica te  of C e rtified  P u b lic  A c­
c o u n ta n ts , s a t is fa c to ry  to  th e  C o m m it­
tee , w ith o u t  s u b s ta n t ia l  q u a lif ica tio n , 
m ad e  p u r s u a n t  to  a u d it ,  e s ta b l is h in g  th e  
c o rre c tn e ss  of th e  f in an c ia l s ta te m e n ts  
a n d  th e  re s u l ts  f ro m  o p e ra tio n s .”
T h e  M arch  issu e  of th e  C anadian  C har­
te red  A cco u n ta n t re p o r ts  t h a t  a t  th e  
m id -w in te r  d in n e r  a n d  re c e p tio n  of th e  
D o m in io n  A sso c ia tio n  o f C h a r te re d  Ac­
c o u n ta n ts  fo r  n ew  m em b e rs , a n n o u n c e ­
m e n t w a s  m ad e  of th e  a p p o in tm e n t o f A.
H . C a rr , M.A., C. A., of Q ueens U n iv e r­
s ity , a s  p e rm a n e n t  s e c re ta ry  w ith  office 
in  T o ro n to . M r. C a r r  a ssu m e d  h is  new  
d u tie s  a s  of M arch  1.
T h e  p ee rag e  c o n fe rre d  in  J a n u a ry ,  la s t,  
on  S ir  W illia m  P le n d e r , w h o m  m a n y  of 
o u r  m em b e rs  m e t in  co n n ec tio n  w ith  th e  
I n te rn a tio n a l  C o n g ress  on A c co u n tin g  a t  
N ew  Y ork , c a r r ie d  th e  t i t l e  o f B a ro n  
P le n d e r  of S u n d rid g e , C o u n ty  of K en t. 
T h e  e n tire  p ro fess io n  is h o n o re d  by  th is  
reco g n itio n .
T h e  1930 se ss io n  of th e  N ew  Je rse y  
L e g is la tu re  p a ssed  a n  a c t to  c re a te  a  
S ta te  A c co u n tin g  a n d  A u d it in g  D e p a r t­
m e n t a n d  to  p ro v id e  fo r  a  c e n tra liz e d  
c o n tro l a n d  u n ifo rm  sy s te m  of acc o u n t­
in g  fo r  th e  S ta te , i t s  d e p a r tm e n ts , in ­
s t i tu t io n s ,  b o a rd s , co m m issio n s, officers 
an d  o th e r  S ta te  ag en c ie s . T h is  law  w as
a p p ro v ed  D ecem ber 2, 1930. S ec tio n  11 
sh o u ld  be of so  m u ch  in te re s t  to  ac­
c o u n ta n ts  t h a t  w e p re s e n t  i t  in  fu ll. I t  
r e a d s :
“ T h e  a c c o u n tin g  re c o rd s  of th e  S ta te  
A c co u n tin g  a n d  A u d itin g  D e p a r tm e n t 
a n d  su c h  o th e r  r e la te d  re c o rd s  a s  m ay  be 
n e ce ssa ry , s h a ll  be a u d ite d , a t  le a s t a n ­
n u a lly , by  in d e p e n d e n t ce rtif ie d  p u b lic  
a c c o u n ta n ts , w ho  sh a ll  be a p p o in te d  by  
th e  S ta te  E x e c u tiv e  C o m m iss io n . S a id  
a u d it  sh a ll  be m ad e  o n  su ch  te rm s  a n d  
c o n d itio n s  a n d  a t  su c h  t im e  o r t im e s  as 
th e  S ta te  E x e c u tiv e  C o m m iss io n  s h a ll  
a u th o riz e . S u ch  a n n u a l  a u d it  an d  re ­
p o r t  th e re o n  sh a ll  cover th e  e n ti r e  fiscal 
y e a r  u n d e r  e x a m in a tio n , a n d  sa id  r e ­
p o r t  sh a ll  be ce rtif ied  by  su c h  a c c o u n t­
a n ts  a n d  s u b m itte d  to  th e  G o v ernor, a s  
e x p ed itio u s ly  a s  p o ssib le , a n d  a  certified  
copy th e re o f  sh a ll  be su b m itte d , a lso , by 
su c h  a c c o u n ta n ts , to  th e  S ta te  C o m p tro l­
le r  a n d  to  th e  S ta te  T r e a s u re r  a n d  to  
each  m em b er of th e  S ta te  E x ec u tiv e  Com ­
m iss io n .”
So f a r  a s  w e know , th is  is  th e  f irs t 
m a n d a to ry  p ro v is io n  r e la t in g  to  th e  
a u d it in g  of an y  S ta te  c e n tra liz e d  a u d it ­
in g  d e p a r tm e n t.
T h e  A m e ric an  M in in g  C ong ress , a t  a  
re c e n t  m ee tin g , u rg e d  th a t  th e  p re se n t  
U n ite d  S ta te s  R ev en u e  law s g o v e rn in g  
d e p le tio n  o f m in e s  sh o u ld  n o t be c h an g e d  
u n t i l  som e a m e n d m e n t w a s  m ad e  to  th e  
p ro v is io n  r e la tiv e  to  d isco v ery . If , h ow ­
e v e r , th e y  decided , a  p ro v is io n  fo r  p e r ­
c e n ta g e  d e p le tio n  w a s  ad o p ted  i t  sh o u ld  
be a t  a  r a te  of n o t less  th a n  33 1 /3 %  
o f th e  n e t  incom e b efo re  d ep le tio n .
A n n u a l B u lle t in  No. 10 o f T h e  J a p a n  
S o c ie ty  of “K e ir is h i” (R e g is te re d  P u b lic  
A c c o u n ta n ts ) ,  c a r r ie s  in  i t s  is su e  of De­
cem b er 10, 1930, th e  r e p o r t  of T h e  
A m e ric a n  S o c ie ty ’s C o m m itte e  on  C lassi­
fica tio n  of A c co u n ta n cy  S erv ices.
T he  R o c k efe lle r  F o u n d a tio n  a n d  th e  
C a rn eg ie  C o rp o ra tio n  p ro v id ed  a  fu n d  of 
$300,000 to  be a d m in is te re d  b y  th e  U n i­
v e rs i ty  of M in n eso ta , a n d  th e  S p e llm an  
F o u n d a tio n  p ro v id e d  a  fu n d  of $80,000 
to  be a d m in is te re d  b y  th e  M in n e so ta  In ­
d u s tr ia l  C o m m ission , a ll  in  th e  in te re s t  
of m a k in g  a  t r u ly  sc ien tif ic  su rv e y  of 
th e  u n e m p lo y m en t p ro b lem .
T h is  w ill be  done  u n d e r  th e  g e n e ra l 
su p e rv is io n  of R . A. S tev en so n , D ean  of 
th e  School o f B u sin e ss , U n iv e rs i ty  of 
M in n eso ta . W h ile  th e s e  s tu d ie s  w ill be 
confined to  M in n eso ta , i t  is  b e liev ed  th a t  
th e  re s u l ts  w ill be f a ir ly  r e p re se n ta t iv e  
of th e  e n ti re  c o u n try  so  t h a t  th e  con­
c lu s io n s  d ra w n  w ill h a v e  a  n a tio n a l  
v a lu e . T h e  C e n tra l  C o m m ittee , w h ich  
w ill w o rk  o u t th e  d e ta ils  o f th e  m eth o d s  
to  be em ployed , h a s  b een  ch o sen  fro m  
th e  u n iv e r s ity  fa c u lty . A  G e n e ra l C om ­
m ittee , q u ite  la rg e ly  a d v iso ry  in  c h a ra c ­
te r ,  h a s  been  n am ed , in c lu d in g  m em b ers 
of P re s id e n t  H o o v e r’s E m e rg e n c y  Com ­
m it te e  a n d  re p re s e n ta t iv e s  f ro m  C in c in ­
n a ti ,  C hicago , B o ston , a n d  N ew  Y ork , in  
a d d it io n  to  re p re s e n ta t iv e s  of b u s in e ss  
a n d  in d u s try  in  M in n eso ta . On th is  G en­
e ra l  C o m m ittee  ce rtif ied  p u b lic  a cco u n t­
a n ts  a re  re p re se n te d  by  H e rm a n  C. J .  
P e isc h , P re s id e n t  of T h e  A m e ric an  So­
c ie ty , a n d  W illia m  A. P a to n , of th e  U n i­
v e rs i ty  of M ich ig an .
T h e  A n n u a l In v e s tm e n t  R ev iew  of 
M on ey & C om m erce  c o n ta in s  a  d oub le  
p ag e  p re s e n ta tio n  o f som e p ro m in e n t ac­
c o u n ta n ts  of P i t ts b u rg h ,  e ig h t of th e  
tw e lv e  o f w hom  a re  m em b ers  of T h e  
A m e ric an  S ocie ty .
 
Classified Advertisements
A d vertisin g  copy for th is  page sh ou ld  be  
received  in  th e  office o f T H E  C E R T IF IE D  
PU BLIC  ACCO UNTANT n ot la ter  th an  th e  
25th  d ay o f th e  m onth p reced ing th e m onth  
o f p u b lication . R ates for “H elp  W anted” and  
“S itu ation  W anted,” $3.00 per inch  or fra c­
tion  th ereo f (7  lin es to  an  in ch ) fo r  one in ­
sertion . T he ra te fo r  “M iscellaneous” is  $5.00 
per inch  fo r each  in sertion .
N A T IO N A L  F IR M  of C e rtif ie d  P u b lic  A c­
c o u n ta n t s  w il l  c o n s id e r  t a k in g  o v e r  th e  
b u s in e s s  a n d  p e r s o n n e l  o f  lo c a l C e r t i ­
fied  P u b l ic  A c c o u n ta n ts  o f r e p u ta t io n  
a n d  a b i l i ty .  W e s t  a n d  M id d le  W e s t  p r e ­
fe r r e d .  S ta te  p a r t i c u l a r s  in a n y  c o m ­
m u n ic a t io n . A d d re s s  a l l  c o m m u n ic a ­
t io n s  to  B o x  K -251 , T H E  C E R T IF IE D  
P U B L IC  A CC O U N TA N T.
P A C IF IC  N O R T H W E S T  acco u n tin g  firm  
d es ire s  to  co m m u n ica te  w ith  a n  e a s te rn  
firm  w ish in g  a  w e s te rn  connection . A d­
d re ss  B ox  K -252, T H E  C E R T IF IE D  P U B ­
L IC  A CC O U N TA N T.
C E R T IF IE D  P U B L IC  A CC O U N TA N T ( I l l i ­
n o is)  w ishes to  p u rc h a se  sm a ll p ra c tic e  in  
o r n e a r  C hicago. C ould assu m e lease  a n d  
office equ ipm en t. B e st of re fe ren ces a s  
to  ab ility , in te g r ity , an d  f inancia l resp o n ­
s ib i l i ty .  A d d re ss , B o x  K -253, T H E  
C E R T IF IE D  P U B L IC  A CC O U N TA N T.
A CC O U N TA N T, C ertified , N ew  Y ork, w ith  
la rg e  p ra c tic e  d es ire s  a n  a s so c ia te  w ith  
o u ts ta n d in g  a b ility  an d  sm a ll c lien te le—  
s a la r y  a n d  s h a r e  in  firm . B o x  K -254, T H E  
C E R T IF IE D  P U B L IC  A CC O U N TA N T.
A C C O U N TA N T, Senior, su p e rv iso r, above 
av e rag e . S ix teen  y e a rs  experience pub lic  
u tility , b an k in g , in su ran ce , sto ck  b ro k e r­
age, m in ing , au to m o b ile  in d u stry , m isce l­
lan eo u s m a n u fa c tu rin g , etc. Tw o y e a rs  
g o v ern m en t serv ice. C onsid erab le  ex p e r­
ience b efo re  U n it an d  A pp ea ls  B oard . 
Q ualified by  ex ten s iv e  experience  an d  e x ­
cep tio n a l a b ility  to  h an d le  la rg e  an d  in ­
t r ic a te  a s s ig n m e n ts  a lone  o r in  c h a rg e  o f 
staff. W rite  sp lend id  rep o rt, can  m ee t 
c lien ts, bu ild  c lien tele , ta k e  com plete  
c h a rg e  a c c o u n tin g  office. N o ob jection  to  
lo ca tio n  o r  tra v e llin g . W ill acce p t tem p o ­
r a ry  o r  p a r t  tim e  positio n  to  p rove ab ility . 
A ge 40, exce llen t h e a lth , good b u sin e ss 
p erso n a lity . A d d ress B ox K -255, T H E  
C E R T IF IE D  P U B L IC  A C C O U N TA N T.
The greatest 
Accounting Achievement Since 1907
The  N E W
R e m i n g t o n  c o m p l e t e l y - e l e c t r i f i e d  A c c o u n t i n g  M a c h i n e
J U S T  as R em ington gave to the business  
w orld  th e first practical accounting m ech­
anism  tw enty-four years ago, so today . . .  
in  1931 . . . R em ington  introduces a new  
m ethod o f  m echanical accounting provid­
ed  by th e  recen tly  developed  and perfected  
R em ington com plete ly-e lec trified  A ccount­
ing M achine.
Em bodying every m echanical feature that 
popularized  th e m anually operated R em ­
ington , p lu s electrica l operation , th e  new  
R em ington  brings to  m odern business a 
saving in  overhead expense h eretofore u n ­
know n.
A lphabet keys, num eral keys, lin e  spacer, 
carriage return . . . driven  by the greatest 
force know n to science . . .  speed the day’s
w ork faster, m ore accurately, and w ith  less  
effort, than ever before.
In  fact the cu lm ination  o f  a ll the new  
R em ington features institutes a m odern  
m ethod o f  m ore sim p lified , m ore p ra c tica l, 
s w if te r  a n d  m ore d e f in ite ly  a u tom atic  
m achine accounting.
M ail th e coupon  today for m ore detail 
about th is astonishing new  m ethod  o f  
accounting provided  by  th e 1931 R em ing­
ton  c o m p le te ly - e le c tr i f ie d  A c c o u n tin g  
M achine. W e fe e l certain  that you  w ill 
be m ore than ord inarily  interested .
Remington Rand
B U S I N E S S S E R V I C E
BUFFALO, NEW YORK
O F F I C E S  I N  A L L  P R I N C I P A L  C I T I E S
 R E M IN G TO N  RAN D BUSINESS SERV ICE Inc.
Buffalo, N. Y.
P lease  send m e y our booklet th a t describes in  detail, a new  m ethod  of m ore practical, sw ifter and m ore 
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Burroughs




Delivered U. S . A .
More Production Per Operator
Electric operation and a light, uniform touch 
for all keys provide speed and ease that 
result in an increased output for each indi­
vidual operator. Let us demonstrate all the 
features of the Burroughs Electric Calculator.
Burroughs Adding Machine Co., 6405 Second Blvd., Detroit, Mich.
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I,IN  the preparation of our 
twenty-lesson course in Public Au­
diting, our Educational Staff has 
kep t one thought constantly  in 
mind. T h a t  is th a t  there is great 
need for this particular training 
among accountants of proved abil­
ity  who have previously learned 
the fundamentals of accounting 
principles and procedure.
As a result, we are prepared to  
offer this twenty-lesson course in 
Public Auditing as a separate unit 
to  applicants who are already com­
pe ten t  accountants. N o  a t tem p t  is 
made to  teach general accounting in 
this course.
T o  those accountants whose audit­
ing experience has been confined to 
the internal work of a business organ­
ization, this course offers a thorough 
g rasp  of  a u d i t in g  te c h n iq u e  and  
procedure from the external view­
point.
To  those accountants whose public 
practice has been somewhat limited, 
this course offers an excellent oppor­
tun ity  to  obtain exhaustive informa­
tion regarding Public Auditing, which 
might not be equaled through years of 
actual experience.
T o  those accountants who have 
been thoroughly seasoned in public 
practice, this course offers an excellent
opportunity  to  “brush u p ” by check­
ing their  ideas of theory and practice 
against this la test  compilation of text 
material upon this im portan t subject.
This twenty-lesson course teaches 
Auditing as practiced by public ac­
countants  (as distinguished from the 
internal audit  by  the  comptroller and 
his staff). T he  aud it  programs, ques­
tionnaires and review sheets present­
ed in the lessons contain a wealth of 
valuable detail.
T he reader is first given an under­
standing of the complete field of pub­
lic accounting practice and the details 
of organization of public accounting 
firms. Then  he is b rought directly in­
to the work in the order in which he 
would meet it in public practice, first
Junior work, next Senior work, 
then the work of the Principal.
He is told w hat to  expect when 
he gets on his first auditing job 
and how to do the things he will 
have to do. He thus becomes ac­
quainted with the obstacles before 
he meets them  and, as a result, is 
able to  handle the problems which 
usually confuse th e  novice. T he 
successful public accountan t m ust 
progress through these three stages 
in his Public Auditing work and it 
is the purpose of this course to  help 
the reader work through each stage 
successfully and as rapidly as possible.
As a final step in his training, the 
reader is led through a complete audit, 
step by step, and learns the  things 
th a t  are done and how the problems 
th a t  arise are solved.
T he fee is $42.00.
O n e  o f  t h e  l e s s o n s
of this course, con tain ing exhaustive suggestions 
that can be used in  p reparin g  an au d it program , 
w ill be fu rn ish e d  free , w ith  fu l l  in form ation  re­
garding th is course, i f  you  w ill w rite  the In tern a ­
tion al A ccountants Society, In c ., 3411 South  
M ich igan  A venue, Chicago, I llin o is .
INTERNATIONAL ACCOUNTANTS SOCIETY
I N C O R P O R A T E D
A DIVISION OF THE ALEXANDER HAMILTON INSTITUTE
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T








OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“We cannot catch an economic force with a police­
man.” — P r e s i d e n t  H o o v e r .
PRESIDENT’S COLUMN
ACCOUNTANCY EXAMINATIONS
H AVING finished the regular Spring examina­tions it may prove beneficial to the profession 
for us to consider the fundamental interests in any 
C. P. A. examination. Professions and professional 
organizations are not new. We have reason to believe 
that all civilized nations recognized professional 
classes similar to those existing today. As persons 
of similar calling and qualification, offering their 
knowledge and skill to the general public, have be­
come group-minded, they have been either recognized 
officially by law or unofficially by the public. This 
recognition has been based on two fundamentals:
a. The public services offered have been found
necessary in the life of the community.
b. Public opinion has always acknowledged a
professional distinction when its experience
warranted.
The profession of accountancy is now recognized 
and established by law in all states of the Union, as 
well as in all of the other political subdivisions. The 
examinations, which give the right to practice the 
profession of accountancy as Certified Public Ac­
countants, have become a function of properly consti­
tuted governmental agencies.
State Boards can well afford to consider their pri­
mary responsibility in the matter. Briefly stated it 
is to administer the provisions of the respective acts, 
probably the most important of which is to provide 
C. P. A. examinations and issue certificates to quali­
fied practitioners.
Boards must not lose sight of the fact that they 
have very definite responsibilities to the profession 
within their respective states and political subdivi­
sions. We have asked our State legislatures to give 
us legal recognition. Those who qualify may desig­
nate themselves as Certified Public Accountants. 
Consequently State Boards should conduct examina­
tions so that all who are qualified may so style them­
selves. Definite standards must be set by the Boards. 
When such standards have been determined and 
have met with the approval of the profession as a 
whole within the State, giving due consideration to 
our responsibilities to the public, examinations must 
bear a very definite relationship to such standards of 
practice and must be a means of determining whether 
or not the applicant has the necessary qualifications 
to practice independently as a Certified Public Ac­
countant. Examinations which do not have these 
principles in mind fail, whether they be independent, 
uniform, or however maintained. Consequently, we 
urge upon State Boards to give this matter serious 
consideration.
If practitioners can win public approval as public 
accountants within a State and, after winning such 
approval, are unable to pass the State examination, a 
careful study should be made of the situation and the 
Board administration, or the value of public approval 
which your State legislature has given will be lost.
Likewise, candidates for State Board examinations 
must be practitioners who are well qualified to meet 
the test for the right to practice as Certified Public 
Accountants. They must be practitioners who have 
the ability to serve the public independently as profes­
sional accountants, who have equipped themselves 
with the fundamental training and educational re­
quirements so that they thoroughly understand their 
responsibilities to the public and the profession, who 
have a training that meets the standards of the pro­
fession. They should be able to present themselves 
for such examinations with certainty that the aver­
age candidate has a chance to pass the examination. 
Too many applicants present themselves to the State 
Board with only the qualification of statutory re­
quirements, having given no consideration to train­
ing for meeting the standards of the profession, and 
as a result few pass the examination.
The responsibility for successful examinations 
rests with equal force and effect upon the profession 
which through State Societies determines the stand­
ards of practice within the State; upon State Boards 
which should conduct such examinations so that they 
will be a fair test of ability to meet those standards;
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and upon the candidates who should be qualified to 
m eet the exam inations so determined by the Board. 
I f  th is m atter is considered by the profession, State  
Boards, and candidates, I am sure that ultim ately  
accountancy practitioners recognized by legislative  
enactm ent as Certified Public Accountants, w ill be­
come known as a profession that has proven worthy  
o f this legal recognition.
H ERM A N C. J. PEISCH .
W HY A D EPR ESSIO N ?
IN the w riting of treatises on the cause of the cur­rent depression and in particular as to the tim e 
when it w ill be over, there is no end. This, therefore, 
being an open season, the w riter takes the liberty of 
expressing his views thereon.
In very prosperous tim es there are always certain  
concerns that fa il or operate unsatisfactorily; in the 
m ost depressed period there are always concerns that 
operate profitably and satisfactorily.
Generally speaking, in  good tim es concerns w ith  
average ability and facilities make some money. As 
tim es become more prosperous, gradually more and 
more concerns make money until finally concerns 
w ith  very mediocre ability and equipment pass into 
the money-making class. Eventually so many con­
cerns and people make money w ith  the expenditure 
of such little effort that the whole financial structure 
topples over. In the depression which follows not 
only do concerns w ith  ability under th at of the aver­
age fa il to make money or operate satisfactorily, but 
average concerns and concerns considerably above 
th e average likew ise run into unsatisfactory operat­
in g  conditions.
U ntil the pendulum sw ings ju st as high above the 
average in its inclusion of well-operated concerns as 
it  did below the average in its previous inclusion of 
poorly-operated concerns, the trend is definite and 
positively downward, deeper and deeper into the 
valley o f the depression.
How do business and industry climb up and out of 
a depression? Is it  by all concerns m arching out of 
the valley, shoulder to  shoulder? No. We get up and 
out only as individual concerns put their own affairs 
on a satisfactory and profitable basis. W hen a su f­
ficient number o f concerns place their affairs on such 
a basis, business w ill climb rapidly out of the depres­
sion for  the reason th at operations and profits are 
for  many concerns again on the right side of the 
ledger. The greatest service that any concern or 
business can render in tim es like the present is to 
place its own house in ord er; in  doing th is a genuine 
contribution is being made to  the commonweal.
A t the present tim e m any business concerns, and 
at least certain o f the industries, have already placed 
them selves upon a fa r  more satisfactory basis than  
they w ere a year ago. W hile prophecy is always
dangerous, from  the observation o f th is w riter and 
that of h is business associates, w e are right now  
rapidly approaching very much better tim es than we 
have had for the past eighteen m onths. The basis of 
th is prophecy is the fact that it is not necessary for  
all concerns to be on a satisfactory or profitable basis, 
but sim ply a sufficient number of concerns, so as to 
clearly indicate the trend out of the depression.
FR A N K  W ILBUR MAIN.
BOARD OF DIRECTORS
THE Spring m eeting of the Board was held in the office of The Society on Monday and Tues­
day, May 4 and 5. Those present w ere: Messrs. 
Peisch, Miller, Welch, Kimball, Springer, Darby, 
Evans, E lliott, Rossetter, McGladrey, Morrison, 
Mothershead and Wood, and members of the Ad­
visory Committee, Messrs. Hughes, chairman, U p­
leger and Dunn.
Most of the tim e was devoted to routine work in  
which no special item  of news was involved. A  report 
was presented by the Secretary concerning The 
American Society Service of Exam ination Questions. 
A t the May, 1930, exam ination there w ere 428 can­
didates in th e  five states using the service. In the 
six  states using the November, 1930, service there 
were 508. Percentages of candidates passing exam i­
nations are of no particular value due to  different 
standards of adm ission to the exam ination. A s a 
m atter o f record, however, it  is reported that the 
percentage passing in each o f the tw o exam inations 
has been 15+ . Requests having been made to The 
Society to mark the papers as an assistance to or 
guidance for State Boards, the Directors reaffirmed 
the form er position taken by The Society th at it  was 
the function of the State Board to pass on all m atters 
relating to  the m arking of papers. (The number of 
candidates sittin g  in the six  states using the service 
in May of 1931 was 518.)
The Board definitely fixed October 5, 6, 7, and 8 as 
the dates for holding the 1931 annual m eeting of The 
Society; Memphis, Tennessee, the place.
Reports w ere received from  each o f the several 
com mittees. The Secretary w as directed to have a re­
print of the report o f the Committee on Classification  
of Accountancy Services prepared for m ailing to  each 
member in connection w ith  the election ballot. The 
Board form ally recommended that in its judgm ent 
the adoption o f a classification o f accountancy serv­
ices by individual accountants or accounting organi­
tions is of the utm ost importance to the further ad­
vancem ent o f the profession.
The Secretary reported the receipt of many letters 
of thanks for the suggested m aterial for monographs 
which had been sent to the officers o f State Societies. 
The Board endorsed an active cam paign for empha­
sizing to State Societies and Chapters the value o f 
establishing local group relationships w ith lawyers,
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bankers, credit men and any available business or­
ganization groups.
It was reported that The American Society had 
rendered service to  State Societies and State Boards 
in 23 states where legislation affecting accountancy 
had been introduced this year. In some states the 
assistance had been in helping to  secure new laws 
beneficial to  business and the accounting profession. 
In other states the assistance had been rendered in  
helping to prevent the passage of laws which would 
have been injurious to the public and the profession. 
In all cases action was taken on the invitation of 
State Societies or State Boards.
Monday noon the Board had as its luncheon guest 
Thomas Keens, former president of the Society of 
Incorporated Accountants and Auditors, London 
England, who w as in attendance upon the Congress 
of the International Chamber of Commerce.
TH E ULTRAM ARES CASE— FIN IS
W ITH this issue the Ultram ares case becomes history. We are presenting an article which  
was prepared by a member o f the Pennsylvania Bar 
for a m eeting of the Philadelphia Chapter of the 
Pennsylvania Institute. The references therein made 
to the questions of “contributory negligence” and 
“proxim ate cause” have not been touched on to  any 
considerable extent by the courts or in other articles.
W hile many accounting organizations have in the 
past been confronted w ith  com plaints regarding the 
character o f their audits and in several cases suits 
have actually been started, the Ultram ares case has 
focused attention on the general question of account­
ants’ liability to a greater extent than all other cases 
combined.
The decision of the N ew  York Court of Appeals, 
prepared by Chief Justice Cardozo, while releasing  
the accountants from  liability based on negligence, 
presented a clear distinction between w hat has com­
monly been known as fraud and what may be techni­
cally determined as fraud. That decision remanded 
the case for retrial in order that the trial court m ight 
determine whether or not the facts involving what 
had been termed negligence in reality involved fraud. 
Quoting from  the d ecision :
“Our holding does not em ancipate accountants 
from  the consequences o f fraud. It does not relieve 
them  if  the audit has been so negligent as to  ju stify  
a finding th at they had no genuine belief in its ade­
quacy, for th is again is fraud.”
Again the court said, “I f  their statem ent was false, 
they are not to  be exonerated because they believed it 
to be true.”
Since th is decision the case has been settled out of 
court. Consequently the doctrine o f liability as laid 
down by Chief Justice Cardozo is the final word so 
far as th is particular case is concerned, and in gen­
eral establishes the principle that commonly under­
stood negligence may result in legal fraud.
An accountant w ith professional leanings now con­
siders more carefully than form erly whether the pro­
cedure in any particular audit made has been “fool 
proof.” W ithin a month we have seen for the first 
tim e an audit report which recites, “We certify  to 
you.” This wording, follow ing the name of the con­
cern for which the audit was made, w as intended to 
give notice that no liability was assumed so fa r  as 
third parties were concerned.
E very great catastrophe is followed by a series or 
a combination o f precautionary measures. W ithout 
question the accounting profession w ill exercise 
greater care from  now on in conducting audits and 
preparing statem ents than they form erly did, all of 
which w ill inure to  the benefit of the public.
The B usiness W eek  of May 6 commented on the de­
cision as fo llo w s:
“Its application was far broader than the profes­
sion of the public accountant. And that was why  
great lawyers found tim e last week to opine about 
the new degree of responsibility of any and all pro­
fessional advisers, whether they be accountants, 
architects, doctors, engineers, economists, or even  
lawyers them selves.” . . .
“The old hard line between negligence and fraud  
has been erased. There can be no appeal in N ew  
York State, and the decision will probably carry the 
great w eight of its author’s mind not only in the 
other states but in England as well. There is a new  
kind of ‘fraud’ in the world and if  a man is guilty  of 
it he is  responsible toward the whole world even when  
he owes that world no duty.”
Auditor
K een  a s  a  h a w k , h e  cons th e  figu red  
sh e e ts
W ith  a g ile  fin g er flick in g  a  m ac h in e  
A cross th e  g aps w h e re  m in d  is  n o t so  
keen
As s tee l th a t  c lick s a n d  fa lls  in  ra c in g  
b eats.
N ew to n  a n d  E u c lid  liv ed  fo r  h ig h e r  fe a ts  
B u t s t i l l  th is  s la v e  of eag er, b r ig h t  ro u ­
t in e
Is  m e n ta lly  a s  h u n g ry  a n d  a s  le a n  
A nd  h u n ts  th e  sa m e  in ta n g ib le , w h ite  
m ea ts .
H e ra c e s  d ow n  n o  fields of v i rg in  th o u g h t 
A nd n e v e r  see s  a c ro ss  u n so u n d e d  sp ace  
P a le  b r id g e s  flung  in to  in fin ity .
B u t th o u g h  h e  se e k s  no  p r iz e  lo n g  
d re am ed  a n d  so u g h t 
H is  d e f t  ey es q u ick en  a s  h is  f in g ers  t r a c e  
D im  g lim p se s  o f  e te rn a l  u n ity .
— G erald  R a fte ry .
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U nited  States Cham ber o f  C om m erce M eeting
F OR se v e ra l y e a rs  th e  sp r in g  m ee t­in g  of o u r  B o a rd  of D ire c to rs  h a s  been  h e ld  in  W ash in g to n  th e  sam e  
w eek  a s  th e  m e e tin g  of th e  U n ite d  S ta te s  
C h am b er of C om m erce in  o rd e r  th a t  th e  
d ire c to rs  m ig h t  a c t a s  d e le g a te s  of T h e  
A m e ric an  S ociety  to  th a t  m ee tin g . T h is  
y e a r  th e  B o ard  d ecided  to  m ee t th e  fo l­
lo w in g  w eek  in  c o n n ec tio n  w ith  th e  I n ­
te rn a tio n a l  C h am b er of C om m erce  m ee t­
in g  in s te a d  of m e e tin g  in  A tla n tic  C ity  
w ith  th e  U n ited  S ta te s  C h am b er of Com ­
m erce.
A t th e  A tla n tic  C ity  m e e tin g  J a m e s  F . 
H u g h es, im m e d ia te  p a s t P re s id e n t, re p ­
re se n te d  T h e  S o c ie ty  a s  i ts  C o u n c illo r, 
w i th  J a m e s  W elch , V ice -P re s id en t, as 
A lte rn a te . O th e r d e le g a te s  n am ed  fo r  
t h e  m e e tin g  w e re : M essrs. H o ra c e  P . 
G riffith , G a rd n e r  K im b all, W illia m  R. 
M ain , E dw . P. M oxey, C. L. T u rn e r , R obt. 
P . V ollum , O. V. W allin , of P e n n sy lv a n ia ;  
W . C. H ea to n , of N ew  Je rse y , a n d  I. B. 
M cG ladrey , of Iow a. A s a l te rn a te s  w e 
d e s ig n a te d  B e n ja m in  E  A n tin o p h , D oug­
la s s  D. B esore , W m . J . G elle r, S am u el H . 
G la ssm an , S am u el L eopold , D av id  B. M ar­
k o w itz , F re d e r ic k  L. M eade, A a ro n  S. 
S m ith , P h il ip  E . M. T ho m p so n , a ll  of 
N e w  J e rse y .
T h re e  th o u sa n d  of th e  b u s in e ss  le a d e rs  
of the  U n ited  S ta te s , r e p re s e n t in g  e v e ry  
s e c tio n  of th e  c o u n try , a s  w ell a s  v a r io u s  
in d u s tr ie s , sp e n t fo u r  d ay s in  l is te n in g  to  
p re p a re d  p ap ers , d isc u ss io n s  th e re o n , an d  
r e a d in g  n e w sp a p e r in te rv ie w s  an d  d e ta ils  
co v e rin g  th e  su b je c ts  d iscu ssed , fo r  sev ­
e ra l  se ss io n s  w e re  co n d u c ted  s im u lta n e ­
ously . T h e re  w as m o re  p u b lic  in te re s t  
a cco m p an ied  by p u b lic  c r it ic ism  th a n  a n y  
of th e  p re v io u s  e ig h te e n  m ee tin g s  of th e  
U n ited  S ta te s  C h am b er of C om m erce h a d  
developed .
O u ts ta n d in g  le a d e rs  in  th e  b u sin e ss  
w o rld  w e re  p re se n t a n d  p a r tic ip a te d :  
F re d e ric k  M. S a rg e n t, P re s id e n t  of th e  
C h icago  an d  N o r th w e s te rn  R a ilw a y ; 
R om e C. S tep h en so n , P re s id e n t  of th e  
A m e ric an  B a n k e rs  A sso c ia tio n ; H a r r y  A. 
W h ee le r, F i r s t  P re s id e n t  o f th e  U n ited  
S ta te s  C h a m b e r; R. R. D eupree , P re s i ­
d e n t of th e  P ro c te r  a n d  G am ble  Co.; F .
E . M u rphy , P u b lish e r  of th e  M in n eap o lis  
T r ib u n e ;  C. L. R ey n o ld s , C o n tro lle r  of 
th e  A m e ric an  W rit in g  P a p e r  Co. T h e  ac­
c o u n tin g  p ro fess io n  w as  re p re se n te d  on 
th e  p ro g ra m  b y  H e n ry  P. S e id m an n , C.P.A. 
(m em b er D. C. In s t i tu te  a n d  T h e  
A m e ric an  S o c ie ty ) , w h o  e x p la in ed  th e  
m eth o d  by  w h ich  N o r th  C a ro lin a  h ad  r e ­
d u ced  loca l g o v e rn m e n t ta x e s  by  one- 
th ird .  T h e  G o v e rn m en t w as re p re se n te d  
by  S e c re ta ry  of C om m erce  La m ont, 
C h a irm a n  S to n e  of th e  F e d e ra l  F a rm  
B o a rd  a n d  A r th u r  A. B a lla n tin e , A ss is t­
a n t  S e c re ta ry  of th e  T re a su ry . N a tu ra l ly  
th e  p ro n o u n c em en ts  of W illia m  B u tte r-  
w o rth , P re s id e n t  of th e  U. S. C h am b er, 
S ila s  S tra w n , a  fo rm e r  p re s id e n t  of th e  
A m e ric an  B a r  A sso c ia tio n  a n d  e lec ted  a t  
A tla n tic  C ity  a s  P re s id e n t  of th e  U n ited  
S ta te s  C h am b er, a n d  J u l iu s  B a rn es , C h a ir ­
m an  of th e  B o a rd  of th e  C h am b er, w ere  
l is te n e d  to  w ith  m a rk e d  a t te n tio n  an d  
resp ec t. G eorge C. M cD onald, C h a irm a n  
of th e  E x ec u tiv e  C o m m ittee  of th e  C an a ­
d ia n  C h am b er of C om m erce, a n d  R o b e rt 
W . E . M asson, D ire c to r  G en era l of th e  
C re d it L y o n n a ise , P a r is ,  b ro u g h t m es­
sag es f ro m  th e i r  re sp e c tiv e  c o u n tr ie s  fo r  
th e  c o n s id e ra tio n  of A m e ric a ’s b u s in e ss  
re p re se n ta tiv e s . T h e  fo llo w in g  e x ce rp ts  
fro m  th e  a d d re sse s  c a r ry  th e  h ig h  l ig h ts :
I n  th e  a d d re ss  of J u l iu s  B a rn e s  he  
q u o ted  fro m  th e  re m a rk s  of O w en D. 
Y oung, m ad e  l a s t  D ecem b er: “O ur p o li­
t ic s  a n d  econom ics a re  in  conflict ev e ry ­
w h e re  is  th e  w o rld  to d ay . O ur econom ics 
a re  n e c e ssa r ily  in te rn a t io n a l ,  b ecau se  of 
o u r  in te rd e p e n d e n c e  of each  o th e r. O ur 
p o litic s , on  th e  o th e r  h a n d , a re  n a tio n a l—  
in c re a s in g ly  so in  e v e ry  c o u n try .” A nd 
th e n  h e  o b se rv ed : “ B efo re  w e w ho in  
b u s in e ss  life  m u s t p re se rv e  o u r  e x is t­
ence by th e  so u n d  o b se rv an ce  of econom ic 
law , a llow  p o lit ic a l  e m o tio n a lism  to  em ­
b a rk  u s  up o n  m e a su re s  th e  en d  of w h ich  
we c a n n o t see, a n d  th e  co u rse  of w h ich , 
m ea su re d  by  th e  e x p e rien c e  of o th e r  
lan d s , is  in ju ry  a n d  d isa p p o in tm e n t, we 
m u s t o u rse lv es  s e r io u s ly  s tu d y  th e se  
fo rces, a n d  in s is t  t h a t  g o v e rn m e n ts  s tu d y  
a n d  u n d e rs ta n d  th e m  a s  w e ll.” H e  e n u ­
m e ra te d  “e lev en  specific  a c tio n s  in  w h ich  
le g is la tio n  an d  a d m in is t ra t io n  cou ld  to ­
d ay  h e lp  to  se t in  m o tio n  th e  econom ic 
fo rce s  of h e a l in g  a n d  re co v e ry .” . . .
“B u sin e ss  ju d g m e n t c a n n o t p ro c la im  
a n y  s in g le  p a n a c e a  a s  th e  im m e d ia te  
re m e d y  of d e p re ss io n  on  so  com plex  a  
scale. A  m y ria d  o f in d iv id u a l ju d g m e n ts , 
ap p lied  each  in  t h e i r  ow n  field  of e n ­
d eavor, m u s t su p p ly  th e  h e a l in g  in flu ­
ences b y  w h ic h  h e a l th  is  re g a in e d .” . . .
“B u sin e ss  w ill d evo te  i ts e lf  to  so b er 
s tu d y  o f th e se  p ro b lem s, w ill s e t  in  e a r ly  
m o tio n  su c h  te s te d  m e a su re s  a s  c a r ry  
som e a s su ra n c e  of h e lp fu ln ess . I t  a sk s  
u n d e rs ta n d in g  a n d  co o p e ra tio n  in  th e  
field of p o litic s  in  th is  t im e  w h e n  ev ery  
effort sh o u ld  be  s tr ip p e d  o f p re te n se , of 
p o litic s , of p a r t is a n s h ip  —  a n d  single- 
m in d e d ly  d evo ted  to  b u ild in g  th e  fo rces 
of re c o n s tru c tio n . B y  th e s e  m ea su re s , 
age-old in  e ffec tiv en ess b ecau se  fu n d a ­
m e n ta l in  h u m a n  n a tu re ,  a n d  n o t b y  de­
c ep tiv e  p a n ac ea s  of leg is la tio n , w ill th e  
in e v ita b le  o n w a rd  m a rc h  of A m e ric a  be 
re su m ed .”
S e c re ta ry  o f C om m erce  L a m o n t sa id :
“ T h e  e x tr a o rd in a ry  su c c ess  of a sso c ia­
t io n a l e ffo rts  d u r in g  th e  p a s t  decad e  in  
e le v a tin g  th e  s ta n d a rd s  o f b u sin e ss  con­
duct, in  im p ro v in g  em ployee  re la tio n s , 
in  a tta c k in g  th e  p ro b lem s of cost a cc o u n t­
ing , b u d g e tin g , c re d its  an d  co llections, 
a n d  in  s im p lif ic a tio n  a n d  s ta n d a rd iz a t io n , 
in d ic a te s  th e  im p o r ta n t  ro le  w h ic h  s im i­
la r  co llec tiv e  a c tio n  can  p lay  in  h e lp in g  
to  e lim in a te  th e se  m a jo r  econom ic  w a s te s  
o f in s ta b i l i ty  a n d  u n e m p lo y m en t.” . . .
“T h e  t r u th  is  t h a t  I  h av e  n o t  seen  a  
s in g le  fe a s ib le  sch em e  su g g e ste d  by  w h ich  
th e  F e d e ra l G o v e rn m en t cou ld  h a v e  d one  
m o re  th a n  i t  h a s  d one  to  b r in g  a b o u t a  
r e tu r n  to  m o re  p ro sp e ro u s  c o n d itio n s . 
N o o th e r  g o v e rn m e n t h a s  been  ab le  to  do 
m ore. N o r h a v e  th o se  g o v e rn m e n ts  le a n ­
in g  to w a rd  a  so c ia lis t ic  po licy  been  suc­
cessfu l in  f in d in g  a  so lu tio n  fo r  p re se n t 
p ro b lem s.”
C h a r le s  F . A b b o tt, E x e c u tiv e  D irec to r 
of th e  A m e ric a n  I n s t i tu te  of S tee l C on­
s tru c tio n , d e c la re d  t h a t  “h a d  i t  n o t  been  
fo r  th e  efficient w o rk  of t r a d e  a sso c ia ­
tio n s  th e  c o u n try  w o u ld  n o t h a v e  com e 
th ro u g h  th e  d e p re ss io n  w ith o u t a  p a n ic  
o r  w ith o u t  so c ia l d is tu rb a n c e . T h ey  
h a v e  eased  th e  d ec lin e  in  p rice s  w ith o u t 
h a v in g  th e  c o u n try  e x p e rien c e  a n  o rgy  of 
p r ice  c u tt in g .”
P a u l I. A ld rich , e d ito r  of th e  N a tio n a l 
P ro v is io n er , sa id : “T h e  w o rk  of a sso c ia ­
t io n s  w ill be d evo ted  m o re  on  fu n d a m e n ­
ta ls  a n d  less  on th e  su p e rfic ia l. L e t  u s  
n o t de lu d e  o u rse lv es  in to  th in k in g  th a t  a n  
in d u s try  can  r e g u la te  i ts e l f  on th e  b a s is  
of i ts  ow n good a lone . T h e  p u b lic  is  e n ­
t i t le d  to  a n d  w ill d em an d  th a t  ty p e  of 
r e g u la tio n  w h ich  in  th e  lo n g  r u n  w ill be  
th e  m o s t beneficia l to  th e  peo p le  a s  a  
w h o le .”
P re s id e n t  B u t te rw o r th  b e liev ed  th a t :  
“ T h e  v a lu e  of th e  se rv ice  of b u s in e ss  
m en ’s  o rg a n iz a tio n s  d u r in g  th is  p e rio d  
can  sc a rc e ly  b e  e x ag g e ra te d . T h ey  p lay ed  
a  m a jo r  ro le  in  th e  ta s k  of m a in ta in in g  a  
g ra d u a l slope o f  d ec lin e  w ith o u t  th o se  
p re c ip ita te  c h an g e s  w h ic h  leav e  a  t r a i l  
of w re ck a g e  a n d  w a s te .”
P re s id e n t  S te p h e n so n ’s  c o m m en ts :
“ I do n o t su p p o se  t h a t  a n y  am o n g  u s 
a re  p e s s im is tic  en o u g h  to  b e liev e  th a t  
a n y th in g  b u t a t  le a s t  g ra d u a l  im p ro v e ­
m e n t in  b u s in e ss  l ie s  a h ea d . I  h o p e  w e 
can  a g ree  t h a t  w e  a re  d e fin ite ly  tu r n in g  
a w ay  fro m  o u r  g re a te s t  m a s te rp ie c e  in  
th e  lin e  o f d e p re ss io n s  a n d  fa c in g  u p w a rd  
to w a rd  a  n ew  b u s in e ss  e ra .” . . .
“A n o th e r  e ra  o f  p ro sp e r i ty  l ik e  th e  la s t  
w ill ru in  u s. I t  h a d  w ith in  i ts e l f  th e  
seeds of i t s  ow n d e s tru c tio n , b u t  need  
w e s u r r e n d e r  to  th e  p a s t  a n d  sa y  th e  fu ­
tu re  can  b e  n o  b e tte r?  I  th in k  n o t.” 
C ontinu ed  on page  185
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Join t Spring M eetin g — V irgin ia-N orth  
Carolina Societies
T H E  V irg in ia  S o c iety  of P u b lic  Ac­c o u n ta n ts  w as o rg a n iz ed  in  1909. T h e  N o r th  C a ro lin a  A sso c ia tio n  
of C e rtified  P u b lic  A c co u n ta n ts  w as o r­
g an ized  in  1916. T h o se  p re se n t  a t  th e  
J o in t  S p r in g  M ee tin g  h e ld  a t  Sedgefield  
In n , G reensboro , N. C., M ay 21, 22, an d  
23, w ere  u n a n im o u s  in  th e  o p in io n  th a t  
th is  m e e tin g  w as th e  m o st su ccess fu l 
w h ich  e ith e r  o rg a n iz a tio n  h a d  e v e r he ld .
M uch of th e  su ccess  of th e  m e e tin g  
w as d ue  to  th e  p re lim in a ry  w o rk  w h ic h  
h a d  been  done. G eorge E . W ood, of 
C h a rlo tte , w as G en era l C h a irm a n  of th e  
J o in t  C o m m ittee  a n d  H . C. W illia m s, of 
G reensboro , w as G e n era l S e c re ta ry . A. 
L ee R aw lin g s , of V irg in ia , w as  Vice- 
P re s id e n t  fo r  t h a t  S ta te  a n d  E llw o o d  A. 
D avis, of N o r th  C a ro lin a , w as V ice-P resi­
d e n t  fo r  th a t  S ta te . R a w lin g s  w as ab ly  
su p p o rte d  by C o m m itte e m e n  R ed fo rd , 
C a rte r , P u lle n , G oldston , A n d rew s, Mc­
R ee, K im b le , a n d  W h ita k e r . T h e  w o rk  
of D av is  w as su p p o rte d  by  Z im m erm an , 
M oore, E ck , L in d say , E a s te r lin g ,  Z um  
B ru n n e n , E m ery , M cCabe an d  H u tc h in ­
son . T h e  G en era l F a c to tu m , M ajo r 
D om o a n d  L o rd  o f  th e  E a s t  a n d  W est—  
so s ty led  on th e  official p ro g ra m — w as 
Geo. E . P e r r in ,  of G reen sb o ro , a n d  a ll 
p re se n t reco g n ized  th a t  he  h a d  a b ly  filled 
a ll of th e  offices n am ed  a n d  se v e ra l 
o th e rs  u n d e s ig n a te d . T h e  L ad ie s  E n te r ­
ta in m e n t  C o m m ittee  w as u n d e r  th e  gen­
e ra l  g u id an ce  of M rs. M atlock , su p p o rte d  
by M esdam es P e r r in ,  L in d say , R en n ie , 
H u tc h in so n , E ll io tt ,  M oore, R aw lin g s , 
T e rry , a n d  P u llen .
Sedgefield  In n  is a  c h a rm in g  sp o t an d  
offered o p p o r tu n itie s  fo r  p le a su re  an d  
e n jo y m e n t in  a d d it io n  to  a ffo rd in g  a  v e ry  
s a t is fa c to ry  m e e tin g  p lace.
T h u rsd a y  m o rn in g  w as g iv en  over to  
b u sin e ss  m ee tin g s  of d ire c to rs  a n d  com ­
m ittee s , coup led  w ith  som e a c t iv it ie s  in  
th e  R e g is tra t io n  D e p a rtm e n t.
T h u rsd a y  a f te rn o o n  th e  golf co u rse  
w as t r ie d  o u t a n d  in  th e  ev en in g , fo l­
lo w in g  a n  in fo rm a l d in n e r , b r id g e  an d  
sm a ll g ro u p  c h a ts  occupied  th e  a t te n ­
t io n  of th o se  w ho h a d  a r r iv e d  d u rin g  
th e  day.
F r id a y  m o rn in g  D r. C has. F . M yers, 
p a s to r  of th e  F i r s t  P re s b y te r ia n  C h u rch , 
g ave th e  in v o ca tio n . O. N. H u tc h in so n , 
p re s id e n t  o f th e  N o r th  C a ro lin a  A ssoc ia­
tio n , w elcom ed th o se  p re se n t. Ja m e s  
A. R en n ie , p re s id e n t  of th e  V irg in ia  So­
c ie ty , re sp o n d ed  to  th e  A d d re ss  of W el­
com e a n d  th e n  p re s id e d  o v er th e  jo in t  
sess ion .
T h e  f irs t  sp e a k e r  w a s  H o n . G u e rn ey
P. H ood, c h a irm a n  of th e  re c e n tly  ap ­
p o in te d  N o r th  C a ro lin a  S ta te  B a n k in g  
C om m ission . B e in g  a  m em b er of th e  
L e g is la tu re , w h ich  h a s  n o t y e t ad jo u rn e d , 
M r. H ood h a d  n o t officially a ssu m ed  of­
fice. M r. H ood s ta te d  t h a t  th e  f irs t rec ­
o g n itio n  of a cc o u n ta n c y  in  th e  S ta te  of 
N o rth  C a ro lin a  w as fo u n d  in  th e  b a n k ­
in g  law s of 1887, w h e re in  sp ec ia l ex­
a m in a tio n s  of b a n k s  w ere  a u th o r iz e d  in  
o rd e r  t h a t  th e i r  so lv en cy  or in so lv en cy  
m ig h t  be  d e te rm in e d . R e fe r r in g  to  p re s ­
en t-d ay  c o n d itio n s  a s  ex em p lified  by  th e  
1931 b a n k in g  law , M r. H ood  sa id :
“N ow  w e h a v e  re a c h e d  th e  p o in t w h e re  
we c an  n o t do  w ith o u t  you. In  p ra c t ic ­
in g  y o u r  p ro fe ss io n  you  com e in  close 
c o n ta c t w ith  th e  b u sin e ss , p ro fess io n a l, 
p o litic a l a n d  s p i r i tu a l  life  of th e  S ta te ;  
you  le a rn  th e  b u s in e ss  se c re ts  of m en  
a n d  w om en  e n g ag e d  in  th e se  p u rsu its ,  
an d  th ro u g h  th is  k n o w led g e  you h av e  a 
g re a t  o p p o r tu n ity  fo r  se rv ice  by  a d v is in g  
y o u r c lie n ts  th e  fu n d a m e n ta l p rin c ip le s  
w h ich  w ill  te n d  to  p re v e n t fa ilu re  an d  
lead  to  success .
“T h e re  e x is ts  a t  th is  tim e — n o t on ly  
in  N o r th  C a ro lin a , b u t  la rg e ly  th ro u g h ­
o u t th e  w orld , one of th e  g re a te s t  b u s i­
ness d e p re ss io n s  e v e r k n o w n , an d  a f te r  
s e v e ra l m o n th s  of s tu d y  a n d  o b se rv a tio n
I h av e  com e to  th e  co n clu sio n  t h a t  it  
h a s  been  d ue  to  u n sa fe  an d  u n so u n d  
b u sin ess  a n d  p o lit ic a l  th in k in g  a n d  
p ra c tic e s , th e  v io la tio n  of law , a n d  im ­
p ro p e r  a n d  im m o ra l liv in g .
“T h is  th o u g h t h a s  led to  se r io u s  th in k ­
in g  on m y  p a r t  of th e  d u tie s  im posed  by 
th e  G o v ern o r of N o r th  C a ro lin a  th ro u g h  
th e  co m m iss io n e r of b a n k s  to  in v e s ti­
g a te  th e  a ffa irs  of a ll  in so lv en t b a n k s  
w ith  a v iew  of p ro se c u tin g  officers a n d  
d ire c to rs  w ho h a v e  b een  g u ilty  of v io­
la t in g  th e  S ta te  law s th ro u g h  w h ich  de­
po sits , in c lu d in g  p u b lic  fu n d s , h av e  been  
lost.
“ E v e ry  b a n k  t h a t  c loses in  th e  fu tu re  
w ill be a u d ite d  a n d  i t  w ill be y o u r  d u ty  
to  in c lu d e  in  y o u r  re p o r t  a ll  v io la tio n s  
of th e  law  so t h a t  p ro se c u tio n s  m ay  be 
m ad e  w h e re  ju stified .
“ T he  c e r ta in ty  of p u n ish m e n t w ill ten d  
to  h ig h e r  b u s in e ss  e th ic s , to  a  c le a n e r  
p o litic a l th in k in g , to  p ro p e r  a n d  m o ra l 
liv in g , a n d  th ro u g h  th e s e  th in g s  b u s i­
ness w ill im p ro v e  a n d  h a p p in e ss  r e tu rn ,  
th e re b y  b r in g in g  b a c k  to  th e  people  a  
g re a te r  s p i r i tu a l  pow er, a n d  th ro u g h  it  
o u r S ta te  w ill r e ta in  i ts  le a d e rsh ip  in  
th e  th in g s  w o r th  w h ile  a n d  w ill s t i l l  be 
kn o w n  in  th e  fu tu r e  a s  a  g re a t  com m on­
w e a lth  in  o u r  beloved  c o u n try .’'
A fte r  M r. H o o d ’s a d d re ss  th e  g e n e ra l 
su b je c t of C o o p era tio n , w ith  sp ec ia l r e f ­
e re n c e  to  th e  m a t te r  of b id d in g , w as d is­
cu ssed . F re d e r ic k  M oore, o f N o r th  C aro ­
lin a , C h a irm a n  of th e  C o m m itte e  on  
P ro fe ss io n a l C o o p e ra tio n  of M em bers, 
opened  th e  d iscu ss io n , a t  th e  co n clu sio n  
of w h ic h  a  co m m itte e  of ten , five f ro m  
each  S ta te , w as a p p o in te d  a n d  re q u e s te d  
to  b r in g  in  a  re p o r t  a t  th e  S a tu rd a y  
m o rn in g  sess io n , su g g e s tin g  p la n s  fo r  
th e  im p ro v e m e n t of e x is tin g  c o n d itio n s  
re la t in g  to  b id d in g . A side  fro m  m em b ers  
of th e  tw o  so c ie ties , th e  d isc u ss io n  w as 
p a r tic ip a te d  in  by th e  S e c re ta ry  of T h e  
A m e ric an  S o c ie ty  a n d  W . S. R y lan d , 
P re s id e n t  of th e  N o r th  C a ro lin a  B a n k  
a n d  T r u s t  C om pany , G reen sb o ro , w ho  
e x p ressed  th e  o p in io n  t h a t  a c c o u n ta n ts  
sh o u ld  w o rk  o u t a  p la n  lo o k in g  to w a rd  
g re a te r  c o o p e ra tio n  in  th e  m a t te r  of 
ch arg e s . H e  f ra n k ly  in d ic a te d  th a t  h e  
fa v o re d  th e  p e r  d iem  c h a rg e  o ver a  f la t 
c o n tra c t  p rice , sa y in g : “ I t  is  n o t so  
m u ch  a  q u e s tio n  of p rice  a s  of Q u a lity .”
F o llo w in g  lu n ch eo n , th e  a f te rn o o n  w as 
dev o ted  to  go lf a n d  b rid g e . A t sev en  
o’c lock  one h u n d re d  a n d  s ix ty  m em b e rs  
of  th e  tw o  so c ie ties , w ives, sw e e th e a r ts , 
an d  a  few  in v ite d  g u ests , s a t  dow n to  th e  
b an q u et. M usic  fo r  th e  d in n e r  a n d  d an ce  
w h ich  fo llow ed  w as fu rn ish e d  by  J a c k  
W a rd la w ’s “C a ro lin a  T a r  H eels .” A t each  
p la te  a  fo r ty -e ig h t p ag e  b ro c h u re  e n ti t le d  
“T h e  S ore  B ack s a n d  T a r  H eels ,” f u r ­
n ish e d  th e  d in e rs  w ith  a n  in d iv id u a l p ic ­
tu re  o f  th e  tw e n ty -tw o  V irg in ia  an d  e lev ­
en N o r th  C a ro lin a  p re s id e n ts , a n d  s h o r t  
b io g rap h ica l sk e tch es . T w en ty -o n e  of 
th em  w ere  p re s e n t  a t  th e  m ee tin g . In  
a d d itio n  to  th is  W h o ’s W ho resu m e, L ee  
R a w lin g s  h a d  c o n tr ib u te d  a  s h o r t  h is to ry  
of th e  V irg in ia  S ociety  an d  G eorge W ood 
h a d  fu rn ish e d  th e  h is to r ic a l  re co rd  o f 
th e  N o r th  C a ro lin a  A sso c ia tio n . T he  su c ­
cess w h ich  a tte n d e d  th is  e ffo rt to  “g iv e  
c re d i t  w h e re  c re d it  is  d u e ” w as  d u e  to  
th e  p e rs is te n c y  o f  T. P . Z um  B ru n n e n .
F o llo w in g  th e  d in n e r  B illie  C apps, a c t­
in g  a s  M a s te r  of C erem o n ies, p re se n te d  
an  h o u r ’s p ro g ra m  o f e n te r ta in m e n t  
w h ich  h a d  b een  a r ra n g e d  fo r by  G eorge 
P e r r in .  T h is  p ro g ra m  ra n g e d  fro m  “F o u r  
L it t le  B lo ts” (co lo red ), w ho  fu rn ish e d  
g e n u in e  so u th e rn  m elod ies , th ro u g h  five 
d a n c in g  fe a tu re s , one of w h ich  w as g iv en  
by L eo  B y ru m , J r . ,  th e  S ta te  C h am p io n  
T ap  D an ce r, a  q u a r te t te  fro m  C h a rlo tte , 
s ty l in g  th em se lv es  “T he  B u c ca n ee rs ,” to  
a  s k i t  p u t  on  by H o y t B oone, B ill V a u g h t 
a n d  W a lte r  B ro w n , e n ti t le d  “L oose T a lk  
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A n d  an  A u tu m n  V aca tio n  in th e  N a tio n ’s P la y g ro u n d
T H E  p lay g ro u n d s  of a  c o n tin e n t w ill jo in  M em phis in  w e lco m in g  T h e  A m erican  S ociety  o f C e rtified  P u b ­
lic  A c co u n ta n ts  to  th e  S o u th , O ctober 
5-8.
Never before has an Am erican Society 
convention offered such vast range o f op­
p o rtu n ity  to  its  members fo r  com bin ing 
th e ir  convention tr ip s  w ith  vacations be­
yond comparison . . . vacations in  the 
South in  October when the  South pos­
sesses the  superla tive of its  charm.
Fortunate  i t  is, ce rta in ly , th a t the next 
annual ga thering  o f the  na tion ’s pub lic  
accountants is com ing to  the South 
where such vacation wonderlands exist 
in  such endless v a rie ty  . . . m ore fo r tu ­
nate th a t i t  is to be held in  Memphis, at 
the  very  crossroads of the center of the 
South, w ith  a hundred m ajor playgrounds 
in  easy reach e ith e r en rou te  to  the  con­
ven tion  or a fte r it ,  to  say no th ing  of its  
p ro x im ity  to  the Gulf, the  Ind ies and the 
Caribbean, should your vacation ambi­
tions  ca rry  you south across the T ropic 
o f Cancer.
F or the fu ll pocketbook, the South and 
the tropics beyond offer a difference of 
scenery, an excellence of pleasure no 
o ther p a rt of Am erica can r iv a l fo r an 
au tum n tour.
B ut tim es of economic stress some­
tim es make pocketbooks less fu ll.  I f  
they do, vacations are lik e ly  to  suffer. 
Professional men are loath to  rob them ­
selves of the contacts, the lea rn ing  w h ich 
on ly th e ir  na tiona l convention can give 
them. Hence there m ay be created a 
choice between the tw o . . .  a vacation 
or a convention t r ip  . . . one or the other 
may have to  be scratched.
The Memphis convention makes such 
a choice unnecessary I t  makes i t  possi­
ble fo r the most modest purse to  provide 
a vacation o f surpassing charm  w ith  v ir ­
tu a lly  no expense above th a t o f a ttend ing 
the  na tiona l ga thering ; likew ise i t  makes 
possible attendance on the convention 
w ith ou t denying oneself the m erited re­
laxation  of a genuine vacation at least 
once in  the year.
And as fo r  va rie ty  . . .  no m atte r from  
w hat d irec tion  you come to  Memphis, cot­
ton cap ita l and great in land  port, you’l l  
pass unique vacation centers you’ve a l­
ways wanted to  v is it. No m a tte r in  what 
d irection  you depart, the same w i l l  s t i l l  
be true.
L e t’s say you com e from  the East.
The B lue R idge M ountains o f V irg in ia , 
the Shenandoah V a lley and its  caverns of 
Lu ray  and Massanutten; the Great
Smoky M ountains, A m erica ’s newest na­
tion a l p a rk ; Chattanooga and Chicka­
mauga, Lookout M ounta in  and M ission 
Ridge, centers of days o f con flic t when 
the fa te  of the U n ion hung in  balance 
seventy years ago; N ashv ille  and its  H er­
m itage, hallowed shrines o f Soldier- 
P resident Jackson, who also was founder 
o f M em phis; M am m oth Cave and its  un­
riva led  subterranean panoram a; Ashe­
v ille , h ig h  up in  its  nest o f wooded crags, 
sum m er home of M anhattan ’s w ea lthy ; 
S h iloh  and its  ba ttle fie ld , likew ise rem i­
niscent o f c iv il w a rfa re ; Muscle Shoals, 
and a score o f o ther places equally in te r­
esting.
No p a rt of the na tion  has grown old 
more cha rm ing ly  than  the Shenandoah 
V alley of V irg in ia , d irec tly  on you r route 
from  the east . . . w ith  its  s ta te ly  colo­
n ia l mansions, its  ivy-covered colleges, 
its  forest-covered highlands, as any one 
who has ever seen i t  can te ll you. F a r­
the r south, the  Great Smokies w i l l  give 
you a d ia m e trica lly  opposite p ic tu re— a 
region th a t has grown old w ith o u t the 
hand of man to  make i t  so— thousands of 
acres o f v irg in  fo rest and m ountain, 
much of i t  yet unvis ited  by any save the 
Ind ians w ho once roamed the  South, 
some o f whom s t i l l  rem a in  in  the Smoky 
M ounta in  P ark— yet a ll o f i t  w ith in  l i t t le  
m ore tha n  a day’s jou rney  from  the na­
t io n ’s greatest centers o f population.
He who likes h is  h is to ry  can find  no 
more fe r t ile  hunting-ground than Tennes­
see— vis ite d  by w h ite  man fou r centuries 
ago, when De Soto found the M ississipp i 
at Memphis, three-quarters o f a century 
before the la nd ing  o f the  P ilg rim s— 
fought fo r  by French and Spanish and 
E ng lish  before the  R evolu tion—prize of 
a fa r-flung  conspiracy th a t was to  have 
sold i t  out to  Spain long a fte r the United 
States was a na tion—scene of the C iv il 
W ar’s fiercest and most decisive s trug­
gles, and a ll of i t  id ea lly  accessible by 
ra i l or by h ighways th a t are fast becom­
in g  the peer of any the na tion  affords.
T h a t’s i f  you come from  the East.
F rom  the N o rth  and M iddle West, you’l l  
find the  Ozarks an easy stopping place. 
H o t Springs, A m erica ’s ou tstanding spa, 
nestling  in  the  southern fo o th ills  o f the 
Ozark range, presents m any unique 
charms. The sem i-m yth ical foun ta in  of 
youth w h ich  Juan Ponce de Leon gave 
his life  to  find and never saw, i t ’s a po­
ten t fac to r today in  the health o f mod­
ern Am erica, as w e ll as in  its  play.
F rom  whatever d irec tion  you’l l  come, 
you’l l  find  M emphis a convention c ity  
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International Chamber of Commerce
T H E  S ix th  G en era l C on g ress  of th e  I n te rn a tio n a l  C h am b er of Com ­m erce  m et in  W ash in g to n , D. C., 
th e  w eek of M ay 4, 1931, w ith  re p re s e n ta ­
tiv e s  fro m  th ir ty -fiv e  d iffe re n t c o u n tr ie s . 
O ne of th e  B r i t is h  d e le g a te s  w as T h o m as 
K eens, fo rm e r  p re s id e n t  of th e  S o c ie ty  of 
In c o rp o ra te d  A c co u n ta n ts  a n d  A u d ito rs , 
w hom  a c c o u n ta n ts  w ill re m e m b e r w ith  
p le a su re  as one o f th e  E n g lish  d e leg a te s  
a t  th e  I n te rn a tio n a l  C o n g ress  on A cco u n t­
in g  h e ld  in  N ew  Y ork  in  th e  fa ll  of 1929.
The re t ir in g  president was George 
Theunis, of Belgium , who gave a review  
of w o rld  business conditions at the firs t 
session im m edia te ly  fo llo w in g  an address 
by the  P resident of the U n ited States. 
President Hoover, in  welcom ing the dele­
gates, said:
“ The present depression is comparable 
in  its  extrem e depth and its  extent only 
to  those th a t have fo llowed about the 
same distance a fte r the fo rm er great 
wars in  modern h is to ry . T h is  depres­
sion is no doubt con tribu ted to  by many 
very im portan t, im m ediate, economic 
causes to  w h ich  each o f you w i l l  g ive d if­
fe ren t w e ight, bu t I  believe you w i l l  a ll 
agree w ith  me th a t the destruction of life  
and property, the  great tax  burdens, and 
the social and p o lit ic a l in s ta b ility  w h ich  
resulted from  the Great W ar have had 
la rge respons ib ility  in  its  orig ins. Over 
three-quarters of the  com m ercia lly im ­
po rta n t popu lation o f the  w o rld  has been 
in  a state of social and p o lit ic a l upheaval 
a t some tim e, even du rin g  the past three 
years. A lthough  some secondary pa rt of 
th is  p o lit ic a l in s ta b ility  may have been 
the resu lt o f im m edia te economic causes, 
we can not ignore the m a lign  in h e r it­
ances from  the Great W ar. These p o lit­
ica l and social disturbances necessarily 
underm ine th a t confidence on w h ich  eco­
nom ic life , both domestic and in te rna ­
tiona l, m ust th r iv e .”
M elv in  A. T ray lo r, President of the 
F irs t  N a tiona l Bank, Chicago, in  one of 
the most outspoken utterances of the 
meeting, said:
“ I f  i t  is  the respons ib ility  of business 
and p o lit ic a l leadership to prom ote the 
economic and social w e lfa re  of the com­
m un ity , i t  may be w o rth  w h ile  to  take 
stock of our conduct and see how we have 
measured up to  our du ty  in  recent years. 
W hy should there be in  th is  land of 
p lenty, w ith  u n lim ite d  fa c ilit ie s  fo r pro­
duction, abundant harvests, and a s u rfe it 
o f cred it, m illio n s  of hung ry  and unem­
ployed? I t  is no t the  fa u lt of those who 
would w ork, bu t can find no w o rk  to  do. 
They have l i t t le  or no choice in  shaping 
th e ir  course, and w h ile  i t  is tru e  th a t 
society owes no one a liv in g , society does
owe everyone an opportun ity  to earn a 
liv in g . In  th a t ob liga tion  we have failed, 
and u n t il we know  w here in  we have 
fa iled  and why, we w i l l  no t have done 
our du ty nor w i l l  we have found th a t 
s ta b ility  w h ich  is the  un iversa l desire of 
m ankind today.
“ R e lie f from  w o rld  distress, the cure 
fo r economic ills , does not lie  in  the 
domain of p o lit ic a l action. W herever 
leg is la tive  program s have been under­
taken fo r the cure of economic ills , state 
socialism  w ith  fa ilu re  im m easurably 
worse has been the resu lt. Governments 
cannot effective ly or e ffic iently suspend 
the operation of economic laws.”
A t the F rid a y  afternoon group session, 
covering the Problems of Production, the 
most im p o rtan t discussion centered 
around production costs. The Am erican 
monograph on th is  subject, 140 pages, 
w h ich  was the  basis of discussion, had 
been prepared by a sub-committee of the 
Am erican section of the In te rn a tio n a l 
Chamber of Commerce, the  members of 
w h ich  were E. G. M iner, Chairm an, P resi­
dent, The P faudle r Company, Rochester, 
N. Y . ; Carl A. Johnson, President, Gis­
ho lt Machine Company, Madison, W is.;
D. C. Lowles, Lowles, Akers, Gunn & 
K ing , Cleveland, Ohio; S. L. W hitestone, 
Com ptroller, General E le c tr ic  Company, 
Schenectady, N. Y .; E. W. McCullough, 
Secretary, Manager, Departm ent of Manu­
facture, U. S. Chamber of Commerce, 
W ashington, D. C.
From  a press release we quote:
“ The report, made pub lic  here today, 
traces the  progress made in  de term in ing 
costs o f production as in d u s try  has de­
veloped from  crude ha nd ic ra ft stages to 
modern organizations hav ing  far-reach­
ing ram ifica tions th rough  the whole s truc­
tu re  o f business.
“ M any d is tin c tive  Am erican products, 
i t  is shown, have developed on ly a fte r 
detailed s tudy o f the  probable costs in ­
volved. The report states th a t ‘by means 
of engineering studies, new processes and 
im provem ents in  old processes have been 
analyzed fro m  the po in t of view  of pro­
duction costs. Research laboratories 
w h ich  have had an im p o rtan t ro le in  th is  
movement tow ard  im provem ent of prod­
ucts and technica l processes have been 
obliged to consider the  u ltim a te  effect of 
such im provem ents on costs of produc­
tion . M anufacturers have demanded tha t 
production costs be know n w ith  reason­
able accuracy before production is be­
gun. T h is has led to  s ign ifican t trends 
in  methods of accounting contro l, namely, 
pred ic tive cost accounting and budgeting.
“ As technica l advancement has been 
made in  indus try , the report says, prog­
ress has been made in  so lv ing  problem s 
of cost ascertainm ent. The crude cost 
find in g  methods of early  indus try , the  
com m ittee po ints out, have developed 
g radua lly  in to  accurate m easuring s ticks  
w h ich  are applied to every operation fro m  
the raw  m ate ria l stage to  the  de live ry  
of the fin ished product to  the consumer. 
Through cost-analysis, the com m ittee 
adds, the search ligh t has been th row n  on 
waste fu l practices in  the  u t iliz a t io n  o f 
m ateria ls, men and machines. New ma­
te ria ls  and new products have been 
evolved; processes rendered uneconomic 
th rough obsolescence of m ach inery have 
been revam ped; and fac to ry  operations 
have been reorganized to  meet the s tim u ­
lus of m odern m arke t demands.
“ E very  in d u s tr ia l custom or po licy, the  
com m ittee declares, may have an im p o r­
tan t bearing upon the assembling of cost 
data. In  connection w ith  problems re­
la tin g  to  labor costs, the repo rt states 
tha t ‘under some processes o f manufac­
ture, namely, under those curren t in  the  
autom otive industries, whereby produc­
tion  processes proceed at a predeterm ined 
rate of speed, the  in d iv id u a l w o rke r can­
not increase or decrease h is in d iv id u a l 
production m a te ria lly  since he is l im ite d  
to  fu lf i l l in g  his share in  the p roduction  
chain. Day wages m ay be paid under 
such conditions, and, because of the  na­
tu re  of the  m anufactu ring  process, m ay 
become essentia lly piece rates.’
“ Touch ing upon the development o f 
accounting plans adapted to the need o f 
pa rticu la r industries, the report traces 
some ac tiv itie s  o f trade associations in  
th is  field, adding:
“  ‘The in te rest of adequate cost ac­
counting is increasing among Am erican 
in d u s tr ia l groups, and a num ber of in ­
dustries, th rough  th e ir  organized trade  
associations, have now under considera­
tio n  the  development and adoption o f 
un ifo rm  methods. Am erican business 
managers realize th a t exchange of experi­
ences and the  adoption of u n ifo rm  m eth­
ods of accounting procedure assist th e  
development o f in dus try . Accura te 
knowledge o f costs makes possible the  
de term ination  of the  lin e  between p ro fit 
and loss. P roper a lloca tion  of costs to  
products d irects a tten tion  to  unpro fitab le  
lines of products so th a t efforts can be 
expended tow ard  e lim in a tin g  the  unp ro f­
itab le  lines and pushing the more p ro fit­
able. Because of the  w ide r d iffusion o f 
knowledge of business methods and o f 
costs o f p roductive  processes, com peti­
t io n  between companies becomes m ore 
in te llig e n t. The fo rm u la tio n  of po lic ies 
p e rta in ing  to  a ll phases of business en- 
Continued on page 188
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Talking Shop
A DEPARTM ENT CONDUCTED BY L. GLUICK, C. P. A.
OUR fo re ig n  c o r re sp o n d e n c e  d u r ­in g  th e  l a s t  m o n th  h a s  b ro k e n  a ll  r e c o rd s .  A  p o s ta l  f ro m  a  
f r ie n d  in  D re sd e n ;  a  m o s t  in te r e s t in g  
l e t t e r  f ro m  a  “ r e g u la r  r e a d e r ”  in  V i­
e n n a ;  a n  in q u ir y  f ro m  M exico  a b o u t  
a n  a c c o u n tin g  p ro b le m ; a n d  a  co p y  of 
th e  “ Official O rg a n  of th e  In c o rp o ra te d  
S o c ie ty  o f  C h iro p o d is ts ” o f  L o n d o n .
T h is  la s t is the  o n ly  one fo r  w h ich  
we can find  space fo r  com m ent. A  
pa rag raph  on page 145 was m arked  
fo r  us. I t  noted th a t “ M r. R. E . Carey, 
Chartered Accountant, was elected A ud­
it o r  fo r  the  ensuing yea r.”  “ H ow  
seldom”  rem arks ou r correspondent “ is 
th is  con d ition  fou nd  in  ou r cou n try . 
The  average p ro fess iona l society th in k s  
i t  does w e ll to have a com m ittee  o f its  
m em bers m ake a p e rfu n c to ry  check up 
o f the treasu re r’s cash. R a re ly  does i t  
c a ll in  a C. P. A. to  a u d it its  ac­
coun ts .”
T rue , b ro th e r. W e have said pre­
v io u s ly  the  on ly  w ay to  overcom e th is  
co n d itio n  is to  educate. T a lk  the  
benefits o f au d its  by  independent o u t­
s iders  to  every den tis t, phys ic ian  o r 
o th e r pro fess iona l m an you  meet. 
Sooner or la te r some C. P. A. w i l l  get 
an  engagement fro m  them .
W HO sha ll decide w hen Deans d is­
agree? The New York Times of 
M ay 10 quotes J. T. Madden of N. Y. U. 
“ Cooperation ra th e r than  iso la tio n  of­
fe rs  a lo g ica l course fo r  o u r trade  w ith  
o th e r nations. In  a speech before the  
C ham ber o f Commerce Dean W . B. 
Donham  o f H a rva rd  suggested th a t th is  
co u n try  re lin q u is h  a ttem p ts  to  cap ture 
tra d e  in  fo re ig n  m arke ts . R uth less 
co m p e titio n  w ou ld  lead to  de s tru c tion  
b u t co-operation and un de rs tand ing  is 
n o t im possib le  to w o rk  ou t, and w o u ld  
m ake th is  w orld  a be tte r place to  live  
in . ”  And then the Times reporte r adds, 
“ Dean D onham ’s suggestions also found  
l i t t le  sym pa thy fro m  those engaged in  
the  export trade  he re .”
T H E  New York Herald-Tribune of May 
10 contains a q u a rte r co lum n sum ­
m ary , s lig h t ly  garb led, o f a lec tu re  
w h ic h  the  conducto r o f th is  departm ent 
re c e n tly  de live red  to  a class o f sen ior 
s tuden ts  in  accountancy. The top ic  
was the  in tim a te  re la t io n  between 
re a lty  and success in  cha in  stores.
O UR th ird  annua l c a ll fo r  a re p o rt o f 
any m il i ta ry  o r  na va l a c tiv it ie s  o f 
C. P. A .’s and th e ir  s ta ffs  is hereby 
made. As we send th is  to  press we
are s ta rt in g  a tw o-w eeks’ pe riod  of 
tra in in g  in  the  Navy.
T H E  n o rm a l business m an places im ­
p l ic it  confidence in  h is  ba nk ; usu­
a lly  he is no t m is taken . Thus one 
close co rp o ra tio n  we rece n tly  con­
tacted, in  due fo rm  resolved tha t a ll 
checks m ust be signed by tw o  o f the  
th ree  d irec to rs  and the  deposito ry 
bank was d u ly  no tified . Y e t in  fo u r 
m onths the  bank cleared five checks 
signed by o n ly  one d ire c to r, and seemed 
p o s it iv e ly  h u r t  when th a t fa c t was 
po in ted  ou t. The consequences in  th is  
case were sm all, fo r  the  checks re a lly  
were fo r  v a lid  purposes; b u t in  19 23 
we w o rked  on an estate a u d it where 
the  same th in g  occurred w ith  two 
checks signed by o n ly  one executor in ­
stead o f b o th ; and i t  resu lted  in  the 
rem ova l o f the  executor, as w e ll as the  
loss to the  bank o f a ra th e r good sized 
account. As w e’ve rem arked  before, 
banks are made up o f hum an beings, 
and au d ito rs  are hum an, so bo th  m ake 
e rro rs . The o ld  w ise crack s t i l l  ho lds, 
however. “ W hen a docto r makes a 
m istake , the  u n d e rta ke r gets business; 
w hen an accoun tant makes a m is take 
he pays fo r  i t ;  w hen a la w ye r makes 
an e rro r he demands a new t r ia l  and an 
extra  fee.”  Have you no ticed the  trend  
o f young C. P. A .’s to  become members 
o f the  bar?
“ H O NESTLY,”  said Dash, “ I ’m dead 
sore. C lien ts  who h ire  you to do 
a good job , and then  fire  you fo r  do ing 
it .  T h is  m an over in  Jersey— .”
“ Oh, cu t th a t, ”  said S tar, “ I t ’s an 
old s to ry  and we a ll know  i t ;  we’ve 
a ll had i t  happen to  us and i t  is n ’t 
news any m ore .”
“ W eil, i t ’s bad news fo r  me,”  said 
Dash. “ Seventy-five do lla rs looks m ig h ty  
b ig  these days. Losing c lien ts  by having 
them  bust up is bad enough, bu t to  lose 
one who keeps on in  business is a seri­
ous th in g .”
“ A re you qu ite  sure,”  said Old T im er, 
“ tha t i t  isn ’t  you r fau lt?  Oh, I  don’t  
mean e n tire ly ,”  he added qu ick ly , as 
Dash started to  b ris tle , “ b u t isn ’t  there 
some way in  w h ich  you fa iled  to keep his 
good w ill? ”
“ Perhaps, bu t I  don’t  see it. No honest 
accountant could have done d iffe rently . 
W hen i t  comes to  a question of— ”  Dash 
was rep ly ing .
“ Pardon m y in te rru p tio n ,”  said Old 
T im er. “ Y ou r details are no t v ita l.  We’l l  
accept i t  as a fact th a t you had an un­
fa ir  c lien t. B u t so often the loss of a 
c lien t is based on a deeper unde rly ing  
cause fo r w h ich  the  im m edia te inc iden t 
is on ly the excuse fo r  a break. M y firm  
lost a seventy-five hundred do lla r c lien t 
last m onth, a fte r tw en ty  years, th rough 
the neglect of one o f m y partners.”  
“ W ell, I ’l l  say th a t seventy-five is no 
more to  me than seventy-five hundred to  
you r firm ,”  rep lied Dash. “ E ve ry th ing  
is re la tive .”
“ Sure,”  said Star. “ B u t nevertheless, 
seventy-five hundred do lla r c lien ts aren’t  
to  be lost and found every day. How 
come, Old T im er? ”
“ I t ’s sad ly sim ple,”  answered Old 
T im er. “ M y pa rtn e r brought th is  com­
pany in to  the  firm  tw e n ty  years ago, as 
a thousand do lla r c lien t. I t  prospered; 
so d id  we. O ur pa rtnersh ip  tr ie s  to  give 
each member con tro l o f the c lients he 
introduces. We meet others on ly by re­
quest or in  emergency. The pa rtne r th a t 
contro lled th is  account got too confident. 
He sent one o f ou r best E nglishm en to  
the  case. As fa r as the  aud it was con­
cerned, i t  could no t have been made bet­
te r ; the c lien t like d  the  Englishm an, too. 
So g radua lly  m y pa rtn e r stopped go ing 
there  a ltogether. N o th in g  was said. B u t 
u ltim a te ly , a younger f irm  p rope rly  and 
e th ica lly  in troduced made a b id  fo r  the 
case. They got i t  so fast i t  took th e ir  
breath away. S im p ly  because they prom ­
ised personal, on-the-job, supervision of 
a Member o f the firm .”
“ P re tty  tough,”  said Dash, “ on you ; 
bu t isn ’t  i t  p a r tly  you r fa u lt, too?”
“ Yes— as senior pa rtne r I  ought to  
have in q u ire d  pe riod ica lly  i f  each and 
every c lie n t had been seen once or tw ice  
a year by a partner. A nd from  now on 
I  sha ll.”
“ R eally ,”  said Star, “ losing a c lien t is  
sometimes a benefit, though in  these tim es 
i t ’s a tough break. B u ild  up a nice sm all 
practice and i t ’s l ik e ly  to  put you in  a 
ru t ;  the same books m onth  a fte r m onth, 
quarter a fte r quarter, you get to  know  
the few problems of you r c lients and lose 
in te rest in  o ther th ings. Le t a new c lie n t 
come along and you s ta rt s tudy ing  up, 
or at least doing some new th in k in g ; lose 
an old c lien t and you s ta rt fig u rin g  how 
to  get new business and keep the old.”  
“ Just lik e  baseball,”  said Old T im er, 
“ the th ird  pennant is the hardest to  
w in .”
“ Yeah,”  said Dash, “ bu t w hat amuses 
me is the  way some of our members 
love to  te ll how  th e ir  ca re fu lly  con­
structed reports are tossed aside, unread 
Continued on page 188
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Ethics—A Plea for a Square Deal to the 
Little Fellows
MY F IR S T  experience under the 
top ic  o f eth ics occurred many, 
m any years ago, when one of 
the  o lder accountants of m y acquaintance 
ve ry  fo rce fu lly  emphasized the fact tha t 
eth ics was som ething th a t a ll of the 
other fe llow s  should understand and re­
spect. He expressed the be lie f th a t any 
w ay he m ig h t conduct business was his 
own business; but any way th a t anyone 
else conducted-business was also h is  busi­
ness, p a rtic u la r ly  i f  i t  in te rfe red  w ith  
h is  business.
Throughout the years th a t have elapsed 
since then, I  have found tha t, i f  any 
change at all  has occurred, i t  has on ly 
been in  the  am ount o f discussion given 
to  the  subject on the pa rt o f members of 
the  profession.
On th is  subject o f eth ics we seem to 
have more ru les and m ore fre tt in g  than 
we d id  tw en ty  years ago and, as is true  
o f p ro h ib itio n , there are accountants 
who are g iv in g  l i t t le ,  i f  any, considera­
t io n  to  the  rules, and, i f  they are not 
a c tu a lly  b reak ing  them  openly, they are 
accom plishing the same th in g  secretly.
E th ics  so often seems to  be som ething 
w h ich  the older fe llow s ta lk  about and 
the  younger fe llows t r y  to  live  up to. A  
num ber o f years ago I  learned of a ta lk  
w ith  one o f the  lead ing members o f the 
profession d u rin g  w h ich  he spent a whole 
lo t o f t im e  te ll in g  how  im proper i t  was 
fo r  an in d iv id u a l to  use “ and Company”  
a fte r  h is name. He also emphasized the 
fact th a t even though the  words “ and 
Company”  were used as a pa rt o f the  
business name i t  was uneth ica l to  use the 
p lu ra l word “ members" when lis tin g  the 
societies to  w h ich  the  in d iv id u a l be­
longed. He ev ide n tly  was t ry in g  to im ­
press upon the  young accountant the 
need o f a care fu l observance o f a ll o f 
the  r u les of ethics. He d id  no t discuss, 
a t a l l , the p lan w h ich  so m any of the  b ig  
firm s have adopted of con tinu ing  the  use 
o f names of deceased members, o r per­
haps o f using s t r ic t ly  trade names— in  
m any cases the  names used be ing of peo­
p le who never were certified  and m ig h t 
never have been in  existence at a ll fo r  
a l l I  know  and, perhaps, in  cases where 
the y  had an existence were not even 
A m erican citizens.
W hen look ing  down th rough  a l is t  of 
names in  the  telephone d irec to ry  to  
w h ich  he referred, the  young accountant 
said he made no comment w hatever on 
the  fac t th a t names of th is  type were
B y  S A M U E L F . R A C IN E , C. P. A .
Editor’s Note: Several years ago the 
e d ito r was called upon by a leg is la tive  
com m ittee to conduct an investiga tion  on 
th e ir  behalf. H is  report was styled, “ An 
A u d it o f a Bunch o f Rum ors.”
Had the ed ito r prepared a t it le  fo r  th is  
a rtic le  he would have, labelled it ,  “ A  Pre­
sentation of a Bunch of Gossip.”
W h ile  every po in t raised in  th e  paper 
has been discussed by sm all groups of 
accountants, a lthough seldom in  open 
m eeting, such a complete sum m ary o f  
evils, both im a g in a ry  and real, h as a 
value to  the  profession.
The ed ito r knows loca lities  where no 
evidence could be found of the  practices 
referred to. There, professional stand­
ards are h igh . On the other hand, he 
knows places where such local conditions 
are rea d ily  recognized. These places 
offer fe r t ile  fields fo r im proved profes­
sional cooperation.
pe rm itted  to  be included as Certified Pub­
l ic  Accountants. Probably the  older ac­
countan t fe lt  th a t the  firm s were too im ­
po rtan t to  be in te rfe red  w ith ;  however, 
he probably would no t have hesitated to  
take exception to  poor l i t t le  John Jones 
had h is  name been lis te d  as a Certified 
P ub lic  A ccountant a fte r he passed the 
exam inations but, fo r  lack o f experience, 
had not yet secured h is  certificate. The 
o lder accountant was reported to  be a 
member of th e  State Board o f Account­
ancy, charged w ith  the  ad m in is tra tio n  of 
the  law, and yet i t  apparently  never had 
occurred to  h im  th a t these other firm s 
also were not certified  o r were d o in g  
business under names w h ich  d id  no t be­
long to  them  and were m isrepresenting 
themselves to  the  pub lic  to  th a t extent. 
One case under h is  theo ry  ev iden tly  
w ould be s tr ic t ly  e th ica l because some 
member of the organization, possibly the 
res ident pa rtner, is  certified, even though 
i t  m ig h t be ce rta in  th a t a l l o f the mem­
bers o f the  f irm  are no t certified  and 
even though i t  w ould be p ra c tica lly  im ­
possible to  find  ou t who a ll o f the  mem­
bers of th e  firm  are. The other case 
ev iden tly  would be w rong because 
Johnny, a lthough  he used h is  own name 
and had passed the  exam ination , had 
no t been able to  get th e  requ ired  experi­
ence. In  ne ithe r case had the  law  been 
complied w ith . The real differences in
the tw o  cases are th a t one group repre­
sents b ig  o rgan izations and the o ther is 
ju s t some lone in d iv id u a l t ry in g  to  make 
a liv in g .
I  was in fo rm ed a num ber of years 
la te r th a t the in d iv id u a l who had given 
the  care fu l ta lk  on eth ics found h im se lf 
separated from  h is  partners. I  am w i l l ­
ing  to  wager a brand new sh iny fo u r  
b its— coin of the rea lm —against a s lig h t­
ly  used doughnut, th a t the too k  a new 
s lant on ethics— adopted a name w ith  
“and Company”  a t the  end of i t  and used 
the  p lu ra l word ‘'members”  when lis t in g  
the  various societies to  w h ich  he be­
longed. E th ics, perhaps, is som eth ing fo r  
the other fe llow s; a fine th in g  to  ta lk  
about as long as a person is a lready estab­
lished in  business and has a substantia l 
income and is not faced w ith  the  prob­
lem of securing bread and b u tte r fo r  h is  
fam ily . I  believe, however, i t  should 
apply to  a l l o f us a like , even though we 
have to  spread i t  on exceedingly th in .
A no ther th in g  th a t amuses me, is the 
u n ifo rm ity  w ith  w h ich  the  officials o f 
some of the State Boards of Accountancy 
and some of the State societies rotate. 
Num ber One w i l l  be cha irm an o f the 
State Board of Accountancy; Num ber 
Tw o w i l l  probably be the  president o f 
the  State Society and Num ber Three w i l l  
be the  secretary. Numbers Two and 
Three w i l l  exchange offices from  tim e  to  
t im e  as cond itions w a rra n t and when a 
change occurs in  the  State Board, N um ­
ber Two w i l l  become cha irm an thereof 
and Num bers One and Three w i l l  then ro­
ta te the other offices. The clique w il l  
c lin g  to  the  hono rary  positions as i f  th e ir  
lives depended on i t ;  ev iden tly  under the 
theo ry  th a t no one else can ru n  the pro­
fession in  th e ir  State bu t themselves. 
W hen the y  ho ld a society meeting, they 
ve ry  ca re fu lly  have i t  “ packed”  so th a t 
on ly  those th in g s  th a t they  w ish to  have 
brough t up o r discussed are  brough t up 
o r  discussed. I f  any o f the members has 
an idea th a t he cares to  b r in g  fo rth , i t  
is im m ed ia te ly  side-tracked and dis­
counted so th a t no th in g  comes of it .  
G enerally members speak so ra re ly  th a t 
i t  is  h a rd ly  w o rth y  o f m ention. Account­
ants have become so w e ll tra ined  as to  
th e  m a tte r o f conduct a t th e ir  meetings 
th a t the y  d isp lay al l  o f the  characteris­
t ic s  o f sheep and second the m otions as 
ra p id ly  as they are made; approving 
eve ry th ing  th a t th e  b ig  guns suggest 
w ith ou t e ith e r thought or consideration.
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A  num ber of years ago, one of the 
societies had a member who was a pestif­
erous nuisance. He was the champion 
seconder of the w orld . I t  is said th a t 
one of the members tr ie d  h im  out by 
m ak ing  a m otion th a t he consign h im ­
se lf to  the  in fe rn a l regions, and he im ­
m ed ia te ly  jum ped up and seconded the 
m otion, no t even know ing  w hat i t  was 
a ll  about. Most o f the  accountants are 
no t th is  bad bu t the  ease w ith  w h ich  
they second m otions and say “ aye”  is 
s u rp ris in g  when one stops to  consider 
th e ir  unw illingness to  get up on th e ir  
feet to  express an idea.
T h is  tendency to  fo llow  the leader not 
on ly  occurs w ith in  the  societies bu t also 
occurs in  cases where one society does 
som ething and the  other societies, recog­
n iz ing  th e ir  own weaknesses and fee ling  
the urge to do som ething also, no m atte r 
w hat i t  m ig h t be, im m ed ia te ly  rush  to  
the  banner and pass the  same reso lu tion  
or adopt the same p lan th a t the  other 
society adopted.
A n example of th is  is found in  the 
num ber of laws th a t are being passed 
w ith  the  idea of reg u la ting  the practice 
o f accounting. So fa r  as I  can analyze 
the  s itua tion , i t  seems to  be m ere ly a 
desire on the p a rt o f those who have 
become established in  business to  bu ild  
a w a ll around themselves and to  save 
themselves fro m  the need of keeping up 
the h igh  standard o f excellence w h ich  
w ould be required were the  com petitive 
p lan pe rm itted  to  continue, and they, 
hav ing taken action, arouse a ll the other 
societies to  do som ething too. I  believe 
th a t the  present p lan o f p ro v id in g  a 
symbol of q u a lity  to  be used by certa in  
persons w ho have qualified a t the C e rti­
fied P ub lic  Accountants’ exam ination, 
and of s t i l l  p e rm ittin g  everyone else who 
can make a liv in g  a t accounting, to  prac­
tice  as accountants is  reasonable. I t  is 
true  th a t a great am ount o f w o rk  done 
by non-certified men is  ve ry  poor; bu t i t  
is also tru e  th a t a great am ount of w o rk  
done by certified men is fa r  from  perfect. 
A n y  one o f you can look down the lis t  
of certified  men who have applied to  you 
fo r  jobs and can discover some whom 
you w ouldn ’t  give a job under any con­
d ition . L ikew ise, you are constantly 
f i l l in g  you r own ranks w ith  non-certified 
men, even though there  m ig h t be c e rti­
fied men out o f w ork , and I  w ou ldn ’t  be 
surprised i f  you w ou ld  find, on investiga­
tion , th a t m any of you r best men entered 
your service as uncertified  men and per­
haps are not certified  even now, so tha t 
any p lan of l im it in g  the  practice of ac­
counting  jobs to  certified men is m ere ly 
going to keep some of the beet non-certi­
fied m en out o f the  profession. W hy 
not p ractice w hat we preach and i f  i t  is 
so unpro fitab le or undesirable fo r  a busi­
ness m an to  em ploy a non-certified man, 
so m uch so in  fact th a t m any o f us are
approaching our leg is la ture  w ith  the  re­
quest th a t they re s tr ic t the practice of 
accounting to  certified  men, w hy don’t  
we employ certified men, exclusively, our­
selves? Is n ’t  i t  true  th a t the certified 
accountants fee l th a t they are strong 
enough to influence the leg is la tors in to  
b u ild in g  a t ig h te r fence around the  pro­
fession, and, is n 't th e ir  m otive p r im a r ily  
a desire to  keep everyone else out? Is n ’t  
i t  ju s t p la in  dow nrigh t selfishness?
These same fe llow s who are m ost en­
thus ias tic  about t ig h te n in g  up the laws 
are overlooking one th in g  w h ich  w i l l  
cause more than one of them  to s it up 
and take notice. I t  is th a t they are b u ild ­
ing  up w onderfu l businesses tha t some 
day they w i l l  have to  leave behind. Many 
of them  have sons of th e ir  own and daugh­
ters too, perhaps, fo r  th a t m atter, who 
could take over the  business and could 
ru n  i t  probably bette r than  Dad can and 
yet m ig h t no t be able to  pass the C. P. A. 
exam ination. The resu lt w i l l  be th a t the 
proper he irs w i l l  no t benefit by the busi­
ness th a t has been b u ilt  up and w hich 
has provided them  w ith  a live lihood  
th roughou t th e ir  lives. Perhaps i t  is a 
shame th a t we cannot have the whole 
pie, bu t ju s t as sure as we t r y  to  hog the 
whole pie, we are go ing to  find  th a t there 
is ind igestion  o r som eth ing else connected 
w ith  it .  Th ings ju s t seem to be made 
th a t way, there is no gain w ith o u t some 
loss; and in  the fina l analysis, we shall 
w ind  up ju s t about where we started.
Is n ’t  i t  true , i f  the Certified P ub lic  
Accountant is all that he is supposed to 
be, people w ho know —w hich, by  the  way, 
includes most of the people engaged in  
business— w il l  employ C ertified Pub lic 
Accountants exclusively, and i f  he isn ’t  
a ll th a t he should be, isn ’t  i t  tru e  th a t 
we are not b u ild in g  the  profession in  the 
m anner th a t i t  should be b u ilt  when we 
pass laws w h ich  pro tect our members in  
th e ir  inefficiency?
I  suppose i t  is  e th ica l to  use a ll o f the 
power th a t lies w ith in  us to  keep out a ll 
of those boys who are unable to w o rk  
fo r  no th in g  fo r  fo u r or five years and 
d idn ’t  have a chance to  go to  h ig h  school, 
and who h a rd ly  know  w ha t a u n ive rs ity  
looks like . The fac t th a t they w ould 
be w o nd e rfu lly  fine accountants doesn’t 
make any difference, bu t the  fac t that 
they can be squeezed out, does seem to 
make a difference.
Le t us look a t the p ic tu re  again from  
the standpo in t o f those states w h ich  have 
the greatest num ber o f non-certified men, 
o r th a t have com peting societies o f non­
certified men. Carefu l analysis o f those 
states, I  am sure, w i l l  disclose th a t they 
are states where au tocra tic  con tro l is  the 
strongest; where the tendency to  ro ta te  
the various offices is the greatest; where 
the  exam inations and the  experience re­
quirem ents are the most severe, and in  
fact, where good accountants— men who
can make a liv in g  a t the profession and 
who can do ju s t as good a jo b  as the  cer­
tif ie d  men—are no t encouraged to  be­
come certified. I f  the  certified  account­
a n t has a  problem  due to  the  a c tiv itie s  
o f the  non-certified man, i t  is  o n ly  be­
cause the certified  man, long since, has 
fo rgo tten  th a t e th ics not o n ly  applies to  
the  profession bu t also applies to  the  in ­
d iv idua ls , and the y  have been using the  
power th a t is vested in  them  to  keep 
boys and men o u t o f the  profession who 
w ould be be tte r in  the  profession,
I t  is  tru e  th a t we have to  have h igh  
standards, bu t i t  is  no t tru e  th a t the  
standard can be an y  h ighe r th a n  the 
needs o f  the  profession require . I f  men 
w ho enter the  profession m ust be able 
do th ree days’ w o rk  in  a  h a lf day; and 
i f  a l l men who fa i l  to  reach th a t po in t of 
excellence are  to  be e lim inated , we cer­
ta in ly  are  go ing to  have too sm all a num ­
ber o f C. P. A .’s and too la rge a  num ber 
of non-certified m en ; and i f  men  are able 
to  go ou t in to  the  world and start in  as 
pub lic  bookkeepers and b u ild  up an ac­
coun ting  practice o f th e ir  own and do 
th e ir  w o rk  in  a m anner w h ich  w i l l  cause 
bankers and business men to  accept th e ir  
statements, in  some cases in  preference 
to  the  certified  accountants, and i f  those 
same men are p roh ib ited  from  becoming 
certified, we ce rta in ly  can expect them  to  
be disagreeable factors in  connection w ith  
our professional w ork.
They have no C. P. A. certifica te ; they 
are no t bound by any code o f e th ics ; and 
they a re  abso lu te ly  free lances and in  
fac t are v ir tu a lly  outcasts, so w hy in  the  
w o rld  should they  hesita te a t ta k in g  the  
c lients o f the  certified  men, o r a t c u ttin g  
prices, o r a t do ing the other th ings w h ich 
the  professional m an does not consider 
e th ica l to  do. A fte r eve ry th ing  is  said 
and done, isn ’t  i t  tru e  th a t the  m an who 
can make a l iv in g  as a professional ac­
countant and who has b u ilt  a c liente le 
d u r in g  a period of, le t us say, ten  years, 
is p rim a  facie  en titled  to a C. P. A. cer­
tificate? The pub lic  a t large has sanc­
tioned h is  em ployment as a pub lic  ac­
coun tan t; he has been able to  stand the 
tes t and has proved th a t the re  are 
enough people who respect h is  w o rk  to  
provide h im  w ith  a live lih o o d  so w hy 
shou ldn 't he practice accounting a t least? 
I t  is  tru e  th a t he m ay no t be dressed 
in  th e  best o f  fash ion, and m ay not con­
duct h im s e lf ju s t as we would, bu t who 
are we th a t we should say th a t he should 
be deprived o f an  o p p o rtu n ity  to  make a  
liv in g  o r  th a t he shouldn ’t  take  a stand 
against us in  the  m a tte r o f professional 
ethics? D id  we d isp lay such a  h igh  re­
gard fo r  e th ics w hen we pu t h im  up 
against an  exam ination  th a t he d idn ’t  
have a chance in  th e  w o rld  o f passing?—  
A n  exam ination  re q u ir in g  so much more 
than  the  professional w o rk  demands, th a t 
most o f us couldn’t  even hope to  accom­
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p lish  it. I f  we do not tre a t h im  e th ica lly  
how can we expect h im  to  tre a t us as 
we would lik e  to  be treated? W e have 
been g iv in g  these hard old m arathons 
of exam inations fo r years. M any of the 
fe llow s who pass are e n title d  to  a degree 
o f F. F. (F reaks a t F igu res), instead 
o f a certifica te  of C. P. A. I t  is tru e  
they can th ro w  figures in to  the  a ir  and 
make them  a ll come down in  a m anner 
th a t looks w e ll on paper; bu t i t  is also 
true  th a t the  fe llow  who possesses keen 
judgm ent, a b ility  to  see th rough  a prob­
lem, to analyze i t  and deal w ith  i t  in  a 
m anner th a t i t  should be dealt w ith , is 
under a severe handicap, s im p ly  because 
he knows enough about the  w o rk  re­
quired so th a t he undertakes to  do th ings 
w h ich  he doesn’t  have tim e  to  fin ish ; 
and of course he fa ils , w h ile  the other 
fe llow  in  h is breezy style, w ith o u t the 
judgm ent and w ith o u t a true  knowledge 
o f the  job, th row s the figures in to  the 
a ir , catches them  a ll in  some sort of 
shape, and gets h is  C. P. A. certificate.
I  m a in ta in  th a t i t  is  no t e th ica l to  give 
an exam ination th a t is any m ore d ifficu lt 
than the  da ily  w o rk  th a t the  norm al 
Certified P ub lic  Accountant is encounter­
ing . The m inu te  we l im it  our exam ina­
tion  in  th is  m anner we answer our prob­
lem of the  non-certified man. He w i l l  be­
come certified. L ikew ise, we w i l l  have 
lo ts o f new certified  men bu t a fte r a ll, 
the severity of practice  w i l l  soon weed 
out the  men w ho are no t good and w i l l  
strengthen the  men who are good. T h is 
theory o f hav ing  a profession o f super­
men is a ll the bunk. W hat we need is 
a profession of rea l he-men who are w i l l ­
in g  to  meet com petition, no t by going 
out and un de rm in ing  i t  o r le g is la tin g  
against it ,  bu t face to  face, ho ld ing  th e ir  
c lien ts by the  superior q u a lity  of the 
w o rk  they do.
The C. P. A. law  offers us the finest 
oppo rtun ity  to  b u ild  up the greatest p ro­
fession in  the w o rld . A n y  e ffo rt to  
change it ,  so as to  l im it  com petition  of 
the  non-certified men w i l l  m ere ly serve 
to  re ta in  w eaklings w ith in  the profession. 
Men who n o rm a lly  w ou ld  become hack 
d rive rs  w i l l  find a place the re in  or i f  
they are in , w i l l  no t have to  give up 
th e ir  places to  fe llow s who are up and 
com ing and are prepared to  do th ings, 
and the  profession w i l l  lose.
Anyone reading the  above would th in k  
I  am una lte rab ly  opposed to  the p lan  o f 
reg u la ting  the  practice o f accounting. 
T h is  is no t tru e — I  recognize th e  benefit 
th a t I  derive today by th e  a c tiv itie s  o f 
m any o f  the  old leaders o f the  profes­
s ion who spent m any days o f e ffo rt in  
ge tting  o u r C. P. A. laws. Possibly I  am 
w rong in  m y be lie f th a t reg u la to ry  leg is­
la tio n  is  no t desirable. F ra n k ly , I  don’t  
know  w h ich  is  the  w o rs t e v il— to  have 
the  professional tree  d ie  o f worm s and 
d ry  ro t on th e  inside o r  to  d ie  on ac­
count o f the onslaughts o f sap-sucking 
woodpeckers on  the  outside—the ev il of 
having members o f the  profession c u rl 
up lik e  l i t t le  worm s in  sa tis fac tion  a t the 
streng th  o f th e ir  positions and d ie  l iv in g  
deaths o f in e r t ia  and desuetude, g iv in g  
bu t sm a ll service to  th e ir  c lien ts ; o r the 
e v il o f  half-baked bookkeepers en tering  
the profession and lapp ing  up a ll the 
cream every t im e  the re  is any cream to  
lap. The la tte r, a t least, appears to  have 
the  advantage o f a  pu rg ing  process. I t  
pe rm its  th e  opera tion o f the  la w  o f the 
su rv iv a l o f the  fitte s t w h ile  the  o ther 
p lan—re g u la to ry  leg is la tion—w ould  per­
petuate th e  existence o f the  weaklings 
and f in a lly  we w ou ld  requ ire  m ore laws 
to  keep them  in  business. W hen our 
State law  came up fo r  reconsideration, I  
got behind th e  m ovem ent and was one 
o f th e  m ost active  supporters o f the 
movement. I  held m y  personal ideas in  
the  background and worked fo r  the  p ro ­
fession in  the  m anner th a t  m ost o f the  
members believed to  be fo r  the  greatest 
good. There is  a  p o ss ib ility  th a t I  m ig h t 
be w rong in  m y be lie f—(the on ly  one out 
o f step in  the  parade— certa in ly , however, 
I  do no t w ish  to  be the one who ob­
s truc ts  the passage o f  the  law  and causes 
an im m edia te loss to  m y friends  in  the  
profession. I  am no t go ing to  take  a 
stand alone aga inst the  m a jo r ity  o f the 
boys ju s t because I  disagree w ith  them. 
They are sure the y  are r ig h t, so w hy no t 
w o rk  w ith  them . As M r. B erridge says 
in  h is  ve ry  able a rtic le  en titled  “ Re­
s tr ic tiv e  Leg is la tion  Defended,”  appear­
in g  in  the March, 1931, Journal of Ac­
countancy :
“ Even th a t venerable document— 
the  C onstitu tion  o f the  U n ited States 
—was born in  a s p ir it  o f compro­
mise.”
Ano ther po in t on the  subject o f ethics 
th a t is am using to  me, is in  connection 
w ith  advertis ing . I  constantly  hear th a t 
i t  is w rong  fo r  anyone to  advertise. I t  
is  tru e  th a t the  b ig  fe llow s don’t  have to. 
I t  is  also tru e  th a t th e  ads prepared by 
the  l i t t le  fe llow s are not productive, but 
even leav ing  out th e  financ ia l aspect, we 
w i l l  s t i l l  have w ith  us a po in t o f ethics. 
Even those societies w h ich  are most em­
pha tic  An th e ir  stand against adve rtis ing  
on the  p a rt o f the  in d iv idua ls , do not 
hesitate to  propose th a t the  society its e lf 
should advertise. In  o the r words, i t  is 
w rong  fo r an  in d iv id u a l to  k i l l  a man, 
bu t i t  is  pe rfe c tly  proper fo r  lynch law  
to  ru le . I  fa i l  to  see th e  difference. A  
few  years ago, i t  was proposed th a t an 
enormous adve rtis ing  fund  be accumu­
lated by th e  accountants so th a t certa in  
o f the  b ig  guns in  the  profession could 
w r ite  artic les  and get th e ir  names in  the  
Saturday Evening Post and o ther maga­
zines. The plan ev iden tly  fel l  by  the  
wayside b u t un de rly in g  i t  a l l  was the 
theory  th a t i t  is  pe rfec tly  proper fo r a
society to  advertise th a t way and fo r  the 
l i t t le  fe llows to  come fo r th  and help, bu t 
as you know, i t  isn ’t  e th ica l fo r  the  l i t t le  
fe llows to  advertise. O f course, he could 
w r ite  artic les, too, i f  he wanted to, but 
we could hard ily expect ou r societies to  
support ve ry  en thus iastica lly  a n y th in g  
th a t the  l i t t le  fe llo w  m ig h t w r ite ;  cer­
ta in ly  h is  a rtic le s  w ould not be liab le  to 
get in to  th e  Saturday Evening Post in  
any case, so the  resu lt, as I  have stated 
it ,  is  correct even though the words m ay 
be shocking.
On the  subject o f s o lic it in g  business, 
a l l o f the  l i t t le  fe llow s are taugh t th a t i t  
is  absolute ly w rong  to a ttem pt to  sell 
service to  the  c lien t o f the  b ig  fellows. 
The one th in g  th a t the  l i t t le  fe llo w  can 
do, viz., ca ll on th e  c lie n t and ask fo r  
business, is p roh ib ited . O f course, i t  
would be pe rfec tly  proper fo r  h im  to  jo in  
the  g o lf club, provided he has the  funds 
w ith  w h ich  to  pay th e  in it ia t io n  fee and 
the  dues, w h ich , o f  course, isn ’t  l ik e ly  to  
be the  case, so th a t he can w ay lay  the  
c lien t, buy h im  a half-dozen bo ttles of 
Scotch, take h im  home in  h is autom obile 
and p u ll off a few  other s im ila r  s tunts 
w h ich  w i l l  create a personal re la tionsh ip  
and then f in a lly  he can get the  c lien t. 
The second p lan w ould be pe rfe c tly  in  
order, bu t the  re su lt is  the  same, the  b ig  
fe llo w  gets the  c lie n t and the  l i t t le  fe l­
low  is supposed to  lik e  i t ;  b u t take a 
s im ila r  advantage of the b ig  fe llo w  and 
you w ould th in k  somebody was stea ling 
h is las t p a ir  o f pants.
The b ig  fe llo w  m ig h t even go fa rth e r 
than th is . He m ig h t even go to  a bank 
and bo rrow  a  lo t  o f money and leave i t  
a ll in  the bank, pay ing  in te res t on i t  so 
the  bank w i l l  class h im  as one of th e ir  
valued customers and then upon request 
in  a p a rtic u la r case or as a general th in g  
w i l l  urge a ll o f th e ir  o ther customers to 
patronize h im . I t  is tru e  the  b ig  firm  
w i l l  take a few  c lien ts away fro m  the 
l i t t le  fe llow , bu t then the l i t t le  fe llo w  
isn ’t  supposed to  squeal and besides, the 
b ig  fe llo w  d idn ’t  have an y th in g  d ire c tly  
to  do w ith  the change. He wasn’t  a 
p a rty  to  the transaction  a t a ll. The 
banker ac tua lly  d id  ca ll h im  up and te ll 
h im  th a t i f  he w ould arrange to  be in  
the  bank a t 2:30 o’clock, o r some other 
designated tim e, he could meet a pros­
pective c lien t and en te r in to  a l l the ho r­
r ib le  details o f separating the  c lie n t from  
his accountant. P robably the  c lien t 
doesn’t  w an t to  change accountants at 
a ll and is pe rfec tly  satisfied w ith  the 
accountant th a t he has, bu t the  banker, 
under the  influence of one o f h is  most 
valued customers, w i l l  do his best to  
force a change o f accountants and fre ­
quen tly  the  customer feels obligated to 
make the change.
One th in g  th a t sounds good in  the  ears 
of the l i t t le  accountant is a statem ent 
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The Ultramares Case
WH IL E  I sup p o se  you h a v e  a ll  re a d  a b o u t th is  case  a n d  k n o w  w h a t th e  fa c ts  w ere , m o re  or 
less, i t  w ill p ro b ab ly  be b e tte r  fo r  m e to  
go over th e m  b rie fly  b e fo re  I  d iscu ss  th e  
leg a l q u e s tio n s  invo lved .
Fred Stern & Co., Inc., was engaged in  
New Y o rk  in  the business of im p o rtin g  
and se lling  rubber. A ll the stock was 
owned by Stern, and he had m erely three 
dum m y directors. Touche, N iven & Co., 
the defendants, were employed by Stern 
to prepare and c e rtify  a balance sheet 
show ing th e  cond ition  of the business at 
the end of the preceding year, w h ich  
service they had perform ed fo r h im  fo r 
three years previous. They fin ished the 
au d it on F ebruary 26, 1924, and made up 
a balance sheet showing assets of $2,- 
550,671.88; lia b ilit ie s , other than cap ita l 
and surplus, of $1,479,956.62, w ith  a net 
w o rth  of $1,070,715.26. They attached to  
the balance sheet a certifica te  as fo llow s: 
“ We have examined the  accounts of 
F red Stern & Co., Inc., fo r  the year ended 
December 31, 1923, and hereby c e rtify  
th a t the annexed balance sheet is in  ac­
cordance the re w ith  and w ith  the in fo rm a­
t io n  and explanations given us. We fu r ­
the r c e rt ify  tha t, subject to the provisions 
fo r  federal taxes on income, the said state­
ment, in  our op in ion, presents a true  and 
correct v iew  o f the financ ia l cond ition  of 
Fred Stern & Co., Inc., as at December 
31, 1923.
TOUCHE, N IV E N  & CO.,
Public Accountants. 
Several po in ts w i l l  be noted in  connec­
tio n  w ith  th is  certificate.
The accountants ca ll themselves “ Pub­
lic  Accountants.”
The certifica te is no t addressed to  Fred 
Stern or to Fred Stern & Co., bu t is  ap­
pa ren tly  a  sort o f ce rtifica te  a t large.
The certifica te is no t m ere ly as to the 
status at December 31, 1923, bu t specifies 
th a t they have examined the accounts for 
the year ended December 31, 1923.
There is a second sentence p ro v id ing  
“ We further c e rt ify  th a t * * * the said 
statement, in  our opinion, presents a true  
and correct view  of the financia l cond ition  
as at December 31 1923.”
A t the tim e the certifica te  was asked 
by Stern, e igh t certified  o rig ina ls  were 
required by h im , and, la te r on, tw enty- 
fo u r add itiona l certified o rig ina ls  were 
obtained. The accountants knew  th a t in  
the usual course of business the certified 
balance sheet would be used by the  Com­
pany to  secure loans and cred it. N o th ing  
was said, however, as to the persons to 
whom the certificates w ould be shown, or 
as to  the extent to w h ich  they w ould be 
used, and, in  pa rticu la r, the re  was no
B y  H E N R Y  S. D R IN K E R , JR ., ESQ.
Address before the P hiladelph ia Chap­
te r o f the Pennsylvania In s titu te  of Cer­
tified  Public Accountants.
m ention of the U ltram ares Corporation, 
which, u n t il then, had never made ad­
vances to the Stern Company, although 
i t  had sold merchandise in  sm all amounts.
In  M arch, 1924, the p la in tiff, U ltra ­
mares Corporation, was approached by 
Stern w ith  a request fo r loans to  finance 
sales of rubber, and the p la in t if f  insisted, 
as a cond ition  of the loan, th a t i t  receive 
a balance sheet certified by P ub lic  Ac­
countants. I t  was given one of the copies 
certified  by the defendants, and contended 
th a t i t  made the loan on the fa ith  of it ,  
a lthough the course of business was fo r 
the p la in t if f  to  receive T ru s t Receipts 
am ounting  to assignments of the amounts 
payable by purchasers of the goods. The 
loans made by p la in t if f  were a ll paid ex­
cept three aggregating $165,000 made in  
December, 1924, and a pa rt of some ea rlie r 
ones, as to w h ich  the security  was in ­
adequate. I t  appeared th a t in  lend ing the 
last $165,000, p la in t if f  had neglected to  
get the  tru s t receipts to  w h ich  its  con­
tra c t en titled  it.
The Stern Company was declared bank­
ru p t on January 2, 1925, and was found 
to be tho rough ly  insolvent. I t  had been 
inso lvent a t the tim e  the au d it was made 
and the books had been fa ls ified  by those 
in  charge so as to  set fo r th  accounts 
receivable and other assets w h ich  were 
w h o lly  fic titious .
The s u it w h ich  p la in t if f  brought against 
the  defendants was based on tw o charges: 
F irs t, th a t the accountants had been neg­
lig e n t; second (and th is  count was ad­
ded a fte r the  t r ia l began), th a t th e ir  em­
ployees had been g u ilty  of fraud  and col­
lus ion  w ith  the  Stern officials.
W ith o u t rev iew ing  in  de ta il the vo lu­
m inous testim ony, i t  w i l l  suffice to say 
th a t in  fo u r p r in c ip a l features defendants 
were shown to  have been negligent.
In  the  f irs t place, defendants themselves 
uncovered erro rs in  the in ven to ry  in  the 
sum of more than $300,000, w h ich  should 
have given ground fo r suspicion th a t a ll 
was not r ig h t.
The p rin c ip a l item  co n s titu tin g  neg li­
gence was, however, in  connection w ith  
the accounts receivable. Stern & Co. had 
an account know n as its  “ Rubber Sales 
Account”  contained in  the general ledger. 
T h is  general ledger had not been posted 
since A p r il,  1923, and Seiss, an account­
ant employed by defendants, undertook
to do th is . He finished on February 3, 
1924.
The “ Rubber Sales Account”  consisted 
of one item  fo r each m onth  (tw e lve  fo r  
each year) p u rp o rtin g  to  represent the 
to ta l sales in  th a t m onth, and the item  
fo r December, as posted by Seiss, was 
$644,758.17. A fte r  he had finished, post­
in g  i t  on Sunday, F ebruary 3rd, Romberg, 
a Stern employee, a rb it ra r ily  added an­
other item  $706,843.07, w h ich  he to ld  
Seiss represented add itiona l sales in  De­
cember. I f  Seiss had gone to the other 
books of account, he w ould have found no  
entries a t a ll to  ju s tify  th is  $706,843.07, 
and i f  he had gone to the invoices he 
would have found 17 invoices aggregat­
in g  th is  amount, bu t in  a fo rm  so d if­
fe ren t from  the cu rren t invoices as in ­
ev itab ly  to  have excited his suspicion, 
these fake invoices not show ing the name 
of the ship or a num ber of other usual 
features.
He took Romberg’s word th a t a ll was 
w e ll and ingenuously added the $706,-
843.07 in to  the to ta l assets.
The books showed an item  receivable 
fro m  the U n ited  B a ltic  C orporation of 
$113,199.50, a lthough the U n ited B a ltic  
C orpora tion was a seller of rubber to  
Stern and no rm a lly  a cred ito r. T h is  ex­
c ited the suspicion of the accountants 
and they made a query as to it ,  bu t were 
satisfied by Romberg te ll in g  them  th a t 
the B a ltic  Corpora tion had asked them  to  
deposit $100,000 so as to have funds on 
hand to  pay fo r  the next shipm ent and 
th a t they had deposited the other $13,000 
fo r  good measure.
In q u iry  by the accountants from  a num ­
ber o f banks to  whom T ru s t Receipts had 
been pledged, disclosed th a t ce rta in  re­
ceipts had been pledged w ith  two, three 
and even fo u r banks. The accountants, 
in  an attem pt to ju s t ify  th e ir  fa ilu re  to  
in q u ire  fu r th e r  as to  th is , na ive ly  re­
p lied  th a t the p ledging of the same ac­
count tw o  or three tim es a t th ree or fo u r 
d iffe ren t banks in  no way affected the 
assets and lia b ilit ie s , since these were 
ne ithe r d im in ished on the one hand nor 
increased on the  other by the  num ber of 
tim es th a t the same asset was pledged 
to a d iffe ren t c red ito r.
F rom  the testim ony i t  w ould seem very 
d ifficu lt to  escape the conclusion th a t 
Seiss, who passed over the  $706,843.07 
item , m ust have been in  co llusion w ith  
Stern to  g ive a certifica te  on the  fa ith  
of w h ich  Stern could borrow  more money.
The defense was fou r-fo ld :
F irs t,  th a t the  defendants had under­
taken to  make on ly a balance sheet aud it 
(on w h ich  they had spent 300 hours and 
been paid $1,100.), and th a t they had not
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undertaken to c e rtify  th a t the assets and 
lia b ilit ie s  were ac tua lly  as shown by the 
books;
Second, th a t they had been employed 
by Stern & Co., on ly  and not by the 
p la in tiff, and tha t they had no du ty to 
the p la in t if f ;
T h ird , th a t the p la in t if f  had been g u ilty  
of con tribu to ry  negligence in  fa il in g  to 
ascerta in th a t S tern & Co. was insolvent 
before m aking the loans in  question;
Fourth , th a t the p la in tiff, in  m aking 
its  loans, had not re lied on the defen­
dants’ certificate, and tha t defendants’ a l­
leged negligence or fraud  was not the 
prox im ate cause of p la in t if f ’s damage.
W ith  regard to  the charge of negli­
gence, defendants contended th a t they 
were not supposed to have verified each 
item  a ll th rough  the books, but th a t they 
employed w hat is know n as the process 
of tes ting  and sam pling. They contended 
th a t they had exercised reasonable care 
and th a t any m istakes w h ich  had been 
made were honest m istakes.
The case was tr ie d  before Judge Walsh, 
and at the close of the  testim ony he d i­
rected a ve rd ic t fo r  the defendants on 
the fraud  charge, bu t le ft  i t  to  the ju ry  
as to  w hether the defendants had been 
negligent, reserv ing the po in t of law  as 
to  whether defendants were under any 
such du ty to  p la in t if f  as to  create a l i ­
a b il i ty  by defendants to  p la in t if f  fo r  neg­
ligence. The ju ry  rendered a ve rd ic t fo r 
$187,576.32, w h ich  the  T r ia l Judge, in  
decid ing the reserved po in t of law, set 
aside on the ground th a t there was no 
re la tion  between the p la in t if f  and the de­
fendants as gave rise to  a du ty  by de­
fendants to the p la in t if f.  T h is  judgm ent, 
however, was reversed by the Appellate 
D iv is io n  of five judges, by vote of three 
to  two, the m a jo r ity  ho ld ing  th a t the de­
fendants’ knowledge of the  use to  w h ich 
the certificates were to  be made by 
Stern, coupled w ith  the fact of the de­
liv e ry  of the duplicate o rig ina ls  to  Stern 
(w h ich  could be used fo r  no conceivable 
purpose other than securing c red it on 
the fa ith  of them ) pu t the defendants un­
der a du ty of care to everyone who prop­
e rly  received and re lied on the certificates.
The Appellate D iv is io n  accord ing ly  en­
tered judgm ent in  favor of the p la in t if f  
against the  defendants fo r the amount 
of the verd ic t. T h is  judgm ent was in  
tu rn  reversed by the highest Court of 
New York, the C ourt of Appeals, w h ich  
held th a t there was no re la tion  between 
the p la in t if f  and the defendants w h ich 
gave rise to  a l ia b i l i ty  by the defendants 
to the p la in t if f  fo r  negligence, bu t th a t 
the T r ia l Judge was w rong in  re fus ing 
to  leave to the ju ry  the  charge of fraud. 
The case, accordingly, has been sent back 
fo r a new t r ia l on the fraud  charge, w ith  
the negligence charge perm anently dis­
missed.
A ll the Courts apparently agreed tha t 
the re  was suffic ient evidence of neg li­
gence to  w a rra n t the ve rd ic t of negligence 
i f  the re  was a du ty  by the defendants 
to the  p la in t if f  to  avo id being negligent.
None o f the Courts discussed very ex­
tens ive ly  the  features of the defense re la­
tive  to  co n trib u to ry  negligence and p ro x i­
mate cause. I t  w ould appear th a t Von 
Goeben, the President of the U ltram ares 
Corporation, was qu ite  fr ie n d ly  w ith  
S tern (defendants said “ in tim a te ,”  p la in ­
t i f f  contended th a t they ha rd ly  knew one 
another) and th a t in  December, 1924, at 
the very  tim e  the loans in  su it were be­
in g  made, Von Goeben had resigned from  
the U ltram ares C orpora tion to become 
Vice-President o f S tern & Co., w h ich  posi­
t io n  he was to  assume December 31. There 
was also evidence th a t the U ltram ares 
Corporation its e lf had been negligent in  
not securing the T ru s t Receipts on the 
fa ith  o f w h ich  its  loans had been made.
I  w ould an tic ipa te  th a t these features 
of the case w i l l  receive more a tten tion  
at the  re tr ia l.
Com ing now to the law  of the case, as 
discussed in  Judge Cardoza’s op in ion, the 
p rinc ip a l question involved was whether 
there was between the defendants and 
th is  p la in tiff, w ith  whom  the defendants 
had had no d irec t dealings whatever, any 
such re la tion  as to give rise to  a duty 
on the pa rt of the defendants to re fra in  
from  negligence lest the p la in t if f  be in ­
ju red thereby. As you doubtless know, 
fo r one person to  recover damages fo r 
negligence from  another, pre-supposes 
not on ly  th a t the defendant sha ll have 
been careless, bu t th a t he shall have been 
careless in  connection w ith  som ething as 
to w h ich  he owed to the p la in t if f  a du ty 
to be carefu l.
Before th is  case was decided in  the 
lower Court, there had never been any 
decision by a h igh  C ourt in  w h ich  one 
man had been held liab le  fo r  damage to 
the property of another where there had 
been no d irec t dealings between the pa r­
ties and where the defendant, a t the tim e 
of com m ittin g  the acts complained of, 
had no means of know ing  to  whom he 
would be liab le  fo r  negligence or in  w hat 
amount.
There were, however, a number of de­
cisions and a num ber of established legal 
p rinc ip les hav ing an in d ire c t bearing on 
the decision.
In  the firs t place, i t  has long been set­
tled tha t one who sells an a rtic le  in  
which there is a la te n t defect, the  re­
su lt of carelessness on the pa rt of a m an­
ufactu rer, is liab le  fo r  any physical in ­
ju ries  w h ich  may resu lt to  any one who 
r ig h t ly  comes in to  possession of the a r­
tic le  and uses i t  in  the  way fo r  w h ich  
i t  was intended. The leading case is 
one in  w h ich  the B u ick  M otor Company 
was held liab le  fo r  personal in ju r ie s  to
one who bought from  a re ta ile r an auto­
mobile, w h ich  the re ta ile r had bought 
from  the  B u ick  Company, and one o f the 
wheels of w h ich  was defectively made and 
w h ich  broke and caused the accident, a l­
though the B u ick  Company had not i t ­
self made the  wheel, bu t m ere ly bought 
i t  in  the cond ition  w hich, by care, i t  
should have known was defective.
Those cases in  w h ich  a m anufacture r 
has been held liab le  to the purchaser 
from  the re ta ile r have been restric ted  to 
cases of personal in ju r ie s ; a lthough there 
is no log ica l difference between damage 
to the  person and damage to the prop­
erty, the  Courts have not extended the 
p rinc ip le  to  cover damages to  property .
Perhaps the lead ing case in  New Y ork  
is Glanzer v. Shepard, in  w h ich  the seller 
and purchaser of beans had agreed to  
sell fo r th e  w e igh t ascertained by the 
defendant, public weighers. The seller 
to ld  the  defendant to weigh the beans 
and advise the p la in t if f  of the  weight. 
The weigher, the defendant company, 
weighed them  negligently , as a resu lt of 
w h ich  the p la in t if f  paid the defendant fo r  
about 11,000 pounds m ore beans than 
were there. I t  was held th a t the p la in ­
t i f f  could recover fro m  the weigher the 
am ount of its  over-payment, the  seller 
being, I, assume, insolvent. Here, how­
ever, the w eigher had given the w e igh t 
d ire c tly  to  the p la in tiff. A lthough  the 
p la in t if f  had no t paid the weigher any­
th in g  fo r  his services, there was a d i­
rect re la tion  between them and, more im ­
portant, the am ount of possible l ia b i l i ty  
was determ inate.
The next applicable case was In te rn a ­
tio n a l Products Company v. E rie  R a il­
road, where p la in tiff, an im porte r, asked 
the R a ilroad Company to  advise i t  on 
w h ich  of its  docks certa in  goods were 
stored. The R a ilroad in fo rm ed the p la in ­
t i f f  th a t they were on Dock A, whereas 
they were re a lly  on Dock B, as a resu lt 
of w h ich  the  im p o rte r took out h is in ­
surance in  a way tha t precluded the re­
covery when the goods burned up. I t  
was held th a t the p la in t if f  could recover 
damages from  the Railroad. Here also 
the m axim um  damage was determ inable, 
and there was a d irec t re la tion  between 
the  parties, a lthough the p la in t if f  d id  not 
pay the  R a ilroad fo r the in fo rm a tion , the 
erroneous g iv in g  of w h ich  was the basis 
fo r  the su it. T h is  case also settled the 
question th a t there m ig h t be lia b i l i ty  fo r  
mere words, not accompanied by any act. 
Judge Cardoza said:
“ The E rie  was not held fo r  neg li­
gence in  the ren d ition  of the service.
I t  was held fo r words and no th ing
more.”
The next case in  po in t is Doyle v. Cha­
tham  & P henix Bank. Here the  Bank 
was trustee under a co lla te ra l tru s t deed 
to secure an issue of bonds. I t  executed
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on each bond its  certifica te to  the effect 
th a t the required co lla te ra l had been de­
posited w ith  it ,  whereas the co lla te ra l 
had not been deposited. I t  was held tha t 
the trustee was liab le  to  Doyle, who pu r­
chased one of the  bonds re ly in g  on the 
trustee ’s certificate, fo r  the damages suf­
fered by Doyle because of the absence of 
the required co lla tera l. T h is  case, you 
w i l l  observe, was a s lig h t extension of 
the scope of possible lia b il ity ,  in  tha t 
there were no d irec t re la tions between 
Dioyle and the Bank. Under the p rinc ip le  
o f the case, the Bank was liab le  to  any 
one who bought the bonds, re ly in g  on 
the  certificate, one of the purposes of 
w h ich  was obviously to  assure a ll who 
bought the bonds tha t the co lla te ra l had 
been deposited, a lthough the in d iv id u a l­
i ty  of the possible sufferer from  the 
B ank ’s negligence was not determ ined. 
The class, however, was determ ined and 
the extent of the possible l ia b i l i ty  was 
also determ ined at the face amount of 
a ll the  bonds certified.
The next case was Moch Co. v. Rens­
selaer W ater Company, in  w h ich  i t  was 
held th a t the W ater Company, w h ich  had 
contracted w ith  the m u n ic ip a lity  to fu r ­
n ish  w ater fo r  fire-plugs, was not liab le  
to  the owner of a house w h ich  burned 
down when the W ater Company fa iled  
to  fu rn is h  w ater fo r  the plugs. The 
Court re lied  on the fact tha t there was 
no re la tio n  between the house owner and 
the W ater Company g iv in g  rise to a duty 
by the W ater Company to the house 
owner to  fu rn is h  water. Here, of course, 
the class to  w h ich  l ia b i l i ty  m ig h t be as­
sumed was determ inate, consisting of a ll 
inhab itan ts  of the m un ic ip a lity , bu t the 
am ount o f the damage was inde te rm ina te  
and overwhelm ing.
The last case to w h ich  I  w ish to ca ll 
your a tten tion  is J a ille t v. Cashman. 
Here the defendant had supplied ticke r 
service to  brokers. When the famous 
case of E isner v. Macomber was decided, 
ho ld ing  th a t stock dividends were not 
taxable income, the representative of the 
t ic k e r service was w a it in g  in  the  Su­
preme C ourt a t W ashington. He d id  not 
know  of the custom of the Justices by 
w h ich  the de live ry of opin ions begins 
w ith  the ju n io r Justice. A ccord ing ly, 
when Justice Brandeis delivered his op in­
ion, w h ich  was a d issenting opin ion, the 
agent rushed to  the telephone and re­
ported tha t the C ourt had held stock 
dividends to be taxable. T h is  news was 
sent out on the ticke r. Then the repre­
sentative went back and heard the  ma­
jo r ity  op in ion by Justice P itney, ho ld ing 
th a t stock dividends were non-taxable, but 
before the correction had been made on 
the ticke r the  p la in tiff, in  an endeavor 
to make a scoop, had sold a lo t of stocks 
short and was caught w ith  them when 
the m arket re-opened. The C ourt held
tha t the t ic k e r service owed no du ty  to 
investors who re lied on the accuracy of 
the service, s ta tin g  th a t i f  such were the 
law, even newspapers m ig h t be liab le  fo r  
damages caused by m is-in fo rm ation  w h ich  
they had circu la ted. Here, i t  w i l l  be ob­
served, both the class and the amount of 
l ia b i l i ty  were indeterm inate .
A fte r rev iew ing  a ll these cases in  the 
U ltram ares opinion, Judge Cardoza held 
th a t a lthough the tendency of the law  
was tow ard greater respons ib ility  both fo r 
negligence in  action and accuracy of 
statement ( “ The assault upon the citadel 
of p r iv ity , ”  he says, “ is proceeding in  
these days apace.” ), no decision had gone 
so fa r as to hold the defendant liab le  in  
damages to p roperty  where there was no 
contract re la tio n  between the defendant 
and the p la in tiff, and where, a t the tim e 
of do ing the  negligent act or m ak ing  the 
negligent statement, both the  class and 
the am ount of damage w h ich  m ig h t be 
suffered were indeterm inate .
Judge Cardoza said th a t the question 
presented to  h im  was whether such an 
extension shall be made. The Court held 
th a t i t  should not, and dismissed the 
judgm ent based on a ve rd ic t of neg li­
gence, on the ground th a t there was no 
p r iv ity  of re la tio n  between the p la in t if f  
and defendant g iv in g  rise to  a du ty  on 
the pa rt of the defendant to be carefu l, or 
g iv ing  rise to  a r ig h t of action by the 
p la in t if f  against the defendant fo r the 
la tte r ’s negligence.
There are two po in ts in  connection 
w ith  th is  op in ion not specifica lly stated 
by the Court, but, I  believe, reasonably 
involved in  the op in ion and the discus­
sion, w ith  the en tire  soundness of w h ich  
I  have not been able to sa tis fy  myself.
I  m ake th is  statem ent w ith  some hesi­
ta tion , since m y experience w ith  Judge 
Cardoza’s op in ions is th a t even where I  
approach one of h is  opin ions w ith  a bias 
against it ,  I  usua lly  find, on fu r th e r  re­
flection, th a t Judge Cardoza was r ig h t 
and I  was wrong. These two points are 
as fo llow s:
F irs t, the  im p lica tio n  is th a t i f  Stern, 
instead of m ere ly ask ing fo r  32 certified 
o rig in a ls  (w h ich  defendant m ust have 
known were solely fo r  the  purpose of 
presenting to  lenders o f money) had 
asked the defendants to  send a verified 
certifica te  to  the U ltram ares Corporation 
fo r  the  purpose o f induc ing  the la tte r  to 
make a loan o f $165,000, then under the 
Glanzer case the defendants w ould ap­
pa ren tly  have been liable. I  am unable 
to  see any log ica l difference between such 
a s itua tion  and the  ob ta in ing  by Stern of 
the 32 duplicate o rig ina ls  when the  de­
fendants knew  th a t the re  were no direc­
to rs  o r stockholders fo r  whom  they were 
destined, and th a t the  on ly  possible per­
sons to  whom  they could have been given 
were fu tu re  cred ito rs  who were to  be in ­
duced to  m ake th e ir  loans on the fa ith  
o f th is  certifica te . N o r can I  see th a t 
the re  w ou ld  have been any log ica l d iffe r­
ence i f  the  defendants had know n how 
m uch Ultrasmares was proposing to  loan. 
One who signs or endorses a  b lank check 
m ay be ve ry  foo lish , bu t is no t relieved 
from  l ia b i l i t y  thereby.
Second, i t  is  im p lied  in  the op in ion 
th a t i t  is  unreasonable to  expect account­
ants w ho c e rt ify  a balance sheet to  the 
corpora tion em ploying them  to  look out 
fo r  fra u d  on the p a rt o f th e ir  employer. 
O f course, i f  an in d iv id u a l asks an ac­
countant to  a u d it h is books fo r  h is  own 
in fo rm a tio n , i t  would be unreasonable to  
expect the  accountant to be on h is  guard 
against the  fra u d  of the  in d iv id u a l so 
em ploying h im . In  the case of corporate 
audits, however, su ch is  no t the  s itua tion . 
The president o f the  corporation, or the 
treasurer, or com ptro lle r, employs the 
accountants to  au d it the books in  order 
to  sa tis fy  the d irec tors , or the  stockhold­
ers, o r the  cred ito rs, and one o f th e im ­
po rtan t th ings  th a t they w ish to be sat­
isfied about is  th a t the accounts have 
been honestly made by the employees of 
the  company.
W h ile  the  decision in  th is  case re la tive  
to  the  charge o f negligence was based on 
the p rin c ip le  th a t there was no p r iv ity  
between the  p la in t if f  and the defendants 
—no re la tion  g iv in g  rise  to  a du ty  by the 
defendants to  the  p la in tiff, fo r  neglect of 
w h ich  p la in t if f  cou ld ho ld defendants 
liab le—a m ore convinc ing ju s tifica tio n  of 
the decision, to  m y m ind, is found in  the 
last sentence o f Judge Cardoza’s op in ion 
on th is  branch of the case, where he 
says:
“ I f  the re  has been ne ithe r reckless m is­
statem ent no r insincere profession o f an 
opin ion, on ly  honest blunder, the  ensuing 
l ia b i l i ty  fo r  negligence is one th a t is 
bounded by the  con tract and is to  be 
enforced between the parties by whom 
the contract has been made. We doubt 
whether the average business man, re­
ceiving a certificate without paying for 
it, and receiving i t  merely as one among 
a multitude of possible investors, would 
look fo r anything more.”
Here we have the suggestion th a t the 
average business man, who has no d irect 
re la tio n  w ith  accountants, cannot reason­
ab ly have been expected to  have re lied  on 
the accountants’ certifica te in  lend ing a 
substantia l sum of money.
T h is  in troduces the  p rinc ip le  o f what 
we lawyers ca ll prox im ate  cause and con­
tr ib u to ry  negligence. Even i f  a person 
by Whom a du ty  o f care is owed is neg li­
gent, I  cannot recover damages fro m  h im  
fo r an  in ju ry  to  me i f  i t  appears th a t in  
do ing th e  act th a t caused the in ju ry , I 
d id  not re ly  on his being care fu l, bu t pro­
ceeded on m y own respons ib ility . Thus, 
i f  I  see an autom obile being carelessly
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d rive n  a t a h igh  speed, and de libera te ly 
w a lk  in  fro n t o f it ,  I  cannot recover 
damages.
S im ila r ly , in  actions fo r  deceit. I f  i t  
appears th a t the p la in t if f  d id  not re ly  On 
the defendants’ fraud u len t representa­
tions, bu t re lied  on h is  own investiga tion , 
he cannot recover, since the  proxim ate 
cause of the damage to  h im  was not the 
defendants’ w ro ng fu l act, bu t was his 
own carelessness w h ich  in tervened be­
tween the w rong  of the defendant and the 
damage.
In  the stock tic k e r case, we would a ll 
say th a t anybody who w ould buy stock on 
the fa ith  o f a newspaper artic le , or on 
the fa ith  o f a statem ent in  a t ic k e r serv­
ice, was ta k in g  an undue risk . C erta in ly , 
especially since the  C ourt has announced 
th is  decision, the re  is no serious in jus tice  
in  denying a recovery against account­
ants to  people who lend money m ere ly 
on such a certifica te  as th is , w ith o u t any 
in q u ir ie s  from  the accountants them ­
selves, or w ith o u t w a rn in g  the account­
ants th a t they propose to  lend a specific 
sum on the fa ith  o f the  certificate.
W h ile  the b r ie f filed on behalf of the 
Accountants’ Association predicted d ire  
consequences to  accountants in  general, 
i f  th e ir  l ia b i l i t y  fo r  negligence was sus­
ta ined in  accordance w ith  the m a jo rity  
op in ion  of the  A ppellate D iv is ion , never­
theless the b r ie f fo r  the  U ltram ares Cor­
po ra tion  in  the  C ourt o f Appeals quoted 
from  reasonable statements in  a number 
o f Accountants’ Journals to  the effect 
th a t i t  would be to  the  advantage of the 
responsible and care fu l accountants to 
have such lia b i l i t y  sustained, insomuch 
as i t  w ould put a prem ium  on th e ir  cer­
tificates.
In  m y opin ion, ne ithe r of these con­
ten tions is  sound. There would be no 
d ire  consequences to  care fu l accountants 
i f  the op in ion  of the low er Court had 
been sustained, since any accountants 
can rea d ily  pro tect themselves against 
l ia b i l i t y  by q u a lify in g  th e ir  certificate. 
On the other hand, any accountants who 
w ish to  assume fu l l  resp on s ib ility  in  an 
u n lim ite d  am ount to  any one re ly in g  on 
the  certificate, can do so in  spite o f th is  
decision and m ake th e ir  ce rtifica te  in  
sub s tan tia lly  the  fo llo w in g  fo rm :
“W e hereby c e rtify , fo r  the benefit of 
any one contem plating extended c red it in  
any  am ount to  John Jones & Company, 
th a t as of December 31, 1930, the  busi­
ness o f John Jones & Co. has a net w o rth  
o f $1,070,234.86 (and we don’t  mean 
m aybe).”
In  the  argum ent of th is  case, the de­
fendants, and also the  representatives of 
the Accountants’ Association, suggested 
th a t i t  was possible fo r  the  accountants 
to  insure  themselves against th is  r isk , 
bu t I  doubt i f  th is  is  the  case. M y in ­
q u iry  has led me to  believe th a t i t  would
not be possible to  ob ta in  a po licy fo r  an 
un lim ite d  amount, o r probably fo r more 
than  $50,000. W hile , of course, a ll o f 
you accountants can rea d ily  afford to  pay 
$50,000, w hat you w ant is in d e m n ity  
against a serious amount.
I t  is a lways possible, however, fo r  an 
accountant to  guard h im se lf against lia ­
b i l i t y  such as was sought to  be imposed 
in  th is  case by a re s tr ic tiv e  prov is ion  in  
the certificate. The w ord ing  of such a 
prov is ion  you can rea d ily  ob ta in  from  
you r lawyers. Various form s are also 
suggested, I  understand, in  the  lite ra tu re  
o f your Association. W hat, I  fear, hap­
pens in  m any instances; is th a t the em­
ployer wants to  get an unqualified cer­
tif ica te ; th a t he is able to  get such a 
ce rtifica te  from  a ce rta in  class o f account­
ants, and th a t unless the  accountant in  
question is w i l l in g  to  give it ,  he m ay em­
ploy the  others, and tha t, therefore, com­
pe tition  induces certa in  accountants to 
give an unqualified certifica te against 
th e ir  be tte r judgm ent. I  should not be 
surprised i f  these considerations had en­
tered in to  the g iv in g  of the certifica te  in  
the  U ltram ares case. Could we be sure 
th a t i f  Touche, N iven & Co. had stated in  
th e ir  ce rtifica te  th a t i t  was given on ly 
fo r the in fo rm a tio n  o f Stern and was not 
to  be re lied  upon by any in s titu tio n s  pro­
posing to  lend money to  Stern, tha t 
Touche, N iven & Co. w ould have been 
employed and received th e ir  $1,100? I f  
such were the  case, and the accountants 
gave the unqualified certifica te in  order 
to  avoid los ing the business, is i t  fa ir  fo r  
them  to  com plain when they are held re­
sponsible?
W h ile  the C ourt o f Appeals dismissed 
the case based on negligence, they re­
versed the judgm ent of the T r ia l Court 
who had dism issed th e  case based on 
fraud. The Court o f Appeals said tha t 
in  th e ir  op in ion there was sufficient evi­
dence to  go to  the ju r y  th a t the action of 
the defendants had been fraudu len t and 
th a t the  case should be re-tried  on th is  
basis. The C ourt said th a t if ,  in  the ac­
countants’ certificate, a statem ent is 
made in vo lv in g  the representation of an 
ex is ting  fact, the defendants are liab le  
fo r deceit in  the event th a t such state­
m ent is false, w hether they believe i t  to 
be true  or not. Even an opin ion, the 
Court said, especially an op in ion by an 
expert, m ay be found to  be fraud u len t i f  
the  grounds supporting  i t  are so flim sy 
as to  lead to  the  conclusion th a t there 
was no genuine be lie f back of it .  The 
defendants, the C ourt said, certified as 
a fact, tru e  to  th e ir  own knowledge, tha t 
the balance sheet was in  accordance w ith  
the books o f account. I f  th e ir  statem ent 
was false, they are not to be exonerated 
because they believed i t  to be true. “ We 
th in k  the  tr ie rs  of the facts m ig h t hold 
i t  to  be false.”
The C ourt then re ferred again to  the 
$706,000 item  and held th a t th is  involved 
circumstances so suspicious as to  w a rra n t 
the inference o f deliberate fraud . “ The 
defendants were pu t on th e ir  guard by 
the circumstances touch ing the Decem­
ber accounts receivable, to  scru tin ize  w ith  
special care. A  ju r y  m ig h t find  th a t w ith  
suspicions thus awakened they closed 
th e ir  eyes to  the  obvious and b lin d ly  
gave assent.”
As the  case now stands, therefore, the  
exem ption from  lia b i l i t y  fo r mere neg li­
gence is sustained, bo th  as applied to  th is  
case and as applied to  the law  o f New 
Y ork  fo r  the fu tu re  in  o ther cases. In  
th is  p a rtic u la r case, there  w i l l  be a re­
t r ia l  based on the theory th a t the de­
fendants’ action was so grossly and 
m a in ly  careless as to  w a rra n t the in fe r­
ence o f fraud  and m is-statement, e ithe r 
de liberate or so grossly reckless as to  be 
equally culpable.
A t the re tr ia l, I  should expect th a t the  
counsel fo r  the  accountants would con­
centra te  th e ir  a tten tion , no t so much on 
exonerating themselves from  blame, as 
in  a ttem p ting  to  show th a t the damage 
resulted ra th e r from  the carelessness of 
the p la in tiffs  themselves. The re la tions 
between Von Goeben, the  President of 
the  U ltram ares Corporation, and Stern, 
the  fact th a t the  p la in tiffs  neglected to 
ob ta in  the  t ru s t receipts fo r  the rubber 
to  w h ich  th e ir  con tract en titled  them, 
and fa ilu re  o f the  bankers in  lend ing 
large sums to  make specific in q u ir ie s  of 
accountants and not b lin d ly  lend such 
sums and keep on lend ing them  fo r a 
year w ith o u t in q u iry — a ll these c ircum ­
stances w ou ld  p o in t to  the  conclusion 
th a t the  prox im ate  cause o f the  damage 
to the p la in t if f  was not the  carelessness 
or fraud  of the accountants, bu t was the  
negligence o f the p la in t if f ’s own officers 
and employees. I  should th in k  th a t the 
accountants m ig h t very w e ll en te rta in  
hopes o f a ve rd ic t in  th e ir  favo r in  v iew  
o f the fact th a t the  defendants were be­
in g  subjected to  a l ia b i l i t y  o f $200,000 
when they had on ly  been paid $1,100.
One th in g  I  w ish  to  m ake e n tire ly  clear 
before I  close, w h ich  is th a t w h ile  a ll the  
statements o f la w  and fact in  th is  ad­
dress, to  w h ich  you have so p a tie n tly  
listened, have been made by me believ­
in g  them  to  be e n tire ly  correct, and w h ile  
m y statements have been obtained fro m  
sources w h ich  I  believe to  be re liab le , 
nevertheless i f  any o f you accountants 
assume to  guide you r fu tu re  actions by 
the in fo rm a tio n  o r advice w h ich  you 
gather from  m y address, as you under­
stand it ,  and thereby deprive you r a t­
torneys of th e ir  proper legal fees, you 
may be sure th a t i f  you get yourselves 
in  troub le  thereby, you w i l l  no t be able 
to  recover any damages from  me or fro m  
m y firm .
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Rate Cutting--A Serious Problem
R a t e -c u t t i n g  is, in  m y  o p in io n , one of th e  m o st se r io u s  p ro b lem s you h o te l m en  h a v e  to  fa ce  to d ay , 
an d  th e re fo re  I a m  g lad  to  h a v e  been  
a sk ed  to  ta lk  a b o u t it. T h e re  a re  m an y  
k in d s  of ra te -c u ttin g — th e  g iv in g  of th is  
a n d  th a t  g r a t i s  to  g u ests , th e  g ra n tin g  of 
co m m iss io n s  an d  d isc o u n ts  a n d  v a r io u s  
o th e r  su b te rfu g es . B u t I  am  g o in g  to  
sp e a k  o n ly  of th e  d ire c t re d u c tio n  in  
p rice s . T h a t  th is  fo rm  of ra te -c u tt in g  is 
se r io u s  is  ev id en ced  by  th e  fa c t  t h a t  w e 
as  a c c o u n ta n ts  find ro o m  ra te s  d e c re as in g  
m o n th  by m o n th , n o t o n ly  in  old h o te ls , 
b u t  in  b ra n d  n ew  ones. W e find h o te ls  
s e l l in g  as m an y  a s  20 p e r  c e n t of th e i r  
ro o m s each  d ay  a t  sp ec ia l p rice s . R oom  
c le rk s  ip  m an y  in s ta n c e s  a re  g iv en  fu ll 
a u th o r i ty  to  m ak e  sp ec ia l r a te s :  “ If  a 
p ro sp ec tiv e  g u e s t w a n ts  a  ro o m  fo r  $3.50 
a n d  th e re  a re  n o  m o re  of th e  re g u la r  
ones a t  th a t  p rice , g ive  h im  a  $5.00 room  
or a n y  you  h av e  le f t fo r  $3.50, b u t d o n ’t  
le t  h im  g e t a w ay .” T h ese  a re  v i r tu a l ly  
th e  o rd e rs  to d ay  in  m an y  h o te ls . In  
o th e r  w o rd s , h o te ls  a re  p lac in g  th em se lv es  
in  th e  sam e  c a teg o ry  w ith  th e  p u sh -c a r t 
p e d d le r  a n d  th e  E as t-s id e  sh o p k e e p e r; th e  
b e t te r  b a rg a in e r  a  p e rso n  is, th e  low er 
p r ic e  he  p ays, a n d  if  th e  p ra c tic e  con­
tin u e s , th e  p u b lic  w ill becom e so acc u s­
to m ed  to  b a r te r in g  fo r  ro o m s th a t  yo u  m ay  
a ll be com pelled  to  fo llow  th e  ta c t ic s  of 
H e s te r  S tre e t.
Our records on the T rend of Business 
in  Hote ls show th a t the average room 
ra te  has declined more than 10 per cent 
in  the last fou r years. The losses in  
revenue are already serious and the hotel 
in d u s try  m ust not pe rm it itse lf to  be 
stampeded in to  fu r th e r  ra te-cu tting . The 
pub lic  reads constantly in  the press these 
days about com m odity prices “ reaching 
lowest levels,”  and n a tu ra lly  they expect, 
and demand, low er hotel rates. You m an­
agers un res is ting ly  adm it the logic of 
th e ir  argum ent, and cut your prices. B ut 
there are ample reasons w hy hotels should 
not reduce, and you and your guests 
should a ll be fa m ilia r  w ith  them.
H o te l Rates D id  N ot Increase
In  the firs t place, hotel rates d id  not 
increase du rin g  the fo u r or five years 
p r io r  to the slum p as d id  most other 
prices. There has been so much com peti­
tio n  because of over-bu ild ing th a t the 
trend  of hotel rates was downward even 
w h ile  the stock m arke t was soaring and 
most prices were sky-rocketing. As fa r 
back as 1926 the  over-construction s itua­
tio n  had become so acute th a t the A m e ri­
can H ote l Association appointed a com­
m ittee  to  help its  members in  th e ir  efforts 
to  cope w ith  it .  In  1928 a num ber of
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prom inent hotel men financed a survey 
by a na tio n a lly  know n organ ization not 
affilia ted in  any way w ith  the hotel in ­
dustry. T h is  survey revealed tha t the 
in d u s try  was o ve rb u ilt; and yet hotel 
construction  went r ig h t  on. Under such 
conditions— over-construction w ith  conse­
quent cu t-th roat com petition— rates were 
forced down, and there fore the average 
hotel charges never d id  increase along 
w ith  other prices. In  1929 more hotels 
lost money than made money. And so, 
w ith  rates a lready down and pro fits  the 
exception, how can there be fu r th e r  cuts 
in  rates w ith o u t jeopardy and chaos to  
the en tire  industry?
La rge s t Share o f Guest D o lla r  F o r  
F ix e d  Overhead
M ore of the custom er’s do lla r goes in to  
fixed overhead in  the  hotel than in  any 
other indus try . Y our in terest, taxes, in ­
surance and depreciation have not been 
reduced one penny; in  fact, taxes are 
creeping up year a fte r year. And in  the 
average hotel 50 per cent or more of 
every do lla r taken in  fo r rooms goes fo r 
the fixed item s enumerated. The s itua­
tio n  is qu ite  d iffe ren t in  the re ta il m er­
chandis ing business. Stores— departm ent, 
drug, men’s c lo th ing , grocery, and jew­
e lry— spend less than 5 per cent of th e ir  
sales fo r  ren t. Merchandise cost is th e ir  
p rinc ip a l item  of expense, and i t  varies 
from  65 per cent in  departm ent stores 
to  80 per cent in  grocery stores. I f  fo r 
any reason whatever com m odity prices 
fa ll, re ta il stores can qu ick ly  pass along 
the reduction to  th e ir  customers. B ut 
the cost of your stock-in-trade— rooms— 
was fixed at the tim e  the hotel was b u ilt.
W hen trave l declines, as i t  has in  th is  
period of general depression, the ra ilroads 
can take off tra in s  or reduce the length of 
them. W hen buy ing is slow the m er­
chant can ad just h is purchases to  his 
sales; i f  he is overstocked he can store 
some of his supply and realize som ething 
on i t  when business picks up. B u t the 
hotel room w h ich  is not sold today is a 
to ta l loss— it  is w o rth  less than yester­
day’s newspaper. These comparisons, not 
o rig in a l w ith  me, are pecu lia rly  apropos 
at th is  tim e when so m any of you each 
day have unsold rooms on your hands.
Reasons W h y  H o te l Rates M u s t Be 
M a in ta ined
Le t me repeat fo r  emphasis the three
reasons I  have given w hy hotel rates 
should not be reduced, no tw iths tand ing  
the  general declines in  wholesale and re­
ta il prices. They are:
1. H o te l rates d id  not increase du rin g  
the  period o f in fla tio n ; ta k in g  in to  con­
s ide ra tion  w hat the guest gets fo r  his 
money, the rates are low er today than 
they ever were.
2. The p rin c ip a l item  of cost w h ich  
m ust come out o f the money w h ich  the 
hotel guest pays fo r  a room is ren t, o r 
its  equivalent in  in te rest, taxes, in su r­
ance and depreciation. T h is  cost is fixe d ; 
the hotel owner cannot shop around and 
buy th is  lead ing item  cheaper, as can the 
grocer, who spends 80 per cent of the cus­
tom er’s do lla r fo r  merchandise.
3. Hote ls today are faced w ith  the prob­
lem of low  occupancy brought about by 
the  un iversa l economic conditions. Low  
occupancy au tom atica lly  increases the 
cost o f fixed charges per room occupied, 
since the rooms sold m ust bear the bu r­
den of the cost o f those not sold.
C u tt in g  Rates Does N o t Increase Sales
Some one unacquainted w ith  the hotel 
business m ay contend th a t i f  hotels w ould 
reduce th e ir  rates, m ore people w ould 
trave l and the increased volum e w ould 
more than offset the reductions. I  do not 
believe i t  would w o rk  out th a t way. I  
feel ce rta in  th a t a general reduction in  
hotel rates w ould not s tim u la te  tra ve l to  
the  extent o f augm enting profits. Peo­
ple who are obliged to  tra ve l w i l l  tra ve l 
and stay in  hotels regardless of w hether 
the rate fo r  a room is f i f ty  cents h ighe r 
or low er— and to  people who are able to  
trave l fo r pleasure a  out of h a lf a do l­
la r  won’t  prove any great inducement. 
How then can lo w ering  you r rates help 
your business? Be sure you r rates are 
fa ir  both from  you r standpo in t and the 
pub lic ’s, and then have the courage to  
m a in ta in  them.
Le t us see w hat the  rate-cutters have 
accomplished. Each m onth  approxim ate­
ly  50 0 hotels report th e ir  sales to  us and 
we prepare a report called “ The Trend 
of Business in  H ote ls.”  The figures show 
an average decrease from  last year o f 
7 per cent in  the sale per occupied room 
and in d iv id u a l hotels show drops of 
from  15 to 20 per cent. I f  reduction is 
the correct po licy fo r  hotels then the 
volume o f business should not decrease as 
much in  the cut-rate hotels as in  those 
wh ich  refused to  slash. To find out w hat 
rea lly  d id happen, I  grouped a ll the ho­
tels in to  tw o  classes— in  one class those 
show ing reduction of 10 per cent and 
more in  average room rate and in  the 
other those show ing reduction o f less
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than 10 per cent. I  then proceeded to  
calculate the increase o r decrease in  
sales of each group. A nd w hat d id  I  
find? D id the  hotels w h ich  slashed rates 
stem the downward trend  of sales? They 
d id  not. The decrease in  room sales in  
th e ir  hotels was 18 per cent, whereas 
the  general decrease in  room  sales was 
o n ly  15 per cent.
A no ther in te res ting  fac t I  discovered 
in  s tudy ing  the sales records o f the ho­
tels w h ich  repo rt to  the  “ T rend of B usi­
ness”  was th a t in  some sections of the  
country, rate reductions have been much 
m ore m arked tha n  in  others. One or 
tw o  hotels in  a lo c a lity  w ould lead off 
by cu ttin g  th e ir  rates sharp ly— I  found 
a num ber o f 20 per cent cuts—and, fo r 
a tim e, these would lu re  business away 
from  th e ir  com petitors. Then the com­
pe tito rs  w ould n a tu ra lly  fo llow  s u it and 
in  order to  recoup th e ir  business would 
cut prices s t i l l  more d ra s tica lly . There 
is no use describ ing the  v ic ious c irc le—  
you cut, the  o ther fe llow  cuts, and you 
are a ll on the same level again, bu t the 
level o f both rates and p ro fits  is several 
degrees low er than  the o rig in a l one. I  
repeat: R ate -cutting  in  the hotel indus­
t r y  ava ils  you no th in g ; there is no ap­
preciable increase in  the to ta l num ber 
of guests, bu t the  same o ld  customers 
are s im p ly  swapped around a t lower 
rates, w h ich  o f course means reduced to ­
ta l sales and “ emaciated”  profits, or in  
m any instances actual loss.
Even in  hotels where rates have not 
been reduced, the  sale per occupied room 
has decreased, because fewer of the 
h igher priced rooms are being sold. I t  
is  p ra c tica lly  impossible to  segregate the 
decrease in  sale per occupied room defi­
n ite ly  in to  the  tw o component factors— 
actual reduction of rates by hotels, and 
demand by guests fo r  low er priced rooms. 
W h ile  tests in d ica te  th a t most o f i t  is 
a ttr ib u ta b le  to  actual low ering  of rates, 
due allowance m ust be made fo r  the ef­
fect of the requests fo r  m in im um  priced 
rooms. Thus the  percentages of de­
crease shown by ou r “ T rend of Business 
Reports”  and as quoted by me are some­
w hat greater than the actual reductions 
in  rates made by hotels.
Leaders M u s t Set Exam p le
The U n ited  C igar Stores Company and 
the Schulte R e ta il Stores C orporation re­
cen tly  increased the price of cigars and 
popu lar brand cigarettes. M r. Robert W. 
Jameson, f irs t vice president of the 
U n ited  C igar Stores Company, in  an­
nouncing the advance, described the 
chaos th a t has existed in  the tobacco in ­
du s try  fo r  several years and said: “ We 
feel th a t the trade in  general w ould fo l­
low  a leader m ak ing  an advance in  
prices.”  So, I  believe, w ould the  hotel 
in d u s try . In  fac t the strongest hotel of 
a class is  always watched by its  com­
pe tito rs  who usua lly  drop th e ir  prices 
s lig h tly  below those of the leader. Ob­
viously, then, the leaders in  the  hotel in ­
dus try  can do much to  s tab ilize  condi­
tions  by m a in ta in in g  the  usual rates and 
re fus ing  to  be drawn, th rough  com peti­
tion , in to  a panic o f rate-reduction.
R a te -C u ttin g  W i l l  N ever Be E n t ire ly  
E lim in a te d
B u t foo lish  as i t  is, com petition in  the 
fo rm  o f ra te -cu tting  w ill,  I  fear, go on 
u n t il there is established an Am alga­
mated H ote l C orpora tion or som ething of 
th a t sort w h ich  w i l l  monopolize the en­
tire  hotel business.
In  the  m eantim e w ha t w i l l  the hotel 
in d u s try  do? I  would advise three steps:
1. Create more business fo r the indus­
t r y  as a whole, and then each ho te l’s 
share w i l l  be la rger.
2. Exercise keener salesmanship in  the 
fro n t office.
3. Operate more economically.
The best way I  know  of to  create more 
business fo r the in d u s try  as a whole is 
by jo in t  pu b lic ity . In  addresses before 
other ga therings of hotel men I  have 
po inted out w hat a boon i t  w ould be to 
the in d u s try  i f  each of you would give 
one-tenth of you r annual advertis ing  ap­
p ro p ria tio n  to  a common fund  fo r pro­
m o ting  the  idea o f tra ve lin g  and liv in g  
in  recognized hotels. A t the present tim e 
you co llec tive ly  spend m illio n s  of do llars 
fo r  advertis ing , m ostly  in  the effort to 
a ttra c t business away from  each other.
R e ad jus t D oub le  Occupancy Rates
A no ther suggestion fo r  development of 
the whole in d u s try : I f  you feel tha t you 
m ust reduce rates, the re  is a constructive 
way to  do i t  instead of a destructive. I  
have argued against c u ttin g  single rates, 
bu t i t  is a pet theory  o f m ine tha t a re­
duction in  double rates w ould be gen­
e ra lly  beneficial even i f  accompanied by 
a rise in single rates. T h is  applies par­
t ic u la r ly  to  the European plan. I f  you 
d id  not charge so much add itiona l fo r 
the second person in  a room I  believe 
th a t m any m ore people w ould trave l 
double, and th a t tou ris ts  who nearly 
always tra ve l in  twos or threes would stop 
oftener in  hotels. Now, i f  a l l hotels of 
the coun try  raised European p lan rates 
fo r  single occupancy by 50 cents I  don’t 
th in k  the in d u s try  as a whole would lose 
one customer. People who trave l s ing ly  
are genera lly  on business bent; they 
have to  trave l. A nd i f  a ll hotels raised 
the s ingle ra te  50 cents and d id  not 
charge one penny extra  fo r  a second 
person in  a room w ith  a double bed, 
do you know  the room  sales w ould be 
exactly the same as they are today, even 
i f  there was no increase in  the number 
of guests? There w ould be no ex tra  
room charge fo r  these add itiona l guests 
(the  second person in  a room w ith  double
bed), bu t w h ile  the room sales would not 
increase, the restaurant, valet, laundry , 
telephone, etc., sales would, fo r  the busi­
ness of these departm ents varies in  d i­
rect p ropo rtion  to  the num ber of guests 
in  the  house. I  proved in  a recent ta lk  
in  Pennsylvania th a t the  p ro fit fro m  the 
money th e  second guest spends in  de­
partm ents other than rooms more than 
offsets the add itiona l cost fo r soap, linen , 
etc., used by h im .
Now don’t  m isunderstand me, I  am 
not recom m ending th a t you a ll go home 
and knock off the  charge fo r the second 
guest in  a room, bu t I  do believe th a t 
you should consider m ak ing  the charge 
more nom ina l th a n  i t  generally is at 
present.
S t il l another idea fo r  bu ild in g  up the 
business of the in d u s try  as a whole ra th ­
er than tea ring  i t  down by panicky rate- 
reductions: W hy not a ll of you get to ­
gether and encourage the tendency to ­
w ard  liv in g  perm anently in  hotels? This, 
too, offers a chance fo r some rate-adjust­
m ent of the proper k ind . Make your 
charges a ttra c tive  and your accommoda­
tions suitable, and you r “ perm anents”  
w i l l  undoubtedly increase. In  th is  age 
of rush and h u rry  the advantages of 
h o te l- liv in g  are obvious. I  sha ll no t go 
in to  the subject, bu t s im p ly  m ention i t  
as another steadying though t in  th is  
tim e of alarm s, another po in t in  a plan 
fo r  concerted action.
B e tte r  Salesm anship in  F ro n t  Office
As to m y suggestion regard ing sales­
manship. More astute salesmanship in  
the fro n t office w ould mean more capable 
coping w ith  the  present demand fo r  lower 
rates. I f  the room  c le rk  is handicapped 
by lack of sufficient help, i f  he has not 
had proper tra in in g , or i f  he is the 
w rong man fo r  the job, he w i l l  fo llow  
the line  o f least resistance and s im p ly  
take his order fo r  the  cheapest room 
available, m ak ing  no attem pt to “ se ll”  
the guest. In  m y opin ion, many hotel 
managers underestim ate the im portance 
o f the room clerk.
Reduce O pe ra ting  Costs
To keep your m inds off of rate-reduc­
tio n  t r y  keeping them  more steadily  on 
cost-reduction. In  m any instances no th­
in g  can be done to b r in g  back p ro fits  un­
t i l  business picks up or some of the 
overhead is w iped out. B u t often there 
are ways of checking or lessening losses. 
A nd i f  ever there was a tim e  in  hotel in ­
d u s try  when close con tro l was required 
now is th a t tim e. I  am m ere ly going to 
m ention the value of accounting, par­
t ic u la r ly  u n ifo rm  accounting, as an aid to  
reducing expenses. The use of the U n i­
fo rm  System fo r Hotels puts you in  a posi­
t io n  to  compare your expenses w ith  those 
o f other hotels. And, believe me, i f  some 
Continued on page 184
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Stock Brokerage Office Procedure
CUSTOMERS’ transactions have th e ir  inception in  the buy ing or se lling  order w h ich  acts both as 
original order and basis fo r  fu r th e r  of­
fice record. Orders, as received by the 
order c le rk, are time-stamped and num ­
bered, and then transm itte d  to  the floor. 
The order slips are then filed away under 
the name of the secu rity  in  tw o pigeon­
hole boxes, one Buy and one Sell. The 
order in  its  most elem entary fo rm  is one 
a t a price. A  m arke t in  the stock is then 
secured. I f  the customer desires to 
change the order, e. g., to  a m arke t order, 
the change is noted by crossing out the 
o rig in a l price and tim e-stam ping the 
order. The cancellation of the  o rig in a l 
order is communicated to the  floor and 
the new order insta lled  in  its  place. The 
order c lerk, upon rece iv ing word from  
the floor of the execution of an order, 
makes a record thereof on a sheet a r­
ranged under tw o columns, Buy and Sell.
F rom  tim e to  tim e, the order c le rk  
takes the order slips out of h is pigeon­
hole box and places the details of execu­
tio n  on the executed order slips. U n­
executed order slips are returned to 
th e ir  file  and slips representing 
executed orders w ith  details of name of 
customer, number of shares, stock, price 
and to  whom sold or of whom bought are 
sent to  the  ca lcu la ting  departm ent. Here, 
a comptometer operator places on the 
order s lip  the  am ount of the transaction , 
commission and tax. The com putation 
is then checked and the  s lip  given to  the 
m arg in  c le rk  fo r  recording. The m arg in  
c le rk  notes the transaction  on h is  m arg in  
take-off o r b lo tte r and fro m  tim e  to  tim e  
posts to  h is  m arg in  card, as hereafter ex­
plained. The order s lip  is then filed un­
der the security  name in  a pigeon-hole 
box fo r  comparison w ith  the  floor report. 
F loo r reports, con ta in ing  deta ils o f execu­
tion , i. e., num ber of shares, name of 
stock, p rice  and other b ro ke r’s name, 
w h ich  are sent up fro m  tim e  to  tim e, 
are attached to  the  corresponding order 
s lips and sent to  the  notice c lerk.
The m arg in  c le rk  posts fro m  h is  m ar­
g in  take-off (m entioned before) to  h is  
m arg in  card. In  the  case o f active ac­
counts he does no t post the  transactions 
u n t il the end of the day, since pair-offs 
w i l l  no doubt e lim ina te  m any changes in  
security  position. The m arg in  c le rk  in ­
dicates postings to  a short account by 
p lac ing a red "3 ”  alongside o f the record 
of the  trade on his take-off.
M arg in  cards are kep t on the basis of 
exact ledger balances. Changes in  secur­
i t y  positions are recorded by erasure of 
the old and subs titu tion  o f the new. The 
date and am ount o f net money change is 
ind ica ted in  the r ig h t  hand colum n to-
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gether w ith  the new balance. In  the case 
o f the when issued (W . I . )  accounts, en­
tr ie s  fo r  trades represent memorandum 
entries except fo r  the commission charge. 
E n trie s  are made fo r transfe rs to W. I. 
accounts fo r m arg in  purposes. The equ ity  
or deficiency is calculated on the basis of 
the p ro fit or loss on trades based on the 
difference between trade and m arke t va l­
ues and m arg in  transfe rred to the W. I. 
account.
The a u th o rity  fo r  a ll transactions re la­
tive  to customers other than trades or 
cash or securities received is contained 
in  the “ In s tru c tio n  Sheet,”  w h ich  is to 
be in it ia le d  by the proper parties and 
OK’d by a partner. Such transactions are 
payments to customers, transfe rs from  
one to another account, de live ry  of securi­
ties or payment of cash, p lacing of securi­
ties in  trans fe r to a customer's name or 
p lacing securities in  safekeeping.
Orders w h ich  do not state any definite 
tim e fo r execution are good fo r  the day 
only. Some orders at a price are placed 
m arked G. T. C. (good t i l l  cancelled) or 
w ith  some other in d ica tion  th a t they are 
to extend beyond the day on w hich 
placed. The order c le rk, at the end of 
the day, takes out a ll h is unexecuted 
order slips and puts aside orders to be 
carried  fo rw ard . He records these open 
orders on cards w h ich  are filed according 
to  security  name in  a book m arked Open 
Orders, and classified according to : 
Purchases— F u ll lo ts— B ig  Board 
Sales —  do —  do 
Purchases— Odd lots — do 
Sales —  do —  do 
and any other classifications needed. Con­
firm ations are sent to  customers on open 
orders; also on cancellation of open 
orders. O ther order room  form s provide 
fo r  quotations and reports.
The executed order s lips w ith  com­
pared floor reports attached are now 
ready to  act as the basis fo r  c learing 
house and accounting records. A  c le rk  
in  the  c learing  house departm ent takes 
these order s lips and places them  in  w ire  
baskets labelled according to  the nature  
o f the  transactions, e. g., c learing  house- 
buy, c learing  house-sell, ex c learing 
house-buy or sell, odd lo t-buy or sell, etc. 
The notice c le rk  takes the  slips fo r  the 
p a rtic u la r b lo tte r be ing prepared and 
makes up in  one opera tion:
Customer’s notice.
Stock Record notice.
Exchange t ic k e t and duplicate copy. 
(On sales duplicate copy is also ta x  b i l l ) .
Bookkeepers posting  medium.
C learing House b lo tte r.
C learing House N ig h t B ranch sheet.
Orders are sometimes received fo r  sp lit- 
up to several accounts. Upon execution 
of an order fo r  m ore than 100 shares the  
names o f several brokers may be secured 
fo r parts, in  100 or more share un its, of 
the to ta l order. The clearing  house b lo t­
te r is  made up w ith  one lin e  fo r  each 
b roker w ith  whom a transaction  takes 
place. W here more than one b ro ke r’s 
name is indicated, the customer may 
secure several notices to cover a trans­
action. S im ila r ly , orders from  several 
customers may be represented on one 
executed order. A  sp lit-up fo rm  is made 
up in  the m arg in  room and attached to 
the order s lip , a cross m ark  being placed 
on the order s lip  itse lf. W here the order 
is to  be s p lit up among several cus­
tomers, on ly  the  c learing  house b lo tte r 
and sheet and de live ry  ticke ts  are made 
up in  one operation. A  m emorandum is 
made in  the custom er’s colum n on the 
b lo tte r of the names and num ber of 
shares fo r  each customer. La te r in d iv id ­
ua l notices are compiled fo r each cus­
tom er along w ith  posting media fo r  book­
keepers and stock records. The order s lip  
is then filed in  the c learing  house de­
pa rtm ent fo r  reference in  case of a D. K . 
(D on ’t know ) on an exchange tic k e t or 
in  case of erro r.
The order c le rk, a fte r the close, com­
pares his record of executed orders w ith  
the b lo tte r record. The loan c le rk  and 
the c le rk  ta k in g  charge o f the stocks 
loaned and borrowed examine the order 
room sheet from  tim e  to  tim e  to  ascer­
ta in  changes in  position  and security  re­
quirements.
Clearing House Department:
I t  was noted th a t the  exchange tic ke t 
in  duplicate is  made up at the same tim e  
as the C learing House B lo tte r. O rig ina l 
exchange ticke ts  are sent fro m  tim e  to  
tim e  to  the  C learing  House fo r  assort­
m ent to o ther brokers, and the duplicate 
filed in  a pigeon-hole box in  the  C learing 
House D epartm ent cage. A t the  same 
tim e, exchange ticke ts  o f other brokers 
are picked up from  the so rtin g  box a t the 
C learing House and pu t in to  the  same 
pigeon-holes as the duplicates of our own 
exchange tickets. A rrangem ents are also 
made fo r  loan ing and bo rrow ing  stocks 
and re tu rn in g  same th rough  the C learing 
House. These transactions are pu t on 
separate sheets on the  C learing House 
B lo tte r and exchange ticke ts  s im ila r  to 
those on o rd in a ry  transactions ex­
changed. T ransactions on w h ich  dis­
putes occur or on w h ich  no exchange 
ticke ts  are received are “ cu t”  off the 
C learing House sheet; i. e., not included
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in  the settlem ent w ith  the C learing 
House (N ig h t B ran ch ). The exchange 
ticke ts of others and the duplicates of 
our exchange ticke ts  are so arranged 
(a lphabe tica lly  according to stocks) tha t 
the  C learing House D epartm ent can bal­
ance purchases and sales on any stock 
against each other and make up the bal­
ance to  receive or de liver. The b lo tte r 
(office record) is added and the  C learing 
House sheet should tie  up to  the totals 
there in .
“ When Issued” Transactions:
“ W hen Issued”  (W . I .)  transactions be­
gin, as other transactions do, w ith  the 
order room slip. However, the trade 
value is not p a rt of the accounting rec­
ords. The t ic k e t is sent to  the m arg in  
room and the commission recorded there­
on. The m arg in  c le rk  records details of 
the transaction  on a W. I. m arg in  card 
as a lready explained. A  W. I. b lo tte r is 
made up on a “ To Receive” fo rm  (since 
the on ly money e n try  is the debit fo r 
com m ission). F rom  tim e to  tim e, in te r­
mediate clearances take place w hich, in  
effect, represent m a rk ing  of a ll trans­
actions up to a fixed date to  the approxi­
mate value of th a t date and the replace­
ment of names on the o rig in a l purchases 
and sales by names to  receive or de liver 
on balance. A  d ra ft on, or a check to, 
the C learing House is used to balance 
the difference between the sum m ary of 
actual trades and the  same at clearance 
price. A t the tim e of such in te rm ed ia te  
clearance, regu lar b lotters, customer’s 
notices, etc., are made up, extending the 
money and a ll w ith o u t any e n try  fo r  the 
date. A t  the same tim e  ( in  the same 
opera tion) the notice to  customers is 
also made up w ith o u t p u ttin g  in  dates. 
W hen the stock is ready to  go “ reg u la r”  
the customers’ slips are dated and sent 
to  the m arg in  room fo r record ing on the 
customers’ cards (as w e ll as to close out 
the W . I .  tra n sa c tio n ). The transactions 
already on the  b lo tte r, are ready to  go 
th rough  in  the day’s w ork, and the fo l­
low ing  form s are made up in  one opera­
tio n  by the notice c le rk :
Customers’ W. I .  notice.
W. I. Contract.
Exchange t ic k e t and duplicate.
Office Record.
Bookkeeper’s record.
W. I. B lo tte r.
Cage Records:
Ex Clearing House Blotter (XCH Blotter)
The E x C learing  House B lo tte r in  most 
brokerage offices operates as a catch-all 
and ba lancing m edium  fo r  a ll transac­
tions. The X C H  b lo tte r, w ith  its  sub­
s id ia ry  records, contains the fo llo w in g  
types of transactions:
1. Balances to Receive and D e live r car­
ried  over from  the N ig h t C learing Branch 
by means of balance tickets.
2. Three-Way b lo tte r.
3. T ransactions fo r purchases or sales 
outside the C learing House (X C H ).
4. Mark-ups and Mark-downs, etc.
5. Receipts and de liveries of securities 
fo r  customers’ accounts against money.
6. Receipts and de liveries of securities 
fo r  customers’ accounts against no 
money.
7. F a il to D e live r and F a il to  Receive.
Cash transactions are handled as an
independent u n it  in  a cash book. Journa l 
E n trie s  not in vo lv in g  securities are not 
indicated on XC H  b lo tte r at a ll, an in ­
dependent jo u rn a l being kept. Expenses 
are kept as an independent record by 
ru n n in g  a separate bank account there­
fo r  and a separate expense record.
Balances to Receive and Deliver:
Balances to Receive and D e live r are 
carried  fo rw a rd  from  the C learing House 
B lo tte r in to  the X C H  b lo tte r in  the to ta l 
column (by means of balance tic ke ts ). 
The column headed “ am ount”  is es­
sen tia lly  a bank column, and is used 
on ly  where settlem ents are made by cash. 
E n trie s  not appearing in  the am ount col­
um n w i l l  represent pa rt of the Day 
B ranch C learing House settlement.
Three Way:
Some stocks not cleared through the 
N ig h t B ranch are cleared by the Day 
B ranch and go th rough  on w hat is known 
as a “ Three W ay tic k e t.”  A lso transac­
tions w h ich  were “ cu t”  off the C learing 
House b lo tte r (as explained above), i f  
compared the fo llow ing  day, w i l l  go 
th rough  Three W ay and thus be included 
in  the  Day B ranch C learing House set­
tlem ent. The Three W ay b lo tte r thus 
operates essentia lly  in  the to ta l column, 
since handled th rough  the C learing House 
and goes in to  the amount column only 
i f  f in a lly  handled XCH. The fo llow ing  
are made up in  one operation:
Customers' notice ( i f  a transaction  not 
cleared by the  N ig h t B ranch and cleared 
by the Day Branch. No custom er’s 
notice or posting media are required i f  
transaction represents a “ c u t”  on the 
C learing House b lo tte r) .
Stock Record Posting M edium  (on ly  as 
in  No. 1 above).
Exchange t ic k e t in  three sections is 
made fo r sell side only.
Tax b i l l on sell side.
Bookkeeper’s record (on ly  as in  1 and
2 above).
Transactions fo r  purchases and sales, 
XCH, fo r  w h ich  settlem ent is made by 
cash (check) are recorded in  the  amount 
and to ta l colum n of X C H  b lo tte r.
Mark-ups and M ark-downs on stocks 
loaned and stocks borrowed are handled 
by p u ttin g  the am ount of the check 
received or paid in  the  am ount colum n 
and revers ing the  o rig in a l transaction 
th rough the to ta l colum n and re ins ta tin g  
fo r  the new am ount th rough  the to ta l 
column.
Receipts and D eliveries against money 
are shown in  both to ta l and am ount 
columns when settled by check. I f ,  as in  
the case of securities received from  or 
delivered to banks w h ich  are members 
of the C learing House, settlem ent is made 
th rough  the C learing House, the trans­
actions are recorded in  the to ta l colum n 
only.
Receipts and D eliveries against no 
money are also handled th rough  the XC H  
b lotter.
F a il to  de live r and fa il to  receive item s 
are handled on a F a il B lo tte r. These 
b lo tte rs are arranged to ind ica te a week’s 
transactions. F a ilu res fo r  any day are 
recorded in  the colum n called “ O rig ina l 
E n try .”  The to ta l of th is  colum n is re­
corded in  sum m ary on the b lo tte r. Actua l 
de live ry is indicated in  the  colum n fo r 
the day on w h ich  de live ry is made and 
the to ta l of the day colum n posted to  the 
b lo tter. Open item s at the end o f the 
week are carried  fo rw a rd  to next week’s 
b lo tte r. Open item s must at a ll tim es 
agree w ith  the balance in  the general 
ledger con tro l account. Confirm ations 
are sent on F a il to Receive and F a il to 
D e live r item s occu rring  each day. They 
are also sent at the end of each week 
on open items. Cash transactions are 
handled th rough  a cash receipt and a 
cash disbursement book arranged w ith  
columns— blo tte r, loans, customers, m is­
cellaneous so th a t the b lo tte r c le rk  need 
on ly tie  up his am ount colum n to  the 
b lo tte r column on the side of the  cash 
book corresponding to  h is side of the 
b lo tte r.
Stocks Borrowed and Loaned:
Stocks borrowed and loaned trans­
actions are grouped on the ledger as 
stated above. Sum m ary entries are made 
to the general ledger. A  subsid ia ry led­
ger is kept ty in g  up w ith  the con tro l in  
the ledger. These cards are arranged 
fo r  use fo r  one m onth  and ind ica te  the 
loan ra te fo r  each stock, day by day, at 
the head o f the respective cards.
Corrections:
Corrections are taken care of by re­
vers ing the incorrect e n try  on a “ COR” 
(correction  b lo tte r) against the correct 
en try.
Money Borrowed:
Money borrowed is recorded in  a loose 
leaf book con ta in ing  one or more pages 
fo r each loan and in d ica tin g  date and 
am ount of loan, as w e ll as due date i f  a 
tim e loan, the  co lla te ra l deposited, details 
of a ll substitutes, co lla te ra l at present in  
the loan w ith  present m arke t value, in ­
terest rates and ca lcu la tion  o f in terest, 
record of payments of in te rest and name 
of loan broker. Substitu tions are handled 
on a fo rm  in d ic a tin g  the securities w ith ­
draw n together w ith  m arke t values and 
the securities substitu ted the re fo r w ith  
m arke t value. The duplicate copy acts
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as a posting medium  fo r  the loan sheet 
and stock record.
A n  add itiona l element of convenience 
is the loan finder. T h is  loan finder, a r­
ranged by stocks, indicates the num ber 
of shares in  each p a rtic u la r loan. Thus, 
when i t  is necessary to secure a certa in  
am ount of stock i t  is not necessary to 
lose tim e po ring  th rough  a ll the loans 
of any bank or banks to locate the stock. 
The loan finder indicates im m edia te ly  
where the stock is located. T h is  loan 
finder is posted fro m  the subs titu tion  
sheet.
Box Book :
A  box record is kept in  the cage in  
w h ich  is recorded the changed positions 
of p a rtic u la r stocks da ily . T h is  record 
is checked each m orn ing  by the stock 
record clerks and counted weekly.
Posting Media:
The stock record clerks fo r  a ll trans ­
actions exclusive of purchases and sales 
use the b lo tte rs  as posting media. F rom  
tim e  to  tim e  du rin g  the day they secure 
access to  the X C H  b lo tte rs  and etc., take 
off records of transactions fo r  th e ir  post­
ing, in d ica tin g  by a check m ark on the 
b lo tte r, etc., transactions posted. The 
m arg in  departm ent s im ila r ly  takes off a 
record of these transactions fro m  the 
b lo tters. F o r the bookkeeping depart­
m ent transactions in vo lv in g  securities or 
cash received or delivered fo r customers’ 
accounts, duplicate copies of notices sent 
to  customers are provided. W hen securi­
ties are delivered by m a il (reg istered) 
a notice is made in  tr ip lic a te  and two 
copies accompany the stock. The firs t 
copy is to  be reta ined by the customer; 
the second copy to  be signed and re­
turned, and the th ird  copy is the book­
keeper’s posting medium.
Dividends:
A  d iv idend card is made up at the 
ex-dividend date from  the stock record 
in d ica ting  the  cred it to customers and 
the location of the  stock. The card is 
given to the m arg in  c lerk, who makes 
memoranda entries at the top of the 
respective customers’ m arg in  cards. On 
the d iv idend payment date, the  am ount 
received is indicated on the debit side 
of the card and the am ount of the excess 
or shortage, i f  any, is indicated. C laims 
fo r  excess monies received are recorded 
on the debit side and paid by voucher 
check. Cards w h ich  have been balanced 
out are filed away. W hen stock is bor­
rowed from  or owed to  another broker 
on account of fa ilu re  over the ex-dividend 
date, a voucher check is then made out 
and dated on the date payable and be­
comes a due b i l l  u n t il th a t date. A  sep­
arate bank account is kept fo r dividends 
which account should always be in  ba l­
ance w ith  the  d iv idend lia b ility .  
Accounting Department:
As noted above, a ll postings to  cus­
tom ers’ ledgers are made fro m  tickets 
or duplicate customers’ advices. Cus­
tom ers’ ledgers are handled on bookkeep­
ing  machines w ith  an independent con­
tro l over each. The figures fo r  customers 
and other contro ls are secured from  a 
contro l c le rk. T h is  con tro l c le rk  posts 
the to ta l columns of a l l b lo tters, in c lud ­
in g  cash book on a sheet s im ila r  to  the 
one attached. She then assorts the cus­
tom ers’ ticke ts  according to  ledgers. (F o r 
th is  purpose, a ll tra d in g  accounts, inc lud ­
ing  partners ’ tra d in g  accounts, are here 
considered as customers’ accounts.) She 
adds these ticke ts  and records them  at 
the foo t of the con tro l sheet as indicated. 
The to ta l secured from  the b lo tte r should 
balance w ith  the tic ke t totals. The cus­
tom ers’ bookkeepers keep con tro l ac­
counts fo r  th e ir  own ledgers. The gen­
eral ledger bookkeeper keeps in  h is 
general ledger con tro l accounts over a ll 
other ledgers w h ich  should tie  up w ith  
the customers’ bookkeeper’s contro ls. The 
general ledger bookkeeper also keeps con­
tro l accounts as to  money on ly over
fa ilu res, stocks borrowed and loaned, and 
money borrowed. The general ledger 
bookkeeper takes off a proof of postings 
d a ily  w h ich  should t ie  up w ith  the figures 
ind ica ted on the con tro l sheet. W eekly 
t r ia l  balances of a ll customers’ ledgers 
and of the  general ledger are taken off 
on each F rid a y  n igh t. The customers’ 
t r ia l  balance figures are checked w ith  the 
m arg in  departm ent records.
A t the end of each m onth a complete 
aud it of securities as w e ll as of ledger 
balances is made; at th a t tim e  customers’ 
statements w h ich  are made up in  the 
same operation w ith  the customers’ led­
ger are checked w ith  the m arg in  records 
as to cash and securities and w ith  the 
security  records. A l l  other records re la ­
tive  to  securities are checked w ith  the 
stock record.
A ll securities in  the box are counted 
weekly and checked w ith  the box w h ich  
in  tu rn  is checked da ily  by the  stock 
record clerks.
C. P. A. EXAMINATION QUESTIONS, 
MARYLAND, NOVEMBER 2 4 , 2 5 , 2 6 , 1930
THEO RY OF ACCOUNTS 
November 24, 1930.
T im e A llow ed: 9 A. M. to  12 M.
Answ er A ll Questions F u lly .
Do not repeat the questions, but write 
your answers fully, designating the ques­
tions by number. The intelligence indi­
cated by your answers and the neatness 
and general appearance of your papers 
wil l  be considered in  marking, as well 
as technical accuracy.
(1 ) (10 P o in ts ) (a ) State the general 
rules w h ich  determ ine whether a stock 
d iv idend received by a testam entary 
trustee should be d is tribu te d  to the life  
beneficiaries as income or reta ined by 
h im  as an add ition  to  corpus.
(b ) W hat d isposition should be made 
by such trustee of a stock d iv idend de­
clared against surp lus created by reva lu­
a tion  of cap ita l assets? W hy?
(2) (15 P o in ts) (a ) Describe and i l ­
lus tra te  three (3) methods of com puting 
depreciation. State the reasons in  favor 
of and the objections to  each method.
(b ) Specify some of the procedures 
tha t may be used to  advantage in  estab­
lish in g  con tro l of cash sales.
(3) (15 P o in ts ) The fo llo w in g  figures 
are taken fro m  the balance sheets of 
The X  Y  Company as of September 30th, 
1929, and September 30th, 1930, respec­
tive ly , v iz .:
1929 1930
O rg an iza tio n  Expense $1,762.00 $1,200.00
N otes P a y a b le .............. 130,000.00 115,000.00
A ccounts R eceivab le . . 300,000.00 325,000.00
R eal E s ta te ....................  55,000.00 67,500.00
M erchandise In v e n to ­
ries ............................  120,000.00 105,000.00
Cash ........... ...................  45,000.00 56,000.00
D eprec ia tion  Reserve. 30,000.00 50.000.00
Bonds P a y a b le ...........  175,000.00 200,000.00
P la n t and M a ch in e ry . 350,000.00 400,000.00
N otes R ece iva b le .........  21,000.00 18,000.00
Reserve fo r  B ad D ebts 3,750.00 5,250.00
C a p ita l S to c k ................ 250,000.00 300,000.00
A ccoun ts P a y a b le . . . .  42,000.00 37,000.00
D iv idends pa id
in  each ye a r w ere . 10,000.00 15,000.00
From  the aforegoing figures, (1) de­
term ine the surp lus at the end of each 
year and the net p ro fit fo r the year end­
ing  September 30th, 1930; and (2) pre­
pare a statem ent of funds and th e ir  ap­
p lica tion .
(4) (10 P o in ts) O utline a voucher sys­
tem fo r a m anu fac tu ring  p lant, and de­
scribe in  de ta il the  fo rm  and operation 
of the voucher reg ister.
(5) (15 P o in ts ) E xp la in  the various 
methods of d is tr ib u tin g  fac to ry  burden 
to the cost o f a rtic les  m anufactured, 
s ta ting  the advantages of each method 
in  various types of business.
(6) (10 P o in ts ) A  prospective pu r­
chaser of 5% f irs t m ortgage bonds of the 
A B Corporation, con s titu ting  pa rt of 
an issue of $10,000,000 face value, sub­
m its  to you fo r  exam ination a prospec­
tus issued by a firm  of investm ent bank­
ers w h ich  contains various in fo rm a tion , 
in c lud in g  a summarized balance sheet 
and p ro fit and loss statem ent fo r  the 
fiscal year ending M arch 31st, 1930. The 
p ro fit and loss statem ent showed gross 
income of $5,000,000, operating and non- 
operating expenses aggregating $4,000,-
000, and a balance of $1,000,000 described 
as “ balance of income available fo r  bond 
in terest, federal income tax, dividends 
and depreciation.”  W hat would be your 
report and recom m endation to  the  in ­
vestor? W hy?
(7) (15 P o in ts ) The Consolidated 
E lec tric  and Power Company’s state­
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ment of p ro fit and loss fo r  the year end­
in g  December 31st, 1929, showed the 
fo llow ing  results, v iz .:
Revenue fro m  e le c tric  sa les......... $24,000,000
M iscellaneous opera ting  re ve n u e .. 142,000 
P ro fit  fro m  sales o f e le c tr ica l f ix ­
tu res  .................................................... 250,000
D iv idends fro m  investm en ts . . . . . .  50,000
O pera ting  expenses ...........................  12,500,000
Taxes ...................................................... 2,400,000
In te re s t on bonds p a y a b le .............. 3,000,000
D eprec ia tion  a llow ance (1 y e a r) . 1,700,000
D iv iden ds  pa id— P re fe rre d  S tock. 1,000,000
D iv id e n d s  pa id— Com m on S tock. . 1,500,000 
U nam ortize d  d iscount on $10,000,- 
000 o f  20-year 5% Bonds issued 
Ja n u a ry  2, 1920, cha rged o ff as 
e n tire ty  a g a in s t su rp lus  fo r
yea r 1929 ................. ............... .. 1,000,000
N e t surp lus fo r  the y e a r ..................  1,342,000
The average fa ir  value fo r the year of 
the C orpora tion ’s p roperty  used and use­
fu l in  the pub lic  service was $85,000,000.
Compute the Company’s net income 
w h ich  w ould be taken in to  account by 
the Pub lic Service Commission in  pass­
ing  on the  reasonableness of the Com­
pany’s rates, and state w ha t percentage 
such net income is to  the fa ir  value of 
its  property. Give reasons fo r your an­
swer.
(8) (10 P o in ts ) Discuss the general 
p rinc ip les  by w h ich  is computed the ta x ­
able gain or loss on the  sale of stock 
purchase r ig h ts  issued by a corporation.
CO M M ERC IAL L A W  
November 24, 1930.
T im e A llow ed: 1:30 P. M. to  4:30 P. M.
Answer A l l  Questions F u lly .
1. W hat is meant by the fo llo w in g :
(a ) The common law.
(b ) S ta tu to ry  law.
Discuss fu lly .
2. A. contracts to  convey fee-simple 
t i t le  to  h is  house and lo t to  B. under a 
va lid  con tract fo r  good consideration—
(a) A fte r  the s ign ing  of the contract, 
the house burns down w ith o u t being 
covered by insurance. M ust B. pay the  
purchase price and accept a deed to  the  
lot?
(b ) A fte r the  execution of the con­
tra c t o f sale to  B., bu t before record ing 
the same, A. re-sells the property  by a 
d iffe ren t contract to  C. who pays the 
fu l l  am ount o f the purchase price and 
receives a deed to  the house and lo t. 
Can B. obtain the house and lo t fro m  C.?
(c ) A fte r the execution of the contract
A. dies intestate. W il l  B. be required to 
pay the purchase price to  A .’s executor, 
or to  A .’s he irs  a t law?
3. (a ) A. lost a prom issory note pay­
able to  bearer. The note was found by
B. who negotiated i t  to  C. fo r  value, who 
had no notice of the fact th a t i t  had 
been lost. A. finds out th a t C. is the  
ho lder of th is  note and im m edia te ly  
makes c la im  fo r it .  W ith  fu l l  kno w l­
edge of the fact th a t A. is c la im in g  the 
note from  C. and of the grounds of the
cla im , D. paid C. fu l l  value fo r  the note 
and C. negotiated the  note to  D. La te r 
the note fa lls  due. Both A. and D. de­
mand paym ent o f the note. W hom 
should the m aker of the note pay? Give 
your reasons.
(b ) Give fo u r im p o rtan t differences in  
legal effect between a negotiable and a 
non-negotiable ins trum en t.
4. (a ) A. dies w ith o u t having  made a 
W ill,  leaving a m other, husband, grand­
daughter and niece, bu t no other re la ­
tions. Under the M ary land law  re la tin g  
to  d is tr ib u tio n  of decedents’ estates, how 
w ould the p rope rty  be divided by the 
adm in is tra to r?
(b ) A. dies leaving a ll of h is property  
to h is w ife  by a v a lid  w ill,  in  w h ich  he 
excuses his executor from  g iv in g  any 
bond in  connection w ith  the ad m in is tra ­
tio n  of the estate. C laims against A .’s 
estate are found to  am ount to  $30,000. 
One cred ito r w ith  a c la im  of $10,000 pe­
t it io n s  the Orphans’ C ourt to  requ ire  a 
bond to be given by A .’s executor in  an 
am ount equal to at least $30,000. W il l  
A .’s executor be required by the Orphans’ 
Court to  give such a bond? Give rea­
sons.
5. (a ) A. w rite s  a le tte r to B. to  the 
fo llo w in g  effect:
“ I f  you w i l l  go to  New Y ork  tom orrow , 
I  w i l l  pay your expenses.”
B. goes to New Y o rk  as requested and 
A. refuses to  pay the expenses. Has B. 
a va lid  c la im  a t law  against A. fo r  such 
expenses?
(b ) A. offers to sell B. a re fr ig e ra to r 
fo r  $100. B. w rite s  a le tte r accepting 
A .’s offer on cond ition  th a t ce rta in  re­
pa irs are made to the re fr ig e ra to r. In  
the next m ail, B. dispatches another le t­
te r in  w h ich  he states th a t he has 
changed h is m ind  and w i l l  accept A .’s 
offer uncond itiona lly . A. receives the 
le tte rs in  the order th a t they are sent. 
Is  there a va lid  contract fo r  the sale of 
the re fr ig e ra to r from  A. to B. fo r $100?
6. X . signs a one-year em ployment 
contract w ith  the O riole M anu fac tu ring  
Company to  serve as sales manager fo r  
a salary o f $1,000 a m onth. X . is  dis­
charged w ith o u t cause at the end of the 
ten th  m onth. X. goes off on a vacation. 
He re tu rns  to New Y ork  C ity  a t the end 
of a m onth and w ith o u t lo ok in g  fo r  any 
other job, he s ta rts  se lling  apples on the 
street, from  w h ich  he makes $5.00 a 
week. He continues th is  job u n t il the 
end of the period covered by the con­
tra c t as sales manager. He then sues 
the O rio le M anufac tu ring  Company fo r  
$2,000. A t the  t r ia l,  there is uncontra­
dicted evidence to show th a t a job as 
sales manager in  a r iv a l company be­
came open a t the tim e  when X . re turned 
fro m  h is vacation, and th a t i f  X . had 
applied fo r  th is  job, he would have been 
employed a t a sa lary of $1,000 a m onth.
H ow  much, i f  any, can X . recover from  
the Oriole M anufactu ring  Company?
7. The fo llo w in g  questions apply to  
the Federal B ankrup tcy  A c t:
(a ) W hat debts are discharged in  
bankruptcy?
(b ) W hat is the period w ith in  w h ich  
a ll c la im s must be filed against the 
ba nkru p t estate?
(c) State w hat is meant by a dis­
charge in  bankruptcy  as applied to the 
bankrup t and give the grounds on w h ich  
such a discharge in  bankruptcy  w i l l  be 
denied.
8. A. and B. are partners in  the gro­
cery business. Needing more cap ita l 
they ask C. whether he is w ill in g  to  p u t  
some money in  the business. C. says, 
“ I  w i l l  le t you have $10,000 fo r  five 
years a t s ix per cent. per year, provided
I  also am allowed in  add ition  thereto 
1/10 in te res t in  your net p ro fits .”  T h is  
is assented to  and a contract is drawn 
accordingly. A. and B. fa il, and the 
cred ito rs then discover C.’s connection 
w ith  the business. They c la im  he is a 
p a rtne r because he was to share in  the 
pro fits . Is C. liable, as a partner, fo r 
the  debts of A. and B.? G ive reasons.
9. (a ) In  th e  case of an o rd in a ry  busi­
ness corpora tion organized under the 
laws of M aryland, is the annual f ra n ­
chise tax  imposed by the M ary land law  
based on the to ta l authorized cap ita l 
stock or on the to ta l issued cap ita l 
stock?
(b ) Prom oters of ce rta in  in terests in  
B a ltim ore  proposed t o  organize an o r­
d in a ry  business corpora tion  under the 
laws of M aryland. The question was 
raised as to  w h ich  w ould be the less ex­
pensive from  the po in t of v iew  of the 
organ ization or bonus tax  in  M ary land—
(1) To organize the corpora tion  w ith
100,000 shares of no par stock.
(2) To organize the corpora tion  w ith
100,000 shares of stock having a par 
value o f $1.00 per share.
Give you r answer to  th is  question, 
s ta tin g  reasons.
10. X . offers a certa in  piece of re a l 
estate to  the Y. Corporation, an o rd in a ry  
business corpora tion organized under 
the  laws of M aryland, in  exchange fo r 
the issuance to  h im  of f if ty  shares of 
the  Company’s pre fe rred stock hav ing a 
par value of $100 fo r  each share. A l l  of 
the d irec tors  of the C orpora tion exam­
ined the  property , and a fte r care fu l dis­
cussion, i t  was valued by them  at a regu­
la r  m eeting of the Board at $5,000. None 
of the members of the Board of D irec­
to rs  were engaged in  the rea l estate busi­
ness. Subsequently, the stock was is­
sued in  exchange fo r  the  rea l estate. 
One m onth la te r, the Corporation, being 
pressed fo r  funds, pu t the real estate up 
fo r  sale a t auction, and the p rope rty  w a s  
sold, a fte r due advertisem ent, fo r  $250. 
L a te r the Corpora tion went bankrupt.
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The trustee sues X . fo r  the difference 
between the to ta l par value of h is  stock 
and the  value of the  real estate as es­
tab lished by the sale. A t the t r ia l ,  by 
uncontradicted evidence, i t  was shown 
th a t the fa ir  value o f the p rope rty  at 
the tim e when the stock was issued was 
$1,000. W hat amount, i f  any, can the 
trustee in  bankruptcy  recover from  X .? 
Discuss the princ ip les w h ich  are in ­
volved in  you r answer.
A U D IT IN G  
November 25, 1930.
T im e A llow ed: 9 A. M. to  12 M.
Answer A l l  Questions F u lly .
1. You are consulted by members of a 
pa rtnersh ip  and in fo rm ed th a t they sus­
pect th e ir  bookkeeper, who handles a ll 
the  records and cash, o f embezzlement. 
The partners are no t sk ille d  in  account­
ing, but such examination as they have 
personally been able to  make indicates 
th a t the cash sales have been prope rly  
accounted fo r ;  they suspect th a t collec­
tions of accounts receivable have been 
d iverted a lthough customers’ accounts 
appear to  be prope rly  cred ited w ith  pay­
ments and no com pla ints have been re­
ceived in  response to  statements. The 
books appear to  be in  balance.
The partners w a n t you to  come in  a f­
te r business hours and make a qu ie t in ­
vestigation.
How  w ould you proceed to  detect such 
m an ipu la tion? (15 Points.)
2. May a certifica te of a balance sheet 
be qualified w ith o u t necessarily reflect­
in g  on the v a lid ity  o f the balance sheet? 
Give reasons fo r you r answer, state the 
conditions and w r ite  tw o  certifica tions 
as illu s tra tio n s . (10 Points.)
3. A  sm all m anu fac tu ring  company 
finds its e lf in  financ ia l d ifficu lties. The 
owners have no resources beyond th e ir  
investm ent in  the business and th e ir  
c red it s itua tion  has become strained. 
You are reta ined by the p r in c ip a l c red i­
to rs  to make an exam ination  o f its  a f­
fa irs  and advise them  w hether to  g rant 
an extension of tim e, make a settlem ent 
of a percentage of th e ir  claim s, or l iq u i­
date by bankruptcy  or otherwise.
How w ould  you proceed, w hat state­
ments w ould you present and w hat spe­
c ia l po ints should be considered?
(15 P o in ts.)
4. D ra ft a fo rm  of in ven to ry  c e rtif i­
cate to  be signed by responsible officers 
of a tra d in g  corpora tion  under aud it. 
W hat fu r th e r  steps w ould you take to  
v e r ify  values subm itted? (10 P o in ts.)
5. A  company bought m ach inery at 
forced sale fo r  $75,000 on January 1,
1928. The m ach inery was p ra c tica lly  
new and e n tire ly  suitable fo r  th e ir  use 
and they  depreciated i t  fo r  tw o  years at 
10% per year, c re d itin g  Reserve fo r  De­
precia tion. They had these assets ap­
praised December 31, 1929, and the re­
placement value was found to  be $126,-
000 on a 12-year life  basis, o r a net 
value at December 31, 1929, of $105,000.
Your aud it develops the fact th a t the 
fo llo w in g  en try  was made December 31, 
1929:
Machinery ............................ $51,000
Surplus .............................  $51,000
to record appreciation of 
machinery as per appraisal 
of December 31, 1929.
Show you r ad ju s ting  jo u rn a l entries 
w ith  fu l l  explanations. G ive also jo u r­
na l entries to  record depreciation in  sub­
sequent years. (15 P o in ts.)
6. On J u ly  1, 1929, a corpora tion  is­
sued and sold $1,000,000 5% F irs t  and 
R efund ing Bonds due J u ly  1, 1949 @ 98 
net. The purpose of the  issue was an­
nounced to  be the  re tire m en t of $450,-
000 of 6½% F irs t  Mortgage Bonds dated 
January 1, 1920, and due January 1, 
1940, and o the r' corporate purposes. The 
6½% bonds were called J u ly  1, 1929, 
at 105.
A t December 31, 1929, your analysis of 
the Bond D iscount and Expense account 
shows as fo llow s:
Unamortized Bond Discount and Ex­
pense on 6½% bonds...................... $32,420
Premium on redemption of 6½%
bonds ...............................................  22,500
Bond Discount and Expense on 5%
bonds ...............................................  26,880
81,800
How would you trea t th is  account on 
the balance sheet of the company as 
at December 31, 1929? Discuss fu lly  the 
p rincip les involved. (15 Points.)
7. A n  old in s titu t io n  has a consider­
able number of ground rents in  various 
endowments, some of w h ich  have been 
owned fo r m any years, others recently 
acquired. Most have come by devise, but 
some have been purchased out o f cash 
endowments.
How would you examine these assets, 
sa tis fy  yourse lf th a t a ll are accounted 
fo r in  the in s titu t io n ’s records, and 
v e rify  the income therefrom ?
(10 P oints.)
8. You are engaged by a corporation 
to aud it th e ir  accounts. T h e ir Treasurer 
disappeared December 30, and the  com­
pany suspects m isappropria tion  o f funds. 
He is  not a stockholder and a c la im  
against h im  w ould be charged off as 
worthless, bu t the  other officers are de­
sirous of establishing an exact c la im  in  
the hope of a possible fu tu re  recovery.
The fo llo w in g  ten ta tive  balance sheet 
is handed to  you show ing the financia l 
cond ition  as per the  books at the end 
of th e ir  f irs t year in  business, December 
31, 1930, before bonus and income taxes: 
ASSETS
Cash ...................................................  $4,760.00
Accounts Receivable.......................... 12,980.00
Merchandise Invo ice ........................ 18,960.00
Office Furn itu re.................................. 138.00
36,838.00
L IA B IL IT IE S
Accounts Payable..............................$20,600.00
Reserve for Bad Debts....................  1,200.00
Capital Stock...................................... 10,000.00
Profit and Loss.................................. 5,038.00
36,838.00
Y our exam ination proves the above to  
be correct except th a t the  T reasurer had 
collected certa in  o f the  above accounts 
receivable and appropria ted to  h is own 
use the sum of $2,840.00.
The T reasurer had an agreement w ith  
the company s tip u la tin g  th a t he was to  
receive 10%; of the net p ro fits  a fte r 
charg ing off a ll losses and deducting in ­
come taxes; the bonus is no t to  be con­
sidered as an expense in  the basis used 
in  the calculation.
A scerta in  the am ount o f the defalca­
tio n  and re-state the balance sheet.
(10 P o in ts.)
ECONOMICS 
November 25, 1930 
T im e A llow ed: 1:30 P. M. to  4:30 P. M.
A nsw er A l l  Questions F u lly .
1. (a ) Define the  fo llo w in g  te rm s: 
goods, free goods, economic goods, u t i l ­
ity , d im in ished u t i l i t y ,  m arg ina l u t i l i ty ,  
wealth , cap ita l.
(b ) Does an increase in  the w ealth  of 
a cou n try  necessarily ind ica te  a corre­
sponding increase in  the  w e lfare o f its  
people? Give the reason fo r  you r an­
swer.
2. W hat is meant by the “ standard of 
l iv in g ” ? Does the  norm al g row th  of 
popu lation constantly  menace the m ain­
tenance o f standards of liv in g ?  W hy? 
H ow  do you account fo r  the fac t th a t 
standards of l iv in g  du rin g  t he past cen­
tu ry  have risen in  spite of la rge in ­
creases in  population? W hat is the M al­
thus ian  theory  of population?
3. Define and il lu s tra te  the terms, “ in ­
creasing cost,”  “ decreasing cost,”  and 
“ constant cost”  as applied to  d iffe ren t 
types o f industries.
4. E xp la in  the  theory  th a t wages tend 
to  correspond to the m arg ina l produc­
t iv i t y  of labor. A ccord ing to th is  theory, 
w hat are the lim ita t io n s  on the  power 
of a trade un ion  to  raise the wages of 
its  members? Is  th is  theory an e th ica l 
ju s tifica tio n  of ex is ting  rates of wages? 
E xp la in .
5. W hat are the m ore im p o rtan t item s 
th a t en ter in to  the  in te rn a tio n a l balance 
of payments o f the U n ited  States? W hat 
is l ik e ly  to  be the  im m ediate effect of 
large fo re ign  investm ents of the U n ited  
States upon the  re la tionsh ip  between its  
exports and im ports  of goods? W hat is 
l ik e ly  to  be the u ltim a te  effect? E xp la in .
6. W hat is cred it?  D is tingu ish  be­
tween com m ercial and investm ent cred it. 
W hat type o f c red it w ould you advise fo r  
financing requirem ents fo r  fixed capital?
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F o r c irc u la tin g  capita l? E xp la in . W hat 
is  a trade acceptance? A  bank accep­
tance?
7. I f  i t  takes tw o years to  bu ild  a steel 
m il l,  w i l l  th is  have a bearing upon the 
value of steel m ills  in  the event o f a 
sudden increase in  the demand fo r  steel 
as in  the case of the  outbreak of a war? 
W h a t difference w ould i t  make, i f  i t  took 
on ly  tw o m onths to  construct a m ill?  
E xp la in .
8. Some economists are p red ic ting  a 
fa l l  in  the general level of prices du rin g  
the  next generation on account o f a 
shortage in  the production of gold. E x­
p la in  the  theory on w h ich  th is  p red ic tion  
is  based.. Has th is  coun try  ever under­
gone a s im ila r experience in  the past?
P R A C TIC A L ACCOUNTING 
November 26, 1930.
T im e A llow ed: 9 A. M. to 1 P. M.
Answer A l l  Questions F u lly .
1. (20 P o in ts ) The A  B  Company was 
organized and commenced business as of 
A p r i l 1, 1929, w ith  an au thorized cap ita l 
stock consisting of 5,000 shares of 7% 
cum u la tive  pre ferred stock, par value 
$50.00 each, and 25,000 shares o f common 
stock w ith o u t pa r value. A l l  o f the au­
thorized stock was issued a t the tim e of 
com m encing business. A t the  same tim e 
the company issued $500,000.00 f irs t m o rt­
gage 6% bonds dated A p r i l 1, 1929, and 
m a tu rin g  A p r i l  1, 1944, w h ich  were sold 
to  bankers a t 90. U nder the  term s of 
the  bond inden tu re  $25,000.00 cash had to  
be pa id over to  the trustee annua lly  fo r  
the f irs t five years, $35,000.00 fo r  the next 
five years, and $40,000.00 fo r  the last five 
years, these funds to  be used fo r  the  
purchase and re tire m en t of bonds. The 
firs t paym ent o f $25,000.00 became due 
and was paid on December 1, 1929.
P refe rred stock d ividends were payable 
q u a rte rly  on M arch 31st, June 30th, Sep­
tember 30th, and December 31st.
The cha rte r provided th a t 20% of net 
earnings fo r  the  preceding year should 
be set aside in  cash on F ebrua ry  1st o f 
each year fo r  the purchase and re t ire ­
m ent o f pre fe rred  cap ita l stock, such earn­
ings to  be a fte r deduction o f a ll expenses 
in c lud in g  depreciation and Federal taxes. 
F o r the  purpose of de te rm in ing  the net 
earnings upon w h ich  th is  fu n d  is to  be 
based paym ent in to  the bond s in k in g  
fun d  and pre fe rred stock d ividends are 
also to be considered as expenses.
The firs t ins ta lm en t o f cash fo r  the 
purchase of p re fe rred stock was to  be 
set aside on F ebruary  1, 1930, and the 
earnings upon w h ich  th is  was to  be 
based were those fo r  the  period from  the 
beg inn ing of business to  December 31,
1929.
The t r ia l  balance at December 31, 1929, 
before closing, was as fo llow s:
DR. CR.
Cash ...................... $27,375.00
Notes receivable. . 100,000.00 
Accounts receivable 500,000.00
Factory la n d ........  75,000.00
Factory buildings. 400,000.00 
Machinery and
equipment ........  550,000.00
Automobiles ........ 30,009.00
Office furnitu re and
equipment ........ 10,000.00
Sinking fund for 
f i r s t  mortgage
bonds ................  25,000.00
Prepaid insurance. 5,000.00 
Discount on first 
mortgage bonds 50,000.00 
Notes payab le .... $160,000.00 
Accounts payable. 125,000.00 
Accrued bond in ­




and wages........  5,000.00
First mortgage 6 %
bonds ................  500,000.00
Reserve fo r bad
debts .................. 1,000.00
Capital stock:
Preferred ..........  250,000.00
Common ............  1,250,000.00
Sales ...................... 1,450,000.00
Interest on notes 
and accounts re­
ceivable ............  5,000.00
Cash discounts on





on sales..............  100,000.00
Raw! materials pur­
chased .............. 700,000.00
Direct labor..........  662,500.00




and expenses . . . 100,000.00
Advertising ..........  40,000.00
Catalogue expense 10,000.00 
Miscellaneous sell­
ing expenses.... 20,000.00 
Officers’ salaries.. 40,000.00 
Office salaries . . . .  15,000.00 
Office supplies and
expenses ............ 3,000.00
Property taxes . . .  7,500.00
Insurance ............  12,000.00
Miscellaneous gen­
eral expense. . . .  2 ,000.00 
Interest on first






preferred stock . 13,125.00
3,764,000.00 3,764,000.00
The inven to ries at December 31, 1929, 
were as fo llow s:
Finished goods................................ $300,000.00
Work in process............................ 100,000.00
Raw materials...............................  200,000.00
The debit o f $1,000.00 to  the  reserve fo r 
bad debts represents uncollectib le  ac­
counts charged off d u r in g  the  period. A  
reserve of $10,000.00 was to  be provided
to  cover these and other accounts con­
sidered doub tfu l of collection.
Depreciation was to  be provided at the 
fo llo w in g  annual rates applied to balances 
in  the p rope rty  accounts at December 31, 
1929:
Factory buildings.................................  2½%
Machinery and equipment.................. 5%
Automobiles .........................................  25%
Office furniture and equipment..........  10%
A  Federal income tax reserve of 
$5,000.00 was to  be provided.
Prepare statem ent of income and p ro fit 
and loss fo r  the year and show am ount 
to  be provided on February 1, 1930, fo r  
the purchase of p re fe rred stock.
2. (25 P o in ts ) The M a rtin  Corporation 
was organized in  the year 1920, and pu r­
chased fo r  cash certa in  trac ts  of land and 
fac to ry  bu ild in gs  at a cost of $500,000.00 
and $1,500,000.00, respectively. They 
were set up on its  books accordingly. 
The p rope rty  was appraised as of Decem­
ber 31, 1924, and the appra isal showed an 
excess over cost fo r  land of $250,000.00 
and fo r  bu ild ings, $400,000.00. The la t­
te r  applied e n tire ly  to  the gross book 
value (cos t), the appraisal show ing the 
same am ount o f accrued depreciation as 
was carried  on the books. No add itions 
had been made to  e ith e r class of prop­
e rty  since th e ir  acqu is ition  in  the year 
1920. A djustm ents of the books were 
made accordingly, the increase in  value 
of bu ild ings being credited to  the reserve 
account fo r  depreciation of bu ild ings, so 
as no t to  increase the net book value of 
th a t asset. The increased value of land 
was credited to  cap ita l surplus. On No­
vember 1, 1925, a po rtion  of the land was 
sold fo r  $100,000.00. The tra c t o f land 
sold had cost the  company $65,000.00 and 
was appraised a t $90,000.00 on December 
31, 1924. La te r, on December 31, 1928, 
the officers of the company decided to  
segregate a po rtion  of its  land in  a sep­
arate company. F o r th is  purpose the 
company had another appraisal o f its  
land, w h ich  showed a value of $900,-
000.00, and i t  was decided th a t the land 
to be transfe rred  to  the new company 
and th a t to  be re ta ined were o f equal 
value. The en tire  cap ita l stock, 1,000 
shares w ith o u t par value, of the new 
company (know n as The Rex Company) 
was received in  exchange fo r  the land 
transfe rred. I t  was the w ish  of the of­
ficers o f The M a rt in  Company to  ca rry  
th is  stock a t a nom ina l value of $10,-
000.00, and also to  w r ite  up the land re­
ta ined to  the appraisal, c re d itin g  the  ap­
prec ia tion  to  cap ita l surplus. The ad just­
m ent caused by the  statem ent of the in ­
vestm ent at the  nom ina l figu re was also 
to  be handled th rough  th is  account.
Prepare jo u rn a l entries to  record the 
above transactions on the books of The 
M a rt in  Corporation.
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PRACTICAL ACCOUNTING 
N ovem ber 26, 1930.
T im e A llowed: 1:30 P. M. to 5:30 P. M.
A nsw er All Q uestions Fully .
3. (30 P o in ts) The Benson Company 
owns th e  e n tire  ou ts tand ing  cap ita l stock 
of The V ending C orporation, consisting  
of 5,000 shares, pa r value $100.00 each. 
B oth com panies close th e ir  books an ­
nually  on M arch 31st, and a t M arch 31st,
1930, th e  general ledger tr ia l  balances, 
a fte r  applying all ad justm en ts, a re  as 
follow s:
The Benson The Vending
DEBITS Company Corporation
Cash ........................ $300,000.00 $ 1 0 0 , 0 00 .0 0
Notes receivable. . 250,000.00 50,000.00
Accounts receivable
Customers ......... 850,000.00 400,000.00
Accounts receivable
Sundry . . . . . . . . 25,000.00 1 0 , 0 0 0 . 0 0
Inventories :
Finished Goods. 800,000.00 350,000.00
Work in process 500,000.00 1 0 0 , 0 0 0 . 0 0
Raw materials
and supplies. . 500,000.00 150,000.00
Investments :
The Vending
Corporation . . 1,025,050.00
Other .................. 25,500.00 5,000.00
Property and equip­
ment . . . . . . . . .  2,000,000.00 400,000.00
Prepaid insurance. 25,000.00 7,500.00
Prepaid taxes 18,000.00 1 ,2 0 0 .0 0
Cost of goods sold. 3,500,000.00 700,000.00
Selling expenses . . 400,000.00 1 2 0 , 0 0 0 . 0 0
Administration and
general expenses 125,000.00 50,000.00
Interest expense. . 50,000.00 15,000.00
Cash discounts on
sales .................... 50,000.00 15,000.00
Return s a le s ......... 125,000.00 100 , 000.00
Federal taxes on
income ................ 110,000.00 12,500.00
Profit and loss. . . . 3,750.00
Dividends:
Preferred Stock. 70,000.00
Common Stock. . 300,000.00 50,000.00
Total ...................... 11,048,550.00 2,639,950.00
The Benson The Vending
DEBITS 






income tax for 
the year ended
1 0 ,0 0 0 .0 0 $5,000.00
March 31, 1928. 2,500.00
Total Debits........... 14,000.00 5,000.00
CREDITS 
Profit from sale of
automobile . . . . 750.00
Refund of Federal 
income tax for 
the year ended
March 31, 1929. 500.00
Equity in earnings 
of The Vending 
Corporation for
the year ............. 46,050.00
Total Credits......... 46,050.00 1,250.00
A r c o  C o m p a n y
The Benson The Vending 
CREDITS Company Corporation 
Notes p a y a b le ... .  $500,000,00 $100,000.00 
Accounts payable . 235,500.00 175,000.00 
Accrued in terest.. 6,000.00 1,500.00 
Accrued p a y ro ll... 7,500.00 2,150.00 
Reserve (or de­
preciation ......... 500,000.00 250,000.00
Reserve for Fed­
eral income taxes 110,000.00 12,500.00 
Reserve for bad
debts .................. 50,000.00 7,500.00
Preferred capital
stock .................. 1 ,000 ,000.00
Common capital
stock .................. 2,000,000.00 500,000.00
Surplus .................. 1,500,000.00 479,000.00
Stales ......................  5,000,000.001 ,100 ,000 .00
Interest income. . . 25,000.00 4,000.00 
Cash discounts on
purchases .........  30,000.00 8,000.00
Profit and lo s s . . . .  32,050.00 
Income from in­
vestments ......... 52,500.00 300.00
Total ...................... 11,048,550.00 2,639,950.00
The d irec t charges to profit and less 
com prehend th e  follow ing:
I t  has been the custom  of The Benson 
Company to  take  up annually  any su r­
plus of T he V ending C orporation rem ain ­
ing  a fte r dividends by increasing  the 
book value of the  investm ent and c red it­
ing  profit and loss. Deficits have been 
handled  contra-w ise.
The income from  investm ents of, $52,-
500.00 show n on th e  books of The Ben­
son Company includes fou r quarte rly  
dividends of $12,500.00 each, received 
from  The V ending C orporation.
Included in  the  sales of The Benson 
Company are  sales to  The V ending Cor­
pora tion  aggregating  $75,000.00, of w hich 
am ount $2,000.00 w ere re tu rn ed  and 
charged to re tu rn  sales.
P repare  consolidated sta tem en t of in ­
come and profit and  loss for th e  two 
com panies for th e  year.
4. (25 P o in ts) The Thom pson Com­
pany owns 95% of the  common stock of 
th e  Arco Company. The form er is a  hold­
ing  com pany having  no o ther in terests . 
T he profit and loss s ta tem en ts of the  
com panies fo r the  year 1929 are  a s  fol­
lows:
T h e  T h o m p s o n  C o m p a n y
Income :
Dividends received. . $712,500.00
Interest on bank bal­
ances ......................  12 ,000.00
Miscellaneous ...........  2,000.00
Total ............. ..........
E xpenses:
Officers’ salaries. . .  . $5,000.00
Office expenses...........  1,000.00
Miscellaneous (includ­





Preferred stock.........  60,000.00
Common stock...........  650,000.00
Total







Cost of goods sold. . . .
Gross profit from sales
Selling and administra­
tion expenses. . . . . . .
Net profit from sa le s ..
Miscellaneous income .
Gross income. . . . . . .
Deductions from income 
(including Federal 
ta x e s ) . ....................
Net income........... ..
Dividends: 
Preferred stock. . .  














Balance transferred to 
surplus . . . . . . . . . . . .. , ......... .. . . 480,000.00
The ou ts tan d in g  cap ita l stock of th e  
tw o com panies a t December 31, 1929, w as 
as follow s:
The Thom pson C om pany. 
6% p refe rred  stock, 10,000 shares , 
p a r value $100.00 each. 
Common stock, 130,000 shares w ith ­
ou t p a r value.
Arco Com pany:
7 % p refe rred  stock, 10,000 sh a res   
p a r  value $100.00 each.
Common stock, 100,000 shares w ith­
ou t p a r value.
T here  w as no change in  th e  o u ts tand ­
ing  cap ita l stock d u ring  th e  year.
P rep a re  a  sta tem en t to  show the  con­
solidated  ea rn ings per sh are  on th e  com­
mon cap ita l stock  of The Thom pson Com­
pany  fo r the  year.
RATE CUTTING— A SERIOUS 
PROBLEM
Continued from  page 177 
of you knew  how m uch low er ce rta in  ex­
penses a re  in  som e hotels th a n  in  o thers 
of th e  sam e type, you w ould tak e  m ore 
in te re s t in  com parative opera ting  costs.
C losing R em arks
In  closing I  w ill sum m arize the points 
I  w ould have you tak e  hom e w ith  you:
1. S ta tis tic s  show th a t  a t the  p resen t 
tim e room  ra te s  a re  ge ttin g  low er, m onth  
by m onth . A ctual records prove th a t  the  
ra te-slasher does no t obtain, and re ta in , 
sufficient new  guests to  offset th e  loss of 
revenue th ro u g h  low er ra tes. T he p rac­
tice  of som e ho tels of allow ing room 
clerks to g ra n t special ra te s  is wrong. 
S u bstitu te  for i t  b e tte r  sa lesm anship  in 
th e  fro n t office. T he leaders in  th e  hotel 
in d u s try  m ust se t a n  example.
2. P rice  reductions in  o ther lines of 
business m ay be w arran ted  b u t th ere  
a re  th ree  good reasons w hy the  hotel 
in d u s try  canno t low er ra tes . They a re :
(a )  In  prosperous tim es hotel ra te s  
never increased  as  did m any o ther p rices .
(b) T he la rg es t share  of th e  guest’s
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do lla rs goes fo r fixed overhead expenses 
w h ich  cannot be reduced.
(c ) Fewer rooms sold because of the 
general decline in  business increases the 
burden fo r  fixed charges on each room 
occupied.
3. As an a lte rna tive  to  ra te -cu tting  i t  
is  suggested th a t a concerted effort be 
made to  expand the in d u s try  as a whole, 
by:
(a ) Collective pub lic ity .
(b ) Developing perm anent business.
(c) Encouraging double occupancy by 
decreasing the  charge fo r  the second oc­
cupant o f a “ double-bed”  room, even in ­
creasing i f  necessary rates fo r  single oc­
cupancy.
4. Rates have already been lowered to 
the  po in t where i t  is necessary tha t 
opera ting expenses be cut. Accounting 
and contro l, together w ith  comparisons 
of your costs w ith  those in  other hotels, 
are weapons w ith  w h ich  you can combat 
costs and keep them  in  p ropo rtion  to 
sales.
ETHICS —  A PLEA FOR A  
SQUARE DEAL TO THE  
LITTLE FELLOWS
Continued from page 171 
fro m  th e ir  c lients s im ila r  to : “ I f  you 
knew  how much influence has been 
brought to bear to cause me to  change 
m y accountant, you w ould realize how 
m uch I  th in k  of you r service.”  I  don’t 
believe there is a single c lien t o f any 
sm all organ ization who produces $1,000.00 
a  year or more who isn ’t  be ing constantly 
approached in d ire c tly  th rough  the banker 
o r on the  go lf course or th rough  friends 
to  change his accountant. Of course, the 
procedure is pe rfectly  e th ica l fo r  a ll of 
us. The fac t th a t the  b ig  fe llow  is the 
on ly  one who can do i t  and the p lan is 
one w h ich  is no rm a lly  im practicab le fo r  
the l i t t le  fe llow  does no t make any d iffe r­
ence. I t  ju s t stands to  reason th a t the 
l i t t le  fe llow  hasn’t  the money to  buy the 
banker’s influence; ne ithe r has he the  
tim e, the  money, nor the in c lin a tio n  to 
s tic k  around a clubhouse, so of course, 
these methods of ge tting  business are 
im practicab le  fo r  h im , bu t Lo rd  how he 
sm iles when he finds th a t some banker, 
a few  years a fte r recom m ending a change 
o f accountants has the doub tfu l pleasure 
o f losing a customer or perhaps, ow ing 
to  his fa ilu re  to get reports, of w r it in g  
off an enorm ous bad debt. The c lien t’s 
usual reaction is : “ I f  the  banker doesn’t  
w a n t the accountant th a t I  want, I  ju s t 
w on’t  h ire  any accountant.”  He puts off 
the  aud it from  year to year and jus t 
doesn’t  h ire  any accountant a t a ll w ith  
u ltim a te  loss to  a ll pa rties concerned. I  
suppose even the exu lta tio n  over the 
banke r’s loss by the accountant who was 
displaced is not e th ica l e ithe r, bu t I  am 
sure i t  is  closely ak in  to  hum an nature.
In  closing le t me say ju s t a word or 
tw o about the  encroachments o f the  na­
tio n a l firm s. V ery  few  o f us object to  
the great b ig  m a jo r ity  o f na tiona l firm s 
th a t do conduct themselves in  a perfectly  
leg itim a te  manner. They are w hat may 
be classed as good com petition  and are 
qu ite  sincere in  th e ir  liv e  and le t liv e  
a ttitude . B u t the re  are some organiza­
tions  th a t do no t ra te  so h igh. I  w i l l  
concede th a t the re  is  a w hole lo t  about 
the accounting business th a t I  don’t  know  
— I  have always found i t  necessary to  
w o rk  fo r  a l iv in g  and w o rk in g  requires 
tim e— and how  these fo lk s  can find  tim e  
tot do a ll o f the th ings th a t they do do 
in  order to  secure c lients, is  a m ystery 
to  me. W e find  them  everywhere. I t  is 
im possible to  go to  a club, the  g o lf course 
or any other place where as m any as f if ty  
people are present bu t th a t they are in  
evidence. They camp on ou r c lien ts ’ 
doorsteps. They c a ll them  by  th e ir  f irs t 
names, buy them  a ll k in ds  of “ so ft 
d r in ks ”  in c lud in g  red eye, tangle foot and 
the concentrated essence of who-o-opee; 
they take them  to  the  theatres and buy 
them th e ir  luncheons and dinners and 
we find them  together on tr ip s  to  the 
m ountains and in  the  exclusive hotels a t 
the seashore. O f course, we don’t  m ind  
i f  they hook a c lien t once in  a wh ile . 
T ha t’s a ll r ig h t, th a t ’s ne ighborly. Ne i­
the r do we m ind  i f  they en te rta in  the 
c lien t’s w ife , provided th e ir  own w ife  
o r  th e ir  w ife ’s m other and the  c lien t are 
hovering around no t too  fa r  away, bu t 
when we see them  stepping out w ith  the 
c lie n t’s secretary, we feel th a t they are 
ta k in g  an underhand advantage o f us. 
I f ,  however, they ever employ a young 
a rm y o f officia l gigolos fo r  the  purpose 
of in fluenc ing  our c lien ts  th rou gh  th e ir  
secretaries, we are go ing to  rise  up in  
w hat we believe w i l l  be righteous in d ig ­
na tion  and object. F ra n k ly , the re ’l l  have 
to  be “ a  la w  ag in i t . ”
UNITED STATES CHAMBER OF 
COMMERCE MEETING
Continued from page 164 
“ Necessary to  keeping th is  s itua tion  
going were great campaigns of produc­
tio n  and d is tr ib u tio n  o f consumer’s goods. 
These were essential to  keep plants busy 
and to  meet payrolls. A dve rtis in g  and 
salesmanship out-did themselves in  th e ir  
assaults on the great pool of pub lic  buy­
ing  power created by h igh  wages and 
in fla ted cred it. O ur great business chiefs 
set up tremendous production  program s 
and the sales forces were lashed to  super­
human efforts to  keep d is tr ib u tio n  up 
w ith  production.”  . . .
“ I  know  o f no greater na tiona l m is­
fo rtune  t h a t  can come to  the U n ited 
States than a weakening of th is  sense of 
in d iv id u a l resp on s ib ility  and eagerness
fo r economic independence—and such a 
weakening is bound to  come as a resu lt 
of a g ita tio n  to  s h ift  the  burden fo r fa ­
vored p o lit ic a l classes to  some fo rm  or 
o ther o f pu b lic  doles, o r fo r our labo ring  
masses to  some fo rm  or o ther of corpo­
ra te  dependency.”
President Sargent believed th a t “ M ajor 
economic trends are governed by such a 
va rie ty  of  causes, physica l and psycho­
logica l, th a t they come and go as in e v i­
tab ly  as the tides in  the  ocean. A r t if ic ia l 
t in k e r in g  w ith  th is  or th a t na tu ra l law, 
w ill,  in  the  long run , have l i t t le  or no 
effect in  b r in g in g  about p rosperity  or 
p reven ting  depressions. The tides of the 
ocean rise  and recede w ith  m athem atica l 
re g u la rity . The tides of business also 
rise  and recede. I t  is our own obliga­
tio n  as in te lle c tua l hum an beings to 
know  be tte r than  we do now, the  laws of 
these ris ings  and recessions— not fo r  the 
purpose, presumably, o f p reven ting  them, 
bu t fo r  the  purpose of adap ting ourselves 
to  them  w ith  fewer bruises and bumps.
“ I  do no t hope fo r  continued progress, 
i f  we s h ift  to  the governm ent responsi­
b ilit ie s  th a t belong to  the  citizen. N or 
do I  believe th a t a free, democratic gov­
ernm ent can be m a in ta ined perm anently 
i f  we s h ift  to  centra lized governm ent in  
W ashington duties and responsib ilities 
th a t can be discharged w ith  reasonable 
efficiency by local un its  of government. 
As I  see it ,  the safety of our Republic, 
the ve ry  continuance of our fo rm  of gov­
ernm ent depends, among other th ings, 
upon tra in in g  the  mass of our people fo r 
sel f -govern m ent.”  . . .
“ I f  the Government can m anufacture 
and d is tr ib u te  e lectrica l energy, as some 
in  Congress arden tly  w ant us to, then i t  
can m ine and transp o rt energy in  the 
fo rm  of coal, and sell i t  in  com petition 
w ith  the corner coal yard. N a tiona liza­
t io n  of the power in d u s try  would be 
m ere ly a f irs t  step tow ard  the na tiona liza­
t io n  of a ll in du s try . I f  under the pre text 
o f regu la ting  commerce, the  Government 
can use the  taxpayers’ money to fix  a 
m in im um  price fo r  a g ric u ltu ra l products, 
then ce rta in ly  i t  can fix  maximum prices 
fo r  the same products, i f  the emergency 
ever arises, in  order to  a llev ia te  urban 
distress. I f  Congress can use the  ta x ­
payers’ money to  m anufacture fe r tiliz e r, 
then c e rta in ly  i t  can m anufacture fa rm  
m achinery. I f  i t  re a lly  does have the 
power to  do these th ings, then the  theory 
of delegated and lim ite d  powers upon 
w hich the  U n ited States became a un ion 
is com plete ly washed out. The door is 
th row n  open to  complete na tiona liza tion . 
W hy stop a t fa rm  m achinery? To aid 
in  m aking  im plem ents, w hy not own and 
operate iro n  mines, steel m ills , saw m ills  
—w hy stop anywhere? A nd a l l  under 
the  pre text o f he lp ing  ag ricu ltu re  as a 
means o f reg u la ting  in te rs ta te  commerce!
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“ A ll in d u s try  and a ll business m ust be 
conducted at the r is k  o f changing eco­
nom ic conditions, new inven tions and 
new processes, and subject to  the dangers 
of loss a ris in g  out of com petition from  
p riva te  sources. Th is  is one of the or­
d in a ry  risks  th a t a ll investors take when 
they em bark upon any enterprise. Gov­
ernm ent com petition, however, does not 
fa ll w ith in  th is  class of o rd in a ry  risks, 
because every c itizen has the r ig h t to  
suppose th a t h is Government w i l l  be ju s t 
and w i l l  not, th rough  d irect leg is la tion, 
use the  power and resources o f a ll the 
people to  destroy the business, the sav­
ings and investm ents of a p a rt o f the 
people. Governm ent in  business is a 
fo rm  o f com petition, the  r is k  of w h ich  
p riva te  investors never had any r ig h t  to  
believe they would have to  assume. When 
the pub lic  generally becomes imbued w ith  
the fea r th a t th e ir  Government is go ing 
to  destroy th e ir  investm ents by entering 
in to  p r iv a te  com petition, then those in ­
vestments w i l l  cease and seek refuge in  
other quarters, and the m ain source of 
p rosperity  w i l l  be d ried  up.”
P resident Deupree described the  Proc­
te r & Gamb le p lan of s tab iliza tion  to  be: 
“ We estim ate our sales fo r a year. We d i­
vide the production in to  fo rty -n in e  weeks 
w ith  the  thought o f opera ting at least th is  
leng th off tim e. T h is  gives us a un ifo rm  
production week by week. B u t ne ithe r 
our sales no r shipm ents are  un ifo rm . 
Therefore, we store ou r excess in  ware­
houses when production exceeds sh ip­
ments, and then draw  from  these ware­
houses when shipm ents are in  excess of 
production. I f  we have made accurate 
calculations, we come out even at the 
end o f the  year. That, in  a nu tshell, is 
our plan.”
H a rry  A. Wheeler, f irs t president, 
summed up h is conclusions w ith  regard 
to  organizations as fo llow s:
“ W hatever readjustm ents are ahead 
there  can be no question bu t the  busi­
ness associations o f the  country, and pa r­
t ic u la r ly  those affilia ted w ith  the  Cham­
ber o f Commerce of the U n ited  States, 
have a respons ib ility  fo r  in tensive and 
constructive study and action m ore than 
any other group th a t can be named. 
These associational movements liv e  close 
to  the  day’s problems. Tw en ty  years has 
seen them  e n tire ly  re b u ilt  in  the charac­
te r o f th e ir  operations and the expert 
character o f those who manage and con­
tro l them. They in  re a lity  constitu te  the 
greatest power fo r  good in  the business 
w orld  bu t they can on ly  operate where 
they are supported by adequate funds and 
by the general cooperation o f th e ir  con­
stituents.
“ Th is is rea lly  a testing  tim e in  w h ich  
a ll organizations are suffering m ore or 
less fro m  cuts in  th e ir  income. I t  is  a 
shorts igh ted po licy  to  destroy the effi­
ciency o f a force th a t has so much of
usefulness in  the development of the 
new conditions wh ich we hope w i l l  fo l­
low. M any of our best business associa­
tions are rep o rtin g  th a t they are some­
w hat discouraged and in  spite o f ac­
knowledgm ents of the value of th e ir  ac­
t iv it ie s  th e ir  constituents are cu ttin g  
expenses and are disposed to  e lim ina te  
en tire ly , or alm ost so, financ ia l con tribu ­
tions to  th e ir  associational connections. 
In  these tim es i t  would seem th a t our 
business associations are m ore needed 
than ever and should not on ly be sup­
ported by am ple funds fo r c a rry in g  on 
th e ir  established constructive w o rk  but 
should be encouraged by the personal 
service of every trade  executive and by 
h is de term ination  to square h is  conduct 
and th a t o f h is u n it  o f in d u s try  to  the 
best practices th a t are know n to  the  as­
sociations and can on ly be made effective 
when in d iv id u a l conduct accepts the re­
spo ns ib ility  o f ca rry in g  out to  the  le tte r 
these im p o rtan t associational program s.”
P ub lisher M urphy, speaking on the ag­
r ic u ltu ra l problem , said:
“ W hen fa rm er and business man get 
together, a new a g ricu ltu re  is born.
“ Our farm ers have found out th a t no 
act o f Congress o r p rice-fix ing  schemes 
can ever restore fe r t i l i t y  to wheat-sick 
soils, clean up weedy g ra in  fields o r raise 
sagging wheat y ie lds one bushel. These, 
and not price, are the real wheat prob­
lems in  the Northwest. We came to  the 
pa rting  of the ways as a wheat coun try  
ten years ago. We have chosen the cow­
paths to  prosperity.
“ Good fa rm in g  w ith  good livestock is 
doing a be tte r job  than any p o lit ic a l 
hokus-pokus. . . . Farm ers are w o rk ing  
out th e ir own fa rm  re lie f, m ilk in g  th e ir  
own way ou t of debt to  p rospe rity  on 
th e ir  own fa rm s— not in  W ashington.”  . .  .
“ M innesota has cut down her wheat 
g row ing  2,700,000 acres; now planted to 
potatoes and corn, hay and feeding crops.
“ Today, in  th is  period o f fa ll in g  prices, 
these same products hold up w e ll by 
comparison w ith  feeds, g ra ins and cotton, 
the raw  m ateria ls  o f fa rm ing .
“ The reason is obvious. Raw m ateria ls  
of ag ricu ltu re  or in d u s try  always fluctu­
ate v io le n tly — fa ll fa rthe res t in  tim es of 
stress. B u t when we fabricate raw  ma­
teria ls, make a finished product in  fac­
to ry  o r fa rm , we begin to  stab ilize both 
the price and the  in du s try .”
Speaking at the annual d inner, D irec­
to r General Masson said:
“ Perhaps we had be tte r beware of peo­
ple who have a great p lan fo r  so lv ing  a ll 
our problems at the same tim e, also of 
those who see the on ly  means of salva­
tio n  in  S tate interference. No doubt 
good laws and regulations are useful, bu t 
on ly inso fa r as they act lik e  the  drugs 
prescribed by a sensible physician, who 
wants to  help na ture  and not to  take its  
place. The golden m idd le  way between
ill-advised m eddling  and easy fa ta lism  
m ay be hard  to  find ; i t  is the eternal 
problem  w h ich  confronts us.”
The A. T. A. E., Am erican Trade As­
sociation Executives, holds one of its  
regu lar meetings in  connection w ith  the 
U n ited  States Chamber, a ll of the associa­
tions served by these executives being 
members of the Chamber. T h is  year in  
the Chamber meetings more than ever be­
fore reference was made to  the p a rt w h ich 
Trade Associations are p lay ing  in  co­
o rd in a tin g  various business forces. P resi­
dent Hoover in  a message said: “ E very  
development o f in d u s try  renders trade 
associations more essential to  the  sound 
development of our economic system.”  
Form er President Coolidge, in  one of h is  
d a ily  pronouncements tha t week, sa id : 
“ N e ithe r the state nor the federal gov­
ernments can supply the in fo rm a tio n  and 
wisdom necessary to  d irect the  business 
a c t iv ity  of the nation . About a ll th a t can 
w isely be done in  th is  d irec tion  is pro­
vided by trade organizations. . . . The 
experience, w i l l  and w isdom  necessary to 
guide business cannot be elected or ap­
pointed. I t  has to  grow up n a tu ra lly  
from  the people.”
H a rry  A. W heeler, f irs t president of 
the Chamber, said: “ The trade associa­
tio n  is  an indispensable u n it fo r  A m e ri­
can business, has an enorm ously im p o r­
ta n t pa rt to  p lay in  the readjustm ents 
th a t are ju s t ahead, and deserves the 
m ora l and financia l support of each u n it 
of business th a t could come under its  
ju r is d ic tio n .”
Trade associations have the same re­
la tionsh ip  to the business w o rld  th a t pro­
fessional organ izations have to  the pro­
fessional w orld . T ribu tes paid to the 
necessity and value of trade associations 
apply w ith  equal force to  the necessity 
and value of professional associations. 
Cooperative effort is on ly  secured through 
group re la tionships. Accountants pres­
ent at the meetings or reading the re­
ports p e rta in ing  there to can rea d ily  in ­
te rp re t the endorsements as to  the value 
of trade associations as con s titu ting  en­
dorsements of accounting organizations, 
whether local, state or na tional, whose 
purpose i t  is to  develop a un ified profes­
sional a ttitud e  on the  p a rt of th e ir  mem­
bers.
In  connection w ith  the A. T. A. E. 
m eeting an award is  annua lly  presented 
to  the association member w hich, in  the 
judgm ent of a committee, has won the 
greatest d is tin c tio n  du rin g  the  past year 
by reason of its  achievements and leader­
ship. T h is  year the  award went to  the 
N a tiona l Association of Dyers and Clean­
ers. Secretary Lam on t’s statem ent w ith  
regard to  the  presentation was: “ The 
basis o f the  decision of the  J u ry  of Aw ard 
was the expanded, in te llig e n t and com­
prehensive program  of service to the in-
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dustry  and to the pub lic  in  a d ifficu lt 
field, and fo r courageous trea tm ent of a 
dangerous weakness in  business conduct 
by th e ir  a ttack on racketeering.”
In  accepting the award, Paul C. 
T rim ble , the  M anaging D irec to r of the 
Dyers and Cleaners, a ttr ib u te d  the suc­
cess of h is association’s c la im  to  the ef­
fo rts  of fou r executives. He said: “ C redit 
is due to  G. E a r l S m ith, president of our 
association, fo r  m aking  a $225,000 budget 
stand up on $50,000 of dues; To F rank  
A. W eller, past president, who gave one 
en tire  year to  organ ization and financing 
of the association and its  tra in in g  school; 
to  W a lte r H . F ranks, C. P. A., au thor of 
our textbook, who rose from  bookkeeper 
to head our cost accounting departm ent 
in  fo u r years; and to  George G. Gaubatz, 
Jr., chemist, the head of our technica l 
and research departm ent, who has b u ilt  
up our labo ra to ry  service to  merchants 
and m anufacturers, as w e ll as to  d ry  
cleaners.”  (M r. F ranks is a member of 
the D is tr ic t of Colum bia In s titu te  and 
of The Am erican S ociety). Honorable 
m ention was given by the J u ry  to  the 
w ork  of the Laundry  Owners N ationa l 
Association, the Am erican Petro leum  In ­
s titu te , the N a tiona l Bureau of Casualty 
and Surety U n de rw rite rs  and to  the Na­
t io n a l Board of F ire  U nderw rite rs . The 
J u ry ’s reference to  the Laundry  Owners 
Association was “ fo r its  w e ll rounded 
program, in c lud in g  cost accounting, en­
gineering, research, etc.”  As to the Petro­
leum In s titu te  i t  said, “ fo r  its  accom­
plishm ents th rough  standard ization and 
s im p lifica tion , u n ifo rm  cost accounting, 
technica l research, sta tistics, etc.”
We present fo u r of the resolutions 
adopted:
T rade Associations
The Chamber of Commerce of the 
U n ited States reaffirm s its  endorsement 
of w e ll organized and prope rly  conducted 
trade associations and commends th e ir  
support to  a ll business in s titu tio n s  and 
business men of the  nation .
G overnm ent C om pe tition  
The Chamber of Commerce of the 
Un ited  States has repeatedly opposed the 
Government engaging in  any and a ll 
form s of business enterprise in  com peti­
tio n  w ith  its  citizens. We believe the 
tim e  has now come fo r the directors and 
officers o f the Chamber to  en lis t its  mem­
bership in  a survey of the form s and ex­
ten t of Government com petition in  the 
fields of business enterprise and to lead 
the business in terests o f the  coun try  and 
th e ir  organizations in  a continuous and 
aggressive effort to  have the  Government 
w ith d ra w  from  ex is ting  com petition as 
soon as necessary preparation and ad­
jus tm ent can be made, and against the 
Government en te ring  upon fu r th e r  com­
pe tition  in  any field.
G overnm en ta l E xpend itu res
W h ile  p riva te  enterprise has been go­
in g  th rough  a period of deflation w h ich  
has resulted in  reduced a b ility  of such 
enterprise to con tribu te  to  governm ental 
costs, Government has gone th rough  no 
such deflation.
On the con tra ry, expenditures of a ll 
branches o f governm ent—federal, state, 
and local—are con tinu ing  to increase not­
w iths tand ing  the cu rta ilm en t in  the a b il­
i t y  of the country  to pay taxes. Increases 
in  the to ta l of taxa tion  and even the 
maintenance o f the to ta l at its  present 
level, w i l l  adversely affect the re tu rn  of 
norm al business a c tiv ity .
We urge th a t substantia l and im m e­
dia te retrenchm ent be effected in  the  to ta l 
of governm ental expenditures, th a t great­
er efficiency be obtained in  the use of 
public revenues th rough  m odern budget­
ary  methods and accounting systems, th a t 
a ll proposals fo r  add itiona l public ex­
penditures be tested rigo rous ly  as to 
th e ir  urgent necessity, and tha t govern­
m ental pro jects o f a re lie f na ture and 
those designed to  speed general business 
rev iva l be examined as to  the  fe a s ib ility  
of th e ir  early  accomplishment.
Burdens o f T axa tion
The m ounting  volum e of federal, state, 
and local taxa tion  is ra p id ly  becoming 
a serious burden to  most of our m ajor in ­
dustries and fa lls  u ltim a te ly  upon the 
average c itizen, find in g  re flection in  the 
cost of p ra c tica lly  a ll of the necessities of 
life . A  study of the  fina l im pact of ta x ­
a tion  on the cost o f liv in g , in d ica ting  
w hat propo rtion  taxes represent o f the 
amounts spent by the average c itizen  fo r 
food, c lo th ing , and she lter would appear 
to  be the  most effective means of em­
phasizing the resu lts of increasing gov­
ernm enta l expenditures of a ll sorts. We 
accordingly ask th a t the  appropria te com­
m ittee  of the Chamber undertake a study 
of the  fina l effect o f taxa tion  on the cost 
of liv in g , and th a t the  resu lts of such 
studies be placed before the  membership 
and the public.
JOINT SPRING MEETING —  
VIRGINIA-NORTH CAROLINA  
SOCIETIES
Continued from page 165 
(or, T h a t’s W ha t’s the M a tte r w ith  the 
C o un try ).”
F o llow ing  the program  go lf awards 
were made. T. Coleman Andrews won 
both the V irg in ia  Cup and the Jo in t Cup 
fo r the lowest score. D. H . E vere tt won 
the lo w  net p rize ; J. E. Hutchinson, the 
prize fo r  best approach shot; A. W. B u r­
ket, the k ic k e r’s handicap; and J. J. Sell­
ers, the d r iv in g  contest.
Dancing was continued u n t il one 
o’clock, a fte r w h ich  the  group returned
to  the  ho te l and at about three o’clock 
the last s tra ins  o f “ Sweet A de line”  an­
nounced th a t a ll had become exhausted as 
the  resu lt o f th e ir  evening’s effort.
Saturday m orn ing  the Jo in t M eeting 
was resumed. The com m ittee appointed 
on F rid a y  reported, suggesting the  de­
s ira b il ity  of fo rm in g  cooperative plans, 
but fe lt tha t a more extended study should 
be given the subject than had been possi­
ble thus fa r. A t  th e ir  suggestion a com­
m ittee  of seven was appointed to canvass 
the  s itu a tio n  and subm it a report a t the 
next meeting. T h is  committee consists 
of Messrs. Moore, Redford, Adams, Mc­
Cabe, of N o rth  Carolina, and E lk ins , Gold­
ston and Raw lings, of V irg in ia .
Chas. Johnson, Chairm an of the  State 
County Government A dv isory  Commis­
sion, discussed the most recent leg is la tion  
pe rta in ing  to  S tate con tro l of county and 
m un ic ipa l a ffa irs, a fte r w h ich  the  tw o  
societies separated fo r  the purpose o f 
ho ld ing  th e ir  in d iv id u a l sp ring  meetings.
Saturday afternoon the tra p  shooting 
contest c le a rly  demonstrated the superi­
o r ity  o f D. H. McCollough, of N o rth  Caro­
lina , who m ere ly added one more to  the  
already large stock of troph ies which, 
d u r in g  the years past, he has accumu­
lated. Once again, most o f the  members 
repaired to  the  g o lf lin k s  p repa ra to ry  to  
leav ing  fo r  home e ithe r la te r Saturday 
afternoon or ea rly  Sunday m orn ing, de­
pending upon the  distance to  be tra v ­
elled.
The Secretary o f The Am erican So 
c ie ty  has attended several meetings o f 
these tw o  states bu t jo ins  in  the  general 
expressed op in ion th a t th is  was the  most 
successful one w h ich  they have held. 
Between V irg in ia  and N o rth  C aro lina 
there is  m uch o f in te rs ta te  practice. A  
score o f in d iv idu a ls  belong to  both S tate 
organizations. They came together in  a 
serious endeavor to  discuss from  a pro­
fessional s tandpo in t a cond ition  th a t had 
arisen wherein, as the  resu lt of in d is ­
crim ina te  b idding, large ly, i t  is tr ue, by  
accountants other than  members of the  
respective organizations, the profession 
had been weakened in  the  eyes of busi­
ness men and the prepared reports had 
not been as serviceable as they should 
have been.
MEMPHIS IN OCTOBER
Continued from page 166 
lik e  no other, where there is blended as 
nowhere else in  A m erica the romance and 
tra d it io n  o f the old South of side-wheel 
steamers, negro slaves and vast p lan ta ­
tions and the  new South o f steel and 
e le c tr ic ity  th a t is bu ild in g  industry . Cot­
ton fields as fa r  as the eye can reach, 
w h ite  at harvest tim e, are a s igh t few  
no rth e rn  eyes have seen, and M em phis
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is the center of the  na tion ’s cotton pro­
duction.
South of Memphis are m any th ings 
more.
New Orleans and its  ancient French 
m arket, its  cathedral, its  Cabildo and the 
surroundings of an ancient European 
c ity , last re lics of Napoleon’s am b itio n  to 
ru le  the New W orld  as w e ll as the  Old—  
present a p ic tu re  few tou ris ts  can resist, 
a vacation c ity  everyone wants to  see 
sooner or la te r. Nearby the M ississipp i 
G u lf coast w ith  its  m any resorts— B ilo x i, 
Pass C hris tian , Bay St. Louis, G u lfpo rt— 
beckon w ith  ba th ing  th a t is a t its  best 
in  October, G u lf fish ing th a t is a sport a ll 
its  own, sa ilin g  and surfboard ing  and the 
other p lay th ings of the  n a tion ’s greatest 
w a te ring  places.
A ttend  The A m erican Society m eeting 
in  Memphis before you r vacation, i f  you 
like . Proceed south to  New Orleans and 
spend i t  on the  coast. Or i f  you would 
seek fu rth e r playgrounds, sa il from  the 
na tion ’s second po rt fo r  Cuba and the 
lesser A n tille s , Mexico, Panama, a Carib­
bean cruise and spend you r weeks of re­
laxation  in  a t atmosphere s t i l l  more o r ig ­
ina l. The season a t Havana w i l l  be ju s t 
beginning, w ith  its  casinos, its  race 
tracks, its  ancient Spanish strongholds 
and palaces.
Mexico w ith  its  re lics from  the days of 
Montezuma and Cortez is a vacation land 
w ith ou t comparison in  the western hemis­
phere, i f  you care to  go th a t fa r. L ike  
nearer points, i t ’s d ire c tly  in  line  beyond 
Memphis w ith  your October t r ip  to  The 
Am erican Society convention.
Or i f  you’d sa il v ia  F lo rida , Memphis 
likew ise is a gateway southeastward, and 
you can proceed to  Cuba and the Carib­
bean th rough  B irm ingham  to  Jackson­
v ille , M iam i, Palm  Beach and Key West, 
f ly in g  or sa ilin g  from  land ’s end to Ha­
vana. F lo r id a  its e lf  has a ttrac tions  th a t 
need only to  be m entioned to  be known. 
A quatic  sport, yach ting , tarpon fish ing 
and h a lf a hundred m ore th ings to  do 
w i l l  take you r m ind  from  workaday cares 
there, i f  th a t’s you r choice fo r  a t r ip  
a fte r you’ve le ft Memphis.
October in  the South is In d ia n  sum­
mer. There is no more glorious season 
o f the  year in  any p a rt of Am erica. 
There’s s t i l l  the w a rm th  of summer w ith ­
out its  oppressive heat. There’s enough 
o f the beginn ing of fa ll to  make your 
scenic surroundings en route doubly 
never-to-be-forgotten. There are sports 
of au tum n as w e ll as of summer. There 
are m any resorts o f every k ind , m ore 
pleasant to  v is it  than in  more crowded 
tim es at the he ight o f a season th a t is 
ju s t closing or a season th a t is ju s t be­
g inn ing .
The South in  Am erica is a  coun try  a ll 
its  own. Seen once, i t  m ust be v is ited  
again. Never seen, i t  presents the a t­
tractiveness of o r ig in a lity  in  its  every
phase th a t no other section can present. 
In  its e lf  a place to see, i t  is doubly so as 
the gateway to  the tropics.
A nd Memphis where The A m erican 
Society o f Certified P ub lic  Accountants 
is ga thering  in  October, is the  centra l 
gateway, fro m  East or N o rth  o r West. 
Remember th a t in  p lann ing  you r 1931 
vacation, in  m apping you r 1931 conven­
tio n  t r ip  and w hat is to  fo llow .
INTERNATIONAL CHAMBER  
OF COMMERCE
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deavor depends upon accurate knowledge, 
and the g row ing  in te res t o f Am erican 
business managers fo r  such in fo rm a tio n  
indicates th a t in d u s try  and commerce are 
being conducted on more sc ien tific  bases 
than in  the  past.’
“ I t  is recognized by the com m ittee th a t 
the re  has been developed in  Am erica  a 
h igh e r degree o f technique in  accounting 
con tro l over business operation as com­
pared w ith  most fo re ign  countries. The 
repo rt states th a t ‘a lthough Am erican 
business has adopted some methods rad­
ica lly  d iffe rent from  those fo llowed by 
other peoples, th is  development has not 
occurred w ith o u t though t no r fores ight, 
nor w ith o u t due regard fo r  the elements 
of cost involved. Because of the  rap id  
tempo of business a c tiv ity  in  the United 
States, i t  has become necessary fo r  busi­
ness managers to  have rea d ily  available 
cu rre n t data concerning th e ir  ac tiv ities . 
A ccounting methods have been sim plified, 
s ta tis tica l methods have been employed 
to  assist in  ana lyz ing  the data revealed 
by the books o f accounts, and in  lin e  
w ith  the greater degree of m echanization 
of p roduction processes, A m erican busi­
ness has placed the burden fo r  recording 
and tab u la ting  accounting and s ta tis tica l 
data upon highly-developed and in tr ic a te  
machines.’
“ In te rn a tio n a l aspects o f  production 
costs assume s ign ifican t im portance in  
re la tio n  to  development of fo re ign  trade. 
Reference is made to  cost studies made 
fo r specific products in  various countries 
by the  Federal T a r if f  Commission. M any 
d ifficu lties are involved, however, because 
of lack of a u n ifo rm  un iversa l p lan  of 
se tting  up accounts. In  th is  connection 
the  repo rt says:
“  ‘Cost comparisons between companies 
in  a s ing le  indus try , of s ingle industries 
in  re la tio n  to  a ll in d u s tr ia l a c tiv itie s  and 
of industries  in  one country  w ith  those 
of another, are d ifficu lt to  m ake because 
o f the  d is s im ila r ity  o f accounting m eth­
ods followed. In  m ak ing  comparisons of 
in te rn a tio n a l scope, fu r th e r  com plica­
tions and d ifficu lties  are invo lved because 
o f fluctuations in  exchange, and d iffe r­
ences in  basic economic conditions.
" 'The increasing complexity of indus­
try  and commerce that has been brought 
about through the adoption of new meth­
ods o f production  and d is tr ib u tio n  has 
made necessary new in te rp re ta tion s  of  
certa in  economic doctrines. The trend  
o f in d u s try  tow ard concentration and me­
chanization has tended to  make certa in  
cost factors of re la tive ly  m ore im por­
tance than in  the  past. D irect m a te ria l 
and labor costs have lost im portance in  
re la tion  to  the m ore d ifficu lt cost factor, 
overhead exenses.
“  ‘An adequate eva luation of the im por­
tance of costs of production  requires ac­
curate accounting fo r  a ll elements o f cost. 
Such accurate accounting, in  order to 
y ie ld  comparable results, m ust be in  ha r­
m ony w ith  sound economic princip les.
“  ‘Am erican business men have recog­
nized the need fo r  u n ifo rm ity  of account­
ing  methods and have adopted such u n i­
fo rm  plans in  a num ber of representative 
industries. The demand fo r  u n ifo rm ity , 
however, is broader than the require­
ments fo r  a s ingle in du s try . To be of 
real benefit in  in te rp re tin g  business pro­
gress in  term s of economic theory, such 
u n ifo rm ity  of cost de term ination  m ust 
f u l f i l l na tiona l and in te rna tiona l requ ire­
ments. I t  is on ly  by such means tha t 
na tions can determ ine th e ir  status in  
re la tio n  to  the  economic forces acting  
both w ith in  and w ith o u t th e ir  geographic 
boundaries.
"  ‘T o  assure s t r ic t  co m p a ra b ility  o f data, 
methods of accounting must be un ifo rm , 
and in  add ition , in  so fa r  as comparisons 
m ust be made between nations, norm al 
costs are of p r im a ry  im portance. In  the 
study of the  effect of economic forces in  
various countries, the  long-run v iew  of 
costs of production should prevail. I t  is 
on ly  from  such data th a t in te llig e n t 
answers can be fo rm u la ted  w ith  respect 
to  such im p o rtan t economic questions as 
ta riffs , im m ig ra tio n , conservation of na­
tio n a l resources, development of trade, 
establishm ent o f indus try , and other po li­
cies of in te rn a tio n a l im portance and 
scope.’ ”
The most em phatic as w e ll as op tim is­
tic  statem ent made at the Congress was 
found in  the closing rem arks of Secre­
ta ry  Mellon, who, fo r  the firs t tim e in  
p ra c tica lly  tw o years, expressed an op in­
ion on economic conditions. He said, “ I  
have no means of know ing  when or how 
we sha ll emerge from  the va lley  in  wh ich 
we are now trave lin g . B u t I  do know  
th a t as in  the  past, the day w i l l  come 
when we sha ll find ourselves on a more 
solid economic foundation  and the on­
ward m arch of progress w i l l  be re­
sumed.”
TALKING SHOP
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by the clien t, bu t then  get peeved i f  you 
ask them  w hich a rtic le  in  the latest bu l­
le tin  they liked  best. I t ’s ju s t as im ­
p o rtan t to  us to  read the  reports th a t
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reach us as i t  is  fo r  the c lien t to  read 
our reports. B u t guys lik e  Cohen don’t  
do i t . ”
“ Old s tu ff again,”  said S tar, “ and w hat 
can you do about i t? ”
“ N o t a th in g ,”  said Old T im er, “ You 
can lead an ass to  water, bu t you can’t  
make h im  th in k .”
“ Y o w !”  exclaimed Star, “ tha t sounds 
more lik e  the k id . W here is he ton igh t, 
anyhow?”
“ Probably on h is  way back from  Wash­
ing ton ,”  said Dash. “ He to ld  me to te ll 
you a ll and I  fo rgo t.”
“ W e ll,”  said Old T im er, “ I ’m going to 
g ive you gentlemen a chance to  meet 
J u n io r next m onth. He graduates from  
New England U n ive rs ity  in  June. I ’m 
going up to  see h im  do it .  Then he’s 
com ing down and w o rk  fo r  the C ircle 
Company and I ’l l  b r in g  h im  around w ith  
me.”
“ B u t lis ten ,”  said Star, “ i f  he’s going 
to  be a C. P. A., w hy not le t h im  w ork  
fo r  you r firm . You don’t  look lik e  the 
k in d  of man who’d tre a t h is  son d iffe r­
e n tly  than  any other employee.”
“ Thanks,”  rep lied Old T im er. “ I  
w ouldn’t. B u t even though he’s m ajored 
in  accounting and finance, and made 
good m arks, he doesn’t  know  a th in g  
about bookkeeping and he needs to  learn 
it .  The C irc le  Company isn ’t  even a 
c lie n t o f m ine. He got the  job h im self. 
A fte r  a year as a ledger c le rk, I ’l l  take 
h im  on as a ju n io r .”
“ He m ust be a rea l go-getter to  find a 
job before commencement when experi­
enced men are unemployed,”  said Star.
“ Not a t a ll,”  said Dash, “ though maybe 
he is. One way th a t I ’ve noticed dozens 
o f companies have used to  reduce ex­
penses is  to  lay  off experienced men or 
women and take on am bitious youngsters 
a t h a lf or tw o -th irds  the  salary. The 
k id s  w o rk  lik e  the  dev il t r y in g  to  show 
how good they are ; a lo t o f them  are 
good and the company gets the benefit.”  
“ T ha t’s tough on the experienced peo­
ple. N o th ing  to  do but go ‘back to the 
fa rm ’,”  said Star.
“ W ell, i t ’s fo r the old house and lo t 
in  the suburbs r ig h t now— ”  said Dash.
“ We d idn ’t solve any problems to­
n ig h t,”  said Star, as Dash le ft, “ but I ’ve 
enjoyed th is  evening anyhow.”
“ Glad you have,”  said Old T im er. “ The 
problem  of the tu rno ve r o f both c lients 
and c le rks is not l ik e ly  to  be solved in  
m y life tim e , i f  ever. I t ’s no harm , how­
ever, to ta lk  over, and maybe some good 
w i l l  come o f i t . ”
F R A N K  W IL B U R  M A IN  has been 
elected to  the Board of D irectors of 
the K e lly -S p ring fie ld  T ire  Company.
O R R IN  R. JUDD, C. P. A., vice-presi­
dent of the I rv in g  T ru s t Company, 
New York, has been elected to  the  Coun­
c il of New Y o rk  U n ive rs ity . In  connec­
t io n  w ith  th is  announcement i t  was 
noted th a t Samuel F. S tre it, vice-presi­
dent of the New Y ork  Stock C learing 
Corporation, had been elected to  the  
Council o f the U n ive rs ity .
NOTES
The February, 1931 volum e of M ich igan 
Business Studies relates to  the percent­
age of u n it  banks and was compiled 
under the d irec tion  o f Charles L. Jam i­
son, Professor of Business Policy, School 
of Business A d m in is tra tio n , U n ive rs ity  o f 
M ichigan, A nn  A rbor.
Persons interested in  the problems re­
la tin g  to  sm all banks w i l l  find in  th is  
study valuable in fo rm a tio n . Copies may 
be secured a t $1.00 each. The monograph 
contains 33 tables, e xh ib itin g  p ra c tica lly  
every possible re la tionsh ip  w h ich  a bank 
should show. We quote the  tw e lfth  and 
fina l conclusion:
“ In  the fina l analysis, a bank m ust 
show a net p ro fit th a t w i l l  g ive a reason­
able re tu rn  on invested capita l, even 
though the  method o f ob ta in ing  th a t 
p ro fit m ay be varied  and d is tin c tly  lack­
in g  in  s tandard ization. N o tw iths tan d in g  
the inadequacy o f standard ratios, enough 
evidence has been gained from  th is  study 
to  ju s t i fy  an answer to  the question: 
How sm all m ay a bank be and s t i l l  earn 
a pro fit?  Assum ing th a t an average bank 
has an op po rtun ity  to  make about 6.75 
per cent gross, and 1.50 per cent net on 
earn ing assets, i f  successfully managed, 
i t  m ay have earn ing assets as low  as 
$175,000. . The gross earnings of a $175,-
000 bank at the  above ra te  w ould be about 
$11,812.50. The opera ting expenses would 
be about $9,187.50, leaving a net p ro fit of 
$2,625, from  w h ich  a reserve of 0.5 per 
cent could be set aside fo r losses on bad 
investments. The rem ainder, $1,750, a l­
though a sm all sum o f money in  itse lf, 
would nevertheless be a p ro fit o f 10 per 
cent on a cap ita l fund of $17,500— a pro­
p rie ta ry  investm ent suffic iently large fo r 
the  safe operation of such a bank. This  
judgm ent is based upon the experience of 
the  seven hundred odd banks covered by 
th is  study.”
M inneapolis has a Council fo r  A d u lt 
Education, organized tw o  years ago fo r 
the  purpose, p r im a r ily , o f p rom oting  con­
tinued education among the adu lt popula­
tio n  o f M inneapolis. Joseph A. Boulay 
was appointed as a representative on the 
Council. A lthough  the  members were 
o r ig in a lly  designated by various organi­
zations, the a c tiv itie s  have so developed 
as th a t they are la rge ly  now acting  as 
ind iv idua ls . As representatives of or­
ganizations in  the f irs t  instance, some of 
the  effectiveness o f the  w o rk  was lessened 
by the necessity o f consu lting  the bodies 
w h ich  they represented so th a t the trans­
it io n  in  po licy  has developed gradually.
Recently there has been inaugura ted 
an educational fo rum  w ith  weekly meet­
ings addressed by representative citizens 
of the  com m unity . The M inneapolis 
Tribune fo r  M arch 19, announces th a t 
M r. Boulay w il l  have charge of a special 
course at the  U n ive rs ity  of M innesota 
designated to prepare candidates fo r  the 
C. P. A. exam inations given by the M in ­
nesota State Board of Accountancy. T h is  
course is one of several offered by the 
extension d iv is ion  of the un ive rs ity . Th is  
arrangem ent fits  in  w ith  the  general 
p ractice of the  Council of A d u lt Educa­
tio n  and the  details were worked out by 
the  extension d iv is io n  o f the u n ive rs ity  
in  con junction  w ith  the State Account­
ancy Board, o f w h ich  H. C. J. Peisch is 
Secretary.
The New Y ork  Herald-Tribune, in  one 
of its  Sunday issues of nearly a year 
ago, re fe rr in g  to  the unsettled conditions 
fo llo w in g  the stock m arke t crash, said, 
among other th in gs : “ So the doctor had 
to  be called in  to  look at the pa tien t. The 
doctor in  th is  case is e ither an account­
ant, an appra isal company or a corpora­
t io n  whose business is th a t of survey­
in g  industries  and in fo rm in g  the owners 
as to  the  resu lt o f the diagnosis and 
w hat cu ra tive  is required. * * * Indus­
tries  need a constant checking up. Th is 
is p a rtic u la r ly  true  in  these days when 
speed and resourcefulness are v ita l fac­
tors in  the progress of in d u s try .”
The annual conference of the N ationa l 
Association of Cost Accountants w i l l  be 
held a t the W ill ia m  Penn Hotel, P itts ­
burgh, June 15 to  18. The general sub­
ject around w h ich  the  several papers 
and discussions w i l l  center is, “ P ro fit 
M ak ing  Management.”  I t  is proposed to 
make a thorough case study of a s ingle 
business, developing ideas th rough  the 
various sessions th a t are applicable to  
any business.
I t  w i l l  be recalled tha t The Am erican 
Society was represented in  connection 
w ith  some of the  early conferences held 
by the D epartm ent of Commerce w ith  
reference to  the  general subject o f Sim­
p lified  Practice.
A  repo rt fro m  the D iv is io n  of S im p li­
fied Practice, ju s t received, indicates th a t 
the  num ber of business concerns w h ich  
have now adopted the  s im p lified  invoice, 
w h ich  was S im p lified  P ractice Recommen­
da tion R37-28, has passed one thousand, 
representing an increase of 59.4% be­
tween Ju ly  1, 1930, and A p r i l 15, 1931. 
The la rgest percentage increase of adop­
te rs  have come fro m  the states o f C a li­
fo rn ia , Connecticut, I llin o is , Ind iana, 
M ich igan, New Jersey, New Y ork , Ohio, 
Oklahoma, Pennsylvania and W isconsin.
In  a rad io  address over the  associated
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stations of the Colum bia Broadcasting 
Company, May 24, D r. K le in , A ssistan t 
Secretary of Commerce, stated th a t the 
adoption of s im p lified practice had en­
abled 120 industries  to  effect a saving of 
$250,000,000 a year.
In  h is address he defined sim plified 
practice to  be “ th a t po licy  by w h ich  
m anufacturers, d is tribu to rs , and users, 
th rough  vo lun ta ry  agreement, l im it  the 
specia lly made and sold varie ties  of any 
given m anufactured a rtic le  to  such con­
ven ient m in im um  as w i l l  sa tis fy  a ll 
no rm al and reasonable demands.”  He 
fu r th e r  said: “ V a rie ty  m ay be the spice 
o f life , bu t va rie ty  can also be the curse 
of business.”
F ive  associate groups of the  N a tiona l 
R e ta il D ry  Goods Association, in c lud in g  
the C ontro lle rs ’ Congress, Store Manag­
ers’ D iv is ion , Personnel Group, Traffic 
Group and R e ta il D e live ry  Association, 
held meetings in  W ashington the last 
week in  May.
C A L IF O R N IA
The annual m eeting of the San F ra n ­
cisco Chapter of the  C a lifo rn ia  State 
Society o f Certified P ub lic Accountants 
was held at the Com m ercial Club, on May 
18, 1931.
President Anson H e rrick , in  his re­
po rt covering the ac tiv itie s  fo r  the year, 
detailed the w o rk  done by the Com m it­
tee appointed to  confer w ith  the Board 
of Freeholders re la tive  to  d ra ftin g  a new 
San Francisco C harter, and by the Leg­
is la tive  Committee, w h ich  assisted 
in  d ra ft in g  the  b i l l  covering amend­
ments to  the C a lifo rn ia  Corporation 
Laws. He fu r th e r  reported th a t no t­
w ith s ta n d in g  the financia l depression, 
the membership of the Chapter had, du r­
in g  the year, made a net ga in  of fifteen 
members, b r in g in g  the  present member­
ship to  260.
The annual g o lf tournam ent, w h ich 
was over the P resid io  Course, resulted 
in  W ill ia m  M orrison  securing low  gross 
score; Kenneth N. Logan, second gross;
E. A. Sunstrom, low  ne t; B. D. M at­
t in g ly , second net; R. M. Gane, h igh.
Officers elected fo r  the ensuing year 
were: President, James E. Ham m ond; 
Vice-President, Lew is L i l ly ;  Secretary- 
Treasurer, B. W . Bours; D irectors, A. 
D e W itt A lexander, Judson E. K rueger, 
Anson H e rrick , W. R. R. K ilroe .
IN D IA N A  
The annual m eeting of the  Ind iana  
Association o f Certified Pub lic  Account­
ants was held a t the  Severin H ote l, In ­
dianapolis, on May 8 and 9, 1931.
The G olf Tournam ent, held on  F riday, 
resulted in  the  P resident’s Cup being
The C ontro lle rs ’ Congress touched on 
many subjects of in te rest to  accountants 
such as sales audits, accounts payable, 
accounts receivable, w orkroom  account­
ing, merchandise budgets and budgetary 
p lanning, in ven to ry  and purchase con­
tro l, technique of expense budgeting, 
s ta tis tics  and records, in te rn a l audits, 
costs of customers’ re turns, etc.
I t  is in te res tin g  to  note th a t fo u r cer­
tif ied  pub lic  accountants, now connected 
w ith  p riva te  business organizations, ap­
peared on the  program . H ector Suyker, 
w ith  a New Y o rk  certificate, is now the 
Executive V ice-President and C ontro lle r 
of L. Bamberger & Company, Newark, 
New Jersey. L . G. Andrews, ho lder of 
a M ich igan certificate, is C ontro lle r of 
S traw bridge & C loth ier, Philadelph ia, 
Pennsylvania. Hugo Kuechenm eister, 
holder of a W isconsin certificate, is  Con­
tro lle r  of Ed. Schuster & Company, M il­
waukee, and C. LeRoy A ustin , w ith  a 
M ich igan certificate, is C on tro lle r of the 
Higbee Company, Cleveland, Ohio.
won by M r. S. A. Tom linson. There were 
numerous other prizes fo r  members and 
guests.
T he  Saturday m orn ing  session was 
given over to  the transaction  of business 
and general discussion. D irectors elected 
fo r the  next tw o  years were: E a rl E. 
Thomas, E vansv ille ; H a rry  Boggs, In ­
d ianapolis; H . A. Roney, Ind ianapo lis ; 
James R. W harton , South Bend; and 
Wm. M. Madden, Ind ianapolis. Officers 
elected fo r  the  year 1931-1932 were: 
P resident, J. C. O live ; E. E. Thomas, 
vice-president; treasurer, A. R. Chap­
m an; secretary, H . A. Roney; aud ito r, T.
G. Thurston.
KAN SAS
The annual m eeting of the Kansas 
C ity  Chapter was held a t the Blue H ills  
C oun try  Club, Monday evening, May 4, 
1931.
The p rin c ip a l business of the evening 
was the election o f officers fo r  the  next 
year, w h ich  resulted as fo llow s: P resi­
dent, D avid B. Peter; f irs t vice-presi­
dent, J. Gordon Steele; second vice-presi­
dent, R. W . S m ith ; treasurer, Tom C. 
Hansen; secretary, H a rry  L. Stover.
M ASSACHUSETTS 
The annual m eeting of the Massa­
chusetts Society of Certified Pub lic  Ac­
countants was held on Monday, M ay 25,
1931, at Belm ont S pring  C ountry Club.
G olf a ttracted a large num ber in  the 
m orn ing  and afternoon and the d inner in  
the evening was attended by 211 mem­
bers and guests. F o llow ing  d inner a short 
business m eeting was held and la te r danc­
in g  and bridge were enjoyed u n t il m id ­
n igh t. Officers elected were: President, 
P erc iva l F. B rundage; Vice-President, 
Donald P. P e rry ; Secretary, A lb e rt E. 
H u n te r; Treasurer, A r th u r  T. Chase; 
Executive Committee, John F. Clarke, 
H a ro ld  A. Mock and Raymond D. W il­
la rd ; A ud ito r, A r th u r  I. Richardson.
M r. Brundage, the  incom ing president, 
also received the honor of being firs t in  
the go lf tournam ent, w in n in g  the prize 
fo r  low  gross.
M IC H IG A N
The S ix th  A nnua l M ich igan Account­
ants Conference was held at the H ote l 
S ta tle r M ay 14th, sponsored by the M ich­
igan Association of Certified Pub lic Ac­
countants and the M ich igan Society of 
P ub lic Accountants. The enro llm ent 
du rin g  the day reached 318.
In  the  m orn ing  Le n t D. Upson, d irec­
to r  of the D e tro it Bureau of Govern­
m ental Research, presented an address 
on “ Proposed Leg is la tion  P e rta in ing  to 
U n ifo rm  Accounting Methods fo r  M un ic i­
pa litie s .”  T h is  address was especially 
appropria te because of a b i l l  before the 
M ich igan Leg is la ture  p ro v id in g  fo r un i­
fo rm  accounting methods fo r  m u n ic ip a li­
ties. T h is  address was followed by one 
on the subject “ Accounting Aspects of 
A dve rtis in g  Costs,”  given by M ilto n  M. 
A lexander, president o f an advertis ing  
company.
A t the afternoon m eeting Rudolph E. 
Reichert, S tate B ank ing  Commissioner, 
gave an address on “ W hat the Banker 
Expects o f a Certified Pub lic Account­
ant,”  and E. A. K racke, executive office 
pa rtner of H askins & Sells, New York, 
also made an address.
These papers were followed by discus­
sion from  the floor led by W illia m  A. 
Paton.
D u rin g  the day the ladies were cared 
fo r w ith  a luncheon and theater party .
A t h a lf past s ix  the annual banquet 
was held. The menu was in  the fo llo w ­
in g  fo rm :
E X H IB IT  “ A ”
S T A T E M E N T  O F P R O F IT  A N D  L O S S
F o r the  Period from  
7:00 to  10:30 P. M.
IN C O M E :
Sales _______________ Celery and Olives
COST OF SALE S :
Inve n to ry  about a year ago,
Supreme of F ru it ,  S ta tle r
Purchases ____S tra ined Gumbo in  Cup
T ota l __________ Larded F ile t of Beef,
Fresh Mushroom Sauce
Less:
In ve n to ry  T on igh t,
Long B ranch Potatoes
COST OF S ALE S__ New S tr in g  Beans
GROSS P R O F IT ____ Chiffonade Salad
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EXPEN SES:
A d m in is tra tiv e _______ Mousse of F ru it
S e lling________________ Assorted Cakes
T O TA L E X PE N S ES ______ Demi Tasse
N E T  LOSS______Cigars and C igarettes
The en terta inm ent was fu rn ished  by 
the  D ella Robbia Orchestra, the Masonic 
News Harm onica Band, Van De Van, 
B il lie  Hammond, Ray Oberlieson and 
L a rry  Funke in  solos and duet, Irene 
Oberlieson, accompanist, and the W elsh 
Male Chorus, w ith  specia lty dancing by 
The Two Spades (colored a rtis ts ) .
The fo llow ing  program  was presented.
E X H IB IT  “ B ”
S T A T E M E N T  OF A S S E T S  A N D  L IA B IL IT IE S
as at May 14, 1931 
ASSETS 
L IQ U ID  ASSETS:
In trod uc tion s_______ H arvey Campbell,
Toastmaster
Invocation ,
Rev. F a the r John P. McNichols, S. J.
Address of Welcome,
Hon. M ayor F ra n k  M urphy 
F IX E D  ASSETS:
Address______________ Dr. D avid F rida y
T O T A L ASSETS______ A  Good T im e
L IA B IL IT IE S  
L IQ U ID  L IA B IL IT IE S :
To Be Determ ined
N E T  W O R TH :
C apita l Stock— The M ich igan Ass’n 
of Certified P ub lic  Accountants,
174 Members 
S urp lus— M ich igan Society o f Pub­
lic  Accountants_______... 90 Members
T O T A L  N E T  W ORTH,
Good Fellow sh ip
T O T A L L IA B IL IT IE S
AN D  N E T  W O R TH A u f W iedersehen
N O TE : C ontingent L ia b il i ty  fo r  Over­
doing ____________________ H E A D AC H E
The M ayor was unable to  be present 
bu t was represented by G. H a ll Roose­
ve lt, C ontro lle r. M r. Roosevelt con­
tended th a t accountants, as w e ll as offi­
cia ls, were trustees of pub lic  funds in  
these days when ownership was la rge ly  
represented th rough  corporate stock. The 
on ly difference, he said, between the 
books o f governm ent un its  and those 
o f corporations was th a t deficits were 
no t w r itte n  in  red in  governm enta l rec­
ords, bu t were transfe rred  to  another 
page. The b ig  problem  in  governm ent 
con tro l was how to  make budgets l iv in g  
th ings. The C ity  of D e tro it was the sec­
ond la rgest em ployer in  the  c ity . Gov­
ernments are p r im a r ily  spending in s ti­
tu tions  and not ea rn ing  in s titu tio n s . Just 
recently i t  had been necessary fo r  the 
C ity  of D e tro it to  bo rrow  $75,000,000.00 
to run  the government, paym ent o f w h ich
m ust be made from  fu tu re  income. He 
urged accountants to  undertake the re­
spo ns ib ility  of sha ring  in  an active con­
t ro l of th e ir  own affa irs  by assuming a 
la rge r a c tiv ity  in  governm ental m atters 
than they had usua lly  heretofore 
exerted.
F ather McNichols, president of the 
U n ive rs ity  o f D e tro it, urged those who 
were a ll ready recognized as leaders in  
the accounting fie ld to  encourage mem­
bers of th e ir  staffs and prospective ac­
countants to increase th e ir  educational 
background by continued study.
Dr. F r id a y ’s address was on the “ Soviet 
Five-Year P lan and I ts  E ffect on A m e ri­
can Trade.”  H is  general conclusion was 
th a t i f  the five-year p lan succeeds in  
twenty-five years in  ra is in g  the liv in g  
standards in  Russia to  one-half the pres­
ent standard in  the U n ited  States i t  w i l l 
be a good th in g  fo r  the w o rld  and espe­
c ia lly  fo r  Germany, England and the 
U n ited States because of the fact tha t 
those countries are a lready fa r  ad­
vanced along in d u s tr ia l lines and th e ir  
ou tput w i l l  be needed to  supply the in ­
creased demand of the vast Russian 
populace fo r w hat Russia w i l l  then con­
sider as necessities and concerning w h ich  
now the vast m a jo r ity  know  nothing.
Dr. F rid a y  explained the necessity fo r 
every na tion  feeding its e lf before i t  can 
be a p a rtic ip a n t in  fo re ign  trade so fa r  
as exports are concerned. Russia, at 
the present tim e, w ith  75 per cent of its  
popu lation on the fa rm , is not able to 
feed itse lf whereas Am erica, w ith  22 per 
cent of its  popu lation on the farm , finds 
its e lf able not on ly to feed itse lf on a 
much h igher scale, bu t to  export enough 
to  m ore than pay fo r  im ports. Tha t 
difference represents inefficiency on one 
hand and efficiency on the other. I f  Rus­
sia develops its  five-year p lan and 
secures an increased production, th a t 
increase w i l l  be absorbed by the in ­
creased standards of liv in g .
The toastm aster, H arvey Campbell, 
secretary o f the  D e tro it Board of Com­
merce, filled  the position in  an ideal 
manner, in tro du c ing  the enterta iners and 
speakers w ith  pe rtine n t comments and 
sum m ariz ing  the rem arks of the speakers 
in  w e ll chosen phrases.
N E W  JERSEY 
The th ir ty - th ird  annual m eeting of the 
Society of Certified P ub lic  Accountants 
of the  State of New Jersey, was held at 
the  E lks  Home, Newark, on Thursday, 
May 21, 1931, a t 6:15 P. M.
F o llow ing  the  reports o f officers and 
committees the annual election o f officers 
was held. Those elected were: President, 
H enry  B. F e rna ld ; F irs t  Vice-President, 
P h ilip  S. S uffern ; Second Vice-President, 
Ju lius  E. F lin k ;  Secretary, Theodore 
K ro h n ; Treasurer, W . M e lv ille  Coursen. 
Trustees, Robert H. G u llive r, George
K ingsley and A. H. Puder, elected fo r tw o 
years, and W illia m  C. Heaton, elected fo r 
one year; A ud ito rs , Percy B lock and C. P. 
K ing.
P h ilip  E. B ird , President of the New 
Jersey M anufacturers Association, was 
the speaker of the  evening and had fo r 
h is subject “ F riend  or Enem y.”
N E W  YORK
A t the annual m eeting of The New 
Y o rk  State Society of Certified Public 
Accountants, held in  New Y ork  C ity, 
M ay 11, 1931, the fo llow ing  officers were 
unan im ously elected fo r  the ensuing 
year: A r th u r  H . Carter, P resident; W a l­
te r  A. Staub, F irs t  V ice-President; 
M a rtin  K o rt jo h n , Second Vice-President; 
F red L. M ain, Secretary, and P r io r  S in­
c la ir, Treasurer.
S ix d irectors were unanim ously elected 
fo r a te rm  of tw o  years, as fo llow s: 
Em anuel Engel (re-elected), A. S. Fedde, 
W ill ia m  J. Forster, F rede rick  H. H u rd ­
man, Charles E. M ather, and M orris  C. 
T roper (re-elected). The above-named 
officers and d irec to rs , together w ith  the 
s ix fo llo w in g  d irectors whose te rm  of 
office extends th rough  another year, con­
s titu te  the present Board of D irectors 
of the Society: Thomas F. Conroy, Max 
F in k , John T. Madden, A lexander F. 
Makay, M aurice E. Peloubet, and James 
L. R idgway.
The annual reports, w h ich  were pre­
sented by officers and committees, in d i­
cated th a t the  year under review  had 
been an active one. The Secretary re­
ported a to ta l membership of 1,580.
A  very  in te re s tin g  address was de­
live red  by M r. Thomas Keens, a fo rm er 
president of the  Society of Incorpora ted 
Accountants and A ud ito rs  of England.
P E N N S Y LV A N IA
The ten th  annual m eeting o f the P itts ­
burgh Chapter of the Pennsylvania In ­
s titu te  of Certified P ub lic  Accountants 
was held at the Keystone A th le tic  Club, 
M ay 5, 1931, a t 6.30 p. m.
F o llow ing  transaction  of rou tine  busi­
ness, short ta lks  were given by Messrs. 
E rnest C row ther and F rank  W ilb u r 
M ain.
E lection  of officers resulted as fo llow s: 
Chairm an, A d ria n  F. Sanderbeck; V ice 
Chairm an, W ill ia m  F. M arsh; Secretary, 
I r a  G. F lo cken ; A ud ito r, H . R. H ers­
perger; Treasurer, E dw in  S. Reno. Mem­
bers of the  Executive Com m ittee elected 
fo r  tw o  years were: Hym en Schlesinger, 
W ilfre d  D. Rush, and E lm er E. Bauer.
W ASH IN G TO N  
A t the annual m eeting of the  W ash­
ing ton  Society o f Certified P ub lic  Ac­
countants, held M ay 8, 1931, the fo llo w ­
ing  officers and d irectors were elected: 
President, C. L . Stone; V ice President, 
John E. Chambers; Secretary-Treasurer,
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George V. W h itt le ; D irectors, John E. 
Chambers and George V. W h itt le . H o ld­
over D irectors are: Paul R. S trou t, E. 
J. Calloway, and L. F. W . Reinhard.
Am ong the m atters of business trans­
acted was the au thoriza tion  of a special 
commitee to  study classification of ac­
countancy services.
A t the regu la r W eekly Luncheon of 
the Seattle Chapter, held on May 13, 
1931, the subject fo r  debate was “ Re­
solved, T ha t the B lue Sky Law  of the 
State of W ashington is bette r than the 
E ng lish  Companies A ct fo r  the protec­
t io n  of Investors.”
The report of the  debate was to  the  
effect th a t i t  was a draw n battle.
STATE BOARD NEWS
A R IZO N A  
R. G. Darrow , of Tuscon, has been ap­
pointed to  the A rizona State Board of 
Accountancy to  succeed C. A. W eid ler.
M O N TAN A
F. S. Jacobsen, of Helena, has been 
appointed a member of the Board of E x­
am iners in  Accountancy to succeed W. A. 
Logan.
N E W  YORK 
The Regents of the U n ive rs ity  of the 
S tate of New Y ork  have reappointed 
James L. R idgeway and E rnest W il l­
vonseder as members of the Certified 
P ub lic  Accountant Com m ittee on G riev­
ances to  serve fo r a period of five years 
fro m  M ay 1, 1931.
VERM O NT 
G overnor W ilson  of Verm ont, acting  
under the provis ions of the recently 
amended law, has made the  fo llo w in g  ap­
pointm ents to  the State Board of Ac­
countancy: Charles F. Brooks, C. P. A., 
o f M on tpe lie r; F rancis C. Derby, C. P. A., 
o f B u rlin g to n ; and Ben jam in Gates, 
State A u d ito r o f Accounts, M ontpelier. 
The Board has organized w ith  M r. 
Brooks as Chairm an, Derby as V ice 
Chairm an, and B en jam in  Gates as Secre­
ta ry .
Classified Advertisements
A dvertising copy for th is p are  s hould be 
received in  the office o f T H E  C E R T IFIE D  
PU BLIC  ACCOUNTANT not la ter than  the  
25th day  o f  the  m onth preceding the m onth  
o f publication. R ates for “H elp W anted” and 
“Situation W anted,” $3.00 per inch or frac­
tion thereof (7  lin es to  an inch) fo r  one in ­
sertion. The rate for "M iscellaneous” is  $5.00 
per inch for each  insertion.
ACCOUNTING PRACTICE WANTED. A 
reputable and well established firm  of De­
tro it Certified Public Accountants w ill con­
sider the purchase of public accounting 
practice in the City of Detroit. Reply to 
Box K-256, THE CERTIFIED PUBLIC 
ACCOUNTANT.
ANNOUNCEMENTS
Wm. Clabaugh & Co., Certified P ub lic  
Accountants, announce the  rem oval of 
th e ir  W ashington offices to  1518 K  
Street, N. W ., W ashington, D. C.
A. Percy B lock & Company, Certified 
Pub lic Accountants, announce the open­
ing  of offices fo r  the practice of account­
in g  a t 225 Broadway, New York, and 40 
C lin ton  Street, Newark, N. J.
A. W. Ehrm an & Co., Certified Pub lic 
Accountants, announce the rem oval of 
th e ir  offices to su it 1501-5 B arium  Tower, 
D e tro it, M ichigan.
Clyde F. H a rt and Associates are now 
located in  the G riffith  B u ild ing , 605 
Broad Street, Rooms 508-9, Newark, New 
Jersey.
Joseph A. Boulay, C. P. A., announces 
the rem oval of h is offices to  581 New 
N orthw estern Bank B u ild ing , M inneapo­
lis , M innesota.
H a rry  Goodkin, C. P. A., has removed 
his office to  116 John Street, New Y ork  
C ity.
Carbis A. W alker, C. P. A., announces 
as of May 1st, h is practice of pub lic  ac­
countancy under the firm  name of Carbis
A. W a lke r & Associates, Certified Pub lic 
Accountants, 314 Nissen B u ild ing , W ins­
ton-Salem, N. C.
F rederic Eugene Reeve, C. P. A., is 
now located at Twenty-one West Street, 
New Y ork  C ity.
Nelson Bernste in  and Hym an F re ir ­
eich announce the fo rm a tion  of a p a rt­
nersh ip  under the firm  name of Bernstein 
& F re ire ich , w ith  offices located at 1440 
Broadway, New Y o rk  C ity .
Em anuel Cohan, C. P. A., is now located 
at 500 F if th  Avenue, New Y ork  C ity .
M ax F in k , C. P. A., announces the re­
m oval of h is office to  450 Seventh Ave­
nue, N. W. corner of T h ir ty - fo u rth  
Street, New Y ork  C ity .
C. Wm. W ittm a n , Jr., C. P. A., fo rm erly  
of the Houston, Texas, office of M attison 
and Davey, is now w ith  the San F ra n ­
cisco office, located a t 215 M arke t Street, 
San Francisco, C a lifo rn ia .
L. H. Rosoff & Co., Certified Pub lic Ac­
countants, announce the rem oval of th e ir  
offices to  One W a ll Street, New Y ork  
C ity.
Samuel Tarte r, C. P. A., announces the 
rem oval o f h is  offices to 401 Broadway, 
New Y ork  C ity .
E arle  H. LeMasters, C. P. A., is  now 
connected w ith  the Federal Farm  Loan 
Bureau in  the capacity of Land Bank 
Exam iner, w ith  headquarters at San 
Francisco, C a lifo rn ia .
Joseph B. Stamp, Jr., C. P. A., is now 
located at 150 F if th  Avenue, New Y ork  
C ity.
M. J. Landsman, C. P. A., announces 
the d isso lu tion of the firm  of Landsman 
& Shufro and the opening of his office 
fo r  the con tinua tion  of his practice at 
724 F if th  Avenue, New Y ork  C ity.
A r th u r  Young & Company announce 
the rem oval o f th e ir  offices to 101 West 
Eleventh Street, Kansas C ity, Mo.
Lybrand, Ross Bros. & M ontgom ery an­
nounce the rem oval of th e ir  New Y ork  
office to  90 Broad Street, New Y ork  C ity .
Leslie , Banks &  Company announce 
the rem ova l o f th e ir  offices to  21 
W est S treet, New Y o rk  C ity .
Kahan and Seltzer, Certified Pub lic Ac­
countants, announce the rem oval of th e ir  
Los Angeles office to  Suite 901 Pacific 
N a tiona l B u ild ing , 315 W est N in th  Street, 
Los Angeles, C a lif.
W ille tt,  F ic k  & W harton , Certified Pub­
lic  Accountants, 822-828 J. M. S. B u ild ­
ing, South Bend, Ind iana, announce th a t 
A r th u r  M alina, Esq., is associated w ith  
them  as counsel in  m atters of Federal 
taxa tion .
COMMITTEE APPOINTMENT
Joseph H. G ilby, C. P. A., of Chicago, 
I llin o is , has been appointed to  member­
ship on the Com m ittee on Cooperation 
w ith  Robert M o rris  Associates. O ther 
members of the com m ittee are: F ra n k  
W ilb u r  M ain, P ittsbu rgh , C ha irm an ; 
W ill ia m  Dolge, San Francisco; J. J. 
K le in , New Y o rk  C ity ; and O. V. W al­
lin , Philadelph ia .
IN MEMORIAM
C H A R LE S  E D M U N D  F R E E M A N , 
C. P . A ., (Ind., No. 14, A p r i l 17, 1915), 
died a t the home of his daughter in  
Ind ianapolis , on A p r i l 25, 1931.
M r. Freeman, who was born in  Som­
m erv ille , Massachusetts, in  1855, had long 
been p ro m inen tly  iden tified  w ith  the  ac­
counting  profession. He was Secretary 
E m eritus  of the  Ind iana  Association o f 
C. P. A ’s and was a cha rte r member o f 
The Am erican Society. He is survived 
by tw o daughters, Mrs. Theodore T a y lo r 
and Mrs. C. W. Greer, both of Ind ianap­
olis, and seven grandchildren.
 M ileston es in  th e  P r o g r e s s  o f
M a c h in e  A c counting . . .
1 9 0 7  R em ington  . . . 
"Blind W riter”
1 9 1 4  R em in g to n . . .  V erti­
cal and Cross C om puting
N o w , Complete
Electrification !
TH E first bookkeeping machine was introduced in 1907 when the old Rem ington ” b lin d ” typew riter 
was combined w ith addition and subtraction attach­
ments. Since then, Rem ington has made im provement 
after im provem ent to keep pace with the increasing 
tempo of business production. A nd today the new 
Remington completely electrified 
Accounting Machine . . . conceived 
and perfected by Remington Rand 
engineers is the crowning achieve­
m ent of the accounting machine age.
1 9 2 4  R em in gton  . . . 
E lectric Carriage R eturn
H e r e  is  a com plete ly  electrified  a cco u n t­
in g  m a ch in e . E lec tr ified  a lp h a b e t k e y ­
board , e le c tr if ied  n u m era l k ey b o a rd , 
e lec tr if ied  carriage retu rn , e lec tr if ied  
l in e  spacer. T h e se  an d  o th er  au to m a tic  fea tu res  b r in g  to  
m o d e m  b u s in e ss  an e n tir e ly  n ew  p r in c ip le  o f  m a ch in e  
b o o k k eep in g . S en d  fo r  a co p y  o f  " R e m in g to n  R an d
E lec tr ifie s  T h e  A c c o u n tin g  M a ch in e  . . . C o m p le te ly ” . Y o u  
w ill  lea rn  som e su rp r isin g  facts a b o u t th e  im p o rta n ce  o f  
e le c tr ic ity  to  m o d ern  a cco u n tin g  d ep a rtm en t o p era tio n .
1 9 2 9  R em ington  . . .  D ual 
Cross C om puting
1931
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B UFFA LO , N E W  YO R K
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
R e m a rk a b le  
D evelopm ent
A New Burroughs that Accumulates 
20 SEPARATE TOTALS
in one column or separate  columns
D is tr ib u te s  i te m s  to  as  m a n y  as  tw en ty  sep a ra te  classi­
fica tions .  . p r in ts  to ta ls  of each  classifica tion  . . . 
a n d  p r in ts  a  g ran d  to ta l  of a ll. No re lis tin g . No copy­
in g  fro m  to ta lize rs . E ach  ite m  is p r in te d  as i t  is d is­
tr ib u te d  to  its  p ro p er classification . E ach  of th e  tw en ty  
a c c u m u la tin g  reg iste rs  h as  a  cap ac ity  of tw elve d ig its .
W ith  th is  B u rro u g h s  T ypew rite r A cco u n tin g  M ach ine a 
d is tr ib u tio n  o n  a  w ide c o lu m n a r  jo u rn a l is rap id ly  an d  
accu ra te ly  p rep ared  a t  th e  sam e tim e  th a t  an y  k in d  of 
ledger a c c o u n t is be ing  posted .
Call th e  local B u rro u g h s  office for co m p le te  in fo rm a­
tio n  or d e m o n s tra tio n , or w rite —
B u r r o u g h s BURROUGHS ADD IN G  M AC HINE COMPANY 6406 Second Boulevard D e tro it, M ich igan
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To those who 
plan to take 
next C.P.A. examination
IN addition to  its regular Course, the International 
A cco u n ta n ts  S ocie ty , In c ., 
o f fe rs  a sp e c ia l C o ach in g  
Course for Accountants who 
are planning to  take the C. P. 
A. Examination.
This Course will be supplied 
only to those who are already 
co m p e ten t a c c o u n ta n ts , as 
no attem pt is made to  teach 
g en e ra l a c c o u n tin g  in  th is  
c o u rse . T h e  in s tru c t io n  is 
pointed directly a t the C. P. 
A. Examination.
S o m e th in g  m o re  th a n  a 
know ledge of accoun ting  is 
necessary to  insure success in 
th e  examination room.
Solving exam ination prob­
lems is vastly different from 
th e  u su a l w ork  of m a k in g
P a rticu la rly  n otew orth y  
fea tu res  o f  th e tra in in g  are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts
Elaborate explanations and comments 
that include, in addition to the finished 
statements or solutions, such items as 
suggestions for “ Notes to the Examiner,”  
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P. A. or an A. I .  A. examina­
tion, or (2) specially prepared to train 
the candidate in handling certain points 
likely to be encountered in the examination.
Personal correction, criticism, and grad­
ing of every examination paper by a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty of the 
International Accountants Society, Inc.
audits, installing systems, or 
c o n d u c tin g  in v e s tig a tio n s . 
M any men with little or no 
practical experience can solve 
C. P. A. problem s readily— 
m an y  o th e rs  w ith  y ea rs  of 
experience flounder pitifully in 
the examination room. WHY? 
The candidate is required to 
work a t top speed. He m ust 
work with limited information. 
H e has to  c o n s tru c t defin i­
tions. Very often it  is neces­
sary for him to  use unusual 
working sheets.
T h e  C. P . A . C o ach in g  
Course given by the In terna­
tional A ccountan ts Society, 
In c ., p rep a re s  you to  m eet 
such conditions. The fee is $42, 
and the text consists of twenty 
lessons.
A  S P E C IA L  booklet, “H ow  to Prepare fo r  the C. P . A . Exam ination ,”  is  now ready fo r  those 
  who are interested. For a free copy, ju s t w rite your name and address below and m ail.
I n t e r n a t io n a l  A c c o u n t a n t s  So c ie t y , I nc.
A D ivision o f  the ALEXANDER HAM ILTON INSTITUTE
  To the International Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “ How to Prepare for the C. P. A. Examination,”  
which describes your special Coaching Course for Accountants.
Name.___________________________________________ Company...................................— -------------------
 Address ...... ................................................................... .............. ....................................... ...............— ...............
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THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
“ The best intentions are good for nothing until 
execution has justified them”— G eorge E lio t .
PRESIDENT’S COLUMN
PROFESSIONAL ETHICS
OUR profession may become one of the leading professions, depending on whether we make it 
a trade or a profession. The rewards of any profes­
sion are more certain if it is kept in mind that educa­
tion, ability, industry, and integrity are the funda­
mental foundations rather than financial gain. It 
is not a question of what we believe in, but what we 
practice that counts in the building of any profes­
sional group.
Certified Public Accountants occupy a position 
which is unique and distinct from any other profes­
sion because we have definite responsibilities to the 
public, to our clients, and to other members of the 
profession; no one of which supersedes or surpasses 
the other in importance. We are entrusted with a 
public service, and we might well choose as our code 
the old German motto, “Ich Dien,” meaning “I serve.” 
It is true that this period of depression has had 
its effect upon the practice of accountancy, but there 
is no occasion or any justification for Certified Pub­
lic Accountants devising ways and means to shift 
their responsibilities by attempting to change their 
relations to the public, to members of the profession, 
and to their clients.
There have been some instances of late of the 
adoption of such names as “public comptroller,” 
“business counsellors,” “accounting engineers,” “fi­
nancial advisors,” “experts on business,” and other 
somewhat similar names which attempt to assume 
class distinction. From all indications, these as­
sumed substitutes are not used primarily for the pur­
pose of being able to better serve the clients or in­
crease the confidence which the public reposes in us, 
or to build a better profession, but to afford ways and 
means to openly or privately solicit and carry on a 
sales program for the promotion of new business. 
Changing our designation on the door or on our sta­
tionery does not in any way affect our threefold re­
sponsibility. It will have, however, the effect of de­
preciating the title “Certified Public Accountant,” 
which will eventually reflect in the results we hope 
to obtain. We cannot hope to form good profes­
sional habits by chasing fanciful rainbows nor can 
we hope to build professional practices upon decep­
tion or lessening our responsibilities as they affect 
our relationships with those whom we serve.
Surely this is the time to build constructively for 
the future in order that we may be in a position to 
enjoy the fruits and benefits which rightfully should 
accrue to a profession which occupies so favorable 
a position in the world today. Solicitation, price 
cutting, lump sum bidding on new work, preying on 
one another’s clients never have been and never will 
be constructive or helpful in building our profession.
Surely experience has taught us that the foregoing 
practices are not constructive nor are they even pro­
ductive of a satisfactory practice. We each act and 
think, influenced somewhat by those with whom we 
come in contact, consequently our codes of ethics are, 
to a very large extent, summaries of our conduct. 
That which we believe and practice should at all 
times stand for the highest ideals and professional 
objectives. Advancing the interests of one will ad­
vance the interests of all, consequently we cannot 
afford to speak with disrespect of the members of 
our profession before the public and those whom we 
serve or may serve. If any act of our fellow practi­
tioners is serious enough we have governmental and 
professional agencies in the form of our State Boards 
and State Societies with adequate means to deal with 
problems of this kind. We are prone to criticise one 
another in the presence of clients and prospective 
clients as well as before the public, to the extent that 
often the innocent have suffered far greater than 
those who are guilty.
Respect and confidence on the part of practitioners 
is, to a very large degree, evidence of a great practi­
tioner and is far more important than temporary 
monetary success.
We must have codes which will indicate our funda­
mental beliefs. They must not be negative in mean­
ing because laws of prohibition are too often nega­
tive in results. Likewise there must be no side step-
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ping in the enforcem ent o f every reasonable code 
which relates to  our profession. W e m ust confine 
ourselves to  constructive objectives, building up our 
relations and responsibilities to  the public, increas­
ing  the integrity  o f our profession, strengthening  
our relationships one w ith  the other, and by so doing 
those whom w e serve, our clients, w ill look upon us 
as being members o f a profession worthy of their  
consideration, and in whom they can explicitly place 
their trust.
H ERM A N C. J. PEISC H .
THE BAR VS. CORPORATE 
PRACTICE
R E FE R E N C E  was made in the April issue to a bill in the Pennsylvania Legislature, sponsored  
by the State Bar A ssociation. The sam e type of a 
bill was introduced in the la st M assachusetts 
Legislature. Two years ago a  som ewhat sim ilar bill 
appeared in the Rhode Island Legislature. Each of 
these bills attem pted to more clearly define the prac­
tice o f law  as a personal service. W ithin recent 
years trust companies and title  insurance companies 
have so extended their operations as to  raise the 
question w hether personal professional services m ight 
legally be rendered by a corporation.
It was found that the bills in  both Pennsylvania  
and M assachusetts, as originally introduced, would 
have practically made it  im possible for the certified  
public accountants or public accountants in general 
to  have continued rendering the service required by 
their clients w ithout violating the law, for, quoting  
the proposed Pennsylvania statute, it  w as provided, 
“that the practice o f law  is hereby defined to  be and 
is  the doing of any of th e follow ing for or w ithout 
rem uneration (a) the appearance o f an advocate in  
a  representative capacity or the drawing of papers, 
pleadings or document, or the perform ance o f any  
act in  such capacity in  connection w ith proceedings 
pending or prospective before any court of record, 
com missioner, referee or any body, board, com mit­
tee or com m ission constituted by law  or having  
authority to determine controversies or (b) advising  
or counselling another as to the law  relating to any 
subject or as to  rights under the law  or (c) con­
structing, preparing, draw ing or assisting  in the  
construction, preparation or drawing of any will, 
trust agreem ent, deed, m ortgage, lease or other in ­
strum ent or document affecting or relating to legal 
rights.”
So far as court procedure is concerned, and the 
draw ing o f papers relating thereto, there can be no 
question but th at the phraseology o f the proposed  
bill was correct. Accountants are not fitted by train­
in g  or experience to do those th ings and should not 
be perm itted to  do them . Occasionally an account­
ant has overstepped the bounds o f propriety w ith  
ju st as disastrous results as has happened oc­
casionally when lawyers have undertaken to  advise 
their clients on m atters of accounting. The best 
lawyers recognize their lim itations and either them ­
selves secure the assistance o f com petent account­
ants or advise their clients so to  do. The best ac­
countants confine their activ ities to  th e accounting  
problems involving their clients. H owever, when it  
comes to com missions, referees, bodies, boards, or 
com m ittees there are often  tim es when the account­
ant is absolutely essential to  the client in a hearing  
in which controversies are to  be determined and the  
public would be injured by a law  which would pre­
vent the appearance of such accountant for the  
client. Many tim es, when d iscussing business pros­
pects w ith  a client, follow ing an audit or in antici­
pation of an audit, an inability on the part o f the 
accountant to advise and counsel w ith  h is  client 
would result in an injury to  the public.
Certified public accountants in  each of the states  
where these propositions have appeared, holding  
certificates obtained follow ing an exam ination, have 
been granted by the State itse lf certain rights which  
the State is bound to recognize and one o f the sub­
jects upon which an exam ination has been given  is 
that of Commercial law  as affecting accountancy.
W ith a desire to protect not only their own rights 
but also th e rights of the public as represented by  
their clients, the S tate Societies in  both Pennsylvania  
and M assachusetts appeared before the proper legis­
lative com m ittees and asked for certain amendments 
to be made in the bills as originally presented, which  
would relieve them  from  any possible violation o f the 
law  as the result o f the regular practice o f their pro­
fession  and in both states th e Bar Comm itttee rec­
ognized the request as a proper one and suggested  
amendments w ere agreed upon. Once again, quot­
in g  th at from  Pennsylvania, the provision was 
“N othing in th is A ct should be construed to pre­
vent . . .  (e) any certified public accountant in con­
nection w ith  the practice o f h is profession from  ap­
pearing before the U nited States Board of Tax A p­
peals or any Federal or State bureau, board, com mis­
sioner or com m ittee other than a  court of record of 
the Commonwealth of P ennsylvania nor from  advis­
ing  and counselling w ith respect to m atters of Fed­
eral and State taxation  nor from  preparing and pre­
senting accounts, reports and documents o f a form  
and character ordinarily and usually prepared and 
presented by certified public accountants.”
W hile amendments were provided for both bills, 
neither finally passed the Legislature. All ac­
countants should have fu ll knowledge o f the facts  
involved. A ccounting practice should be kept w ith in  
the accounting field.
In Illinois th is same problem was attacked from  
another angle. The Illinois S tate Bar Association and 
the Chicago Bar A ssociation preferred charges 
against the Peoples Stock Yard State Bank o f Chi­
cago for unlaw fully practicing law. The Illinois
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Supreme Court, in  a decision handed down June 18, 
fined the bank $1,000 fo r  contempt o f court by th e  
unauthorized practice o f law.
The full decision o f th e supreme court will be given  
in a  later issue. In short, th e court held th at the  
bank deliberately engaged in the unauthorized prac­
tice o f law even though the services o f attorneys 
regularly admitted to the bar were utilized.
In our April issue reference w as made on page 97 
to the veto by Governor W hite, o f Ohio, o f  a bill 
regulating engineers. One paragraph of th at veto  
bears on the practice objected to by the Bar. It  
w as:
“It has long been an accepted principle o f ju ris­
prudence th at corporations should not engage in  pro­
fessional business. This principle is embodied in  
the General corporation law  of the State (General 
Code 8623-3), w hich provides th at a corporation for  
profit m ay be form ed under the law s o f Ohio for any 
purpose except th at o f carrying on professional 
business. The professional relationship is essentially  
a confidential relation to which an im personal cor­
poration can not w ell be a party. The effort on the  
part o f professional men generally to  raise profes­
sional standards would be seriously hampered i f  th is  
principle w ere not observed. To perm it th is  inroad  
upon it  would be very unw ise.”
HAPPINESS
Happiness in this world depends greatly on our 
association w ith other people. W e do not stand alone 
in the world. Unless w e feel the obligation to try  
and make others happy and contented w e cannot be 
happy ourselves. N o happiness ex ists in  ourselves 
alone, it  m ust alw ays be in association w ith others, 
our friendships and connections. Service to others 
helps to  make us happy. It is our duty and obliga­
tion to  be kind and helpful to  those in our surround­
ing, to care for our fam ilies and our dependents, to  
share w ith others, to  be interested in the success of 
our city and of our nation, and to  use our accom­
plishm ents for the benefit o f our friends and asso­
ciates. I f  w e feel kindly disposed to others w e gain  
their confidence. It helps to make us happy i f  we 
have attained th e  approval of those who surround us. 
To share w ith  others is a  great step towards hap­
piness. W ealth and success, when attained, are last­
ing and beneficial only i f  w e feel that w e hold our 
wealth and success in  trusteeship, so th at it  w ill be 
of benefit to  those w e love and to those in whom  
w e are interested. E ven after w e are gone, a  good  
reputation i f  w ell deserved lives forever.
ADO LPH  LEW ISOHN.
Tenth Annual M eeting 
The American Society o f Certified Public Accountants
MEMPHIS, T EN N ESSEE  
October 5-8, 1931
Tenta tive  P rogram
Monday M orning— M eeting o f Representatives, Directors, Officers 
Afternoon— Program  session (one technical paper)
E vening— Informal Dinner and Dance (Probably on R iver)
Tuesday M orning— Program  session (tw o set addresses)
Afternoon— Golf, Bridge, Industrial S ight-seeing Trip 
Evening— Buffet Supper and Theater P arty
Conference State Board Members and State Society Officials
W ednesday M orning— Trip to Cotton Plantations and Gins, w ith  D inner at the 
and Afternoon H orse Shoe Lake Club
E vening— Buffet Supper, Keno party, Order o f Twelve
Thursday M orning— Round Table D iscussion
Afternoon— Program  session (tw o set addresses)
E vening— Banquet
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Commercial Arbitration
W E  lik e  to  b e lieve  t h a t  w e  a re  a  g re a t  b u s in e ss  n a tio n , th e  g re a te s t  o n  e a r th .  T h is  d o u b t­
le s s  is  t ru e ,  ev en  th o u g h  th e  v a s t  m a­
jo r i ty  of o u r b u s in e ss  co n ce rn s  u l t im a te ly  
f a il  th ro u g h  lac k  o f a d e q u a te  k n o w led g e  
o r  of c h a ra c te r  in  th e  m a n a g e m e n t to  do 
th e  th in g s  n e c e ssa ry  to  su rv iv e . I t  m ay  
b e  accep ted , ho w ev er, in  v iew  of o u r 
f in an c ia l, in d u s tr ia l  a n d  com m e rc ia l  ex­
p a n s io n  a n d  p ro g re s s  t h a t  th e  U n ited  
S ta te s  is a t  p re se n t  th e  m o st efficient 
b u s in e ss  n a tio n  on  e a r th ,  b u t  a s  a  p a ra ­
dox w e h av e  th e  m o st inefficien t c o u rt 
p ro c ed u re  of a n y  g re a t  n a tio n .
The la te C h ie f Justice T a ft has 
condemned in  no uncerta in  language the 
archaic cond ition  o f our legal and ju d i­
c ia l system. President Hoover is en­
deavoring to  find  remedies fo r  these con­
ditions.
R ichard  W ashburn C h ild  had a series 
of a rtic les in  the Saturday E ven ing Post 
describ ing the  unsatis factory cond ition  of 
ou r ju d ic ia l system. In  the M ay 10, 1930, 
issue of tha t magazine in  his a rtic le  en­
t it le d  “ Judge and Ju ry ,”  he says, a fte r 
describ ing some of the  handicaps under 
w h ich  our judges and courts have to  
function , “ As a consequence, the  aver­
age A m erican judge, as a func tiona ry , is 
s tilted . U sually  i t  is the  p la in  fac t tha t 
he is a detached officer of an unorgan­
ized ju d ic ia l system. Rules of procedure 
are made fo r  h im  by leg is la tors wh o 
know  l i t t le  about w h a t they are doing. 
Every chance is  g iven to  appeal, protest, 
reverse h is  actions. A ll k inds  of ob­
stacles are pu t in  the  w ay of the  A m e ri­
can judge who desires to  m ake c iv i l or 
c r im in a l jus tice  s w ift, to  pro tect w it ­
nesses from  a law yer’s b u lly ing , to  in s is t 
on the  production o f sim ple, d irec t and 
tru th -fo rm in g  testim ony, to  delegate ex­
am inations and decisions to referees and 
masters—s im p lify in g  jus tice  and rem ov­
in g  fro m  the rush on the calendar cases 
w h ich  m ig h t otherw ise be dismissed by 
sho rt cuts.
“ The common sense th a t p la in  people 
w ould apply to  the powers of nonpo litica l 
judges, to  the rewards in  pay and d ig n ity  
w h ich  Eng land gives the ju d ic ia ry , to  the 
lack o f business organ ization, to  the dis­
jo in ted  enactment o f rules of procedure 
by leg is la tures u n fit to  d icta te  the  ad­
m in is tra tio n  o f the  to rre n t o f laws fo r  
w h ich  they are responsible, is often 
blocked by con s titu tion a l provis ions and 
s ta tu to ry  in fle x ib il ity . Hard-and-fast 
rules and plaster-of-Paris nonsense char­
acterize Am erican justice, whereas in  
England f le x ib il ity  is  the source of a sys­
tem  m uch m ore workable, since the  or­
ganization and re fo rm  o f the  B r it is h
B y  I RA B . M cG LA D R E Y , C. P. A .
A n address delivered before the Iow a As­
sociation of E lectragists.
and Canadian systems.
“ Except fo r  a few  ju risd ic tion s , our 
system o f justice  is lik e  a stup id, obsti­
nate o ld  man w ho refuses to  believe th a t 
the e lec tric  l ig h t  and the rad io  are su­
pe rio r to  the candle and the  speaking 
trum pe t.”
Most o f the court calendars are so con­
gested th a t the  decision of cases both 
c iv i l and c r im in a l has been g re a tly  de­
layed. In  m any ju r is d ic tio n s  the court 
has become th rough  techn ica lities  and de­
lays, l i t t le  be tte r than  an arena fo r  the  
d isp lay of the forensic ta lents of oppos­
in g  counsel.
W ar is costly. Nations are lea rn ing  
tha t a rb itra tio n  of in te rn a tio n a l p o lit ic a l 
disputes accomplishes m ore equitable set­
tlem ents and is inestim ab ly  cheaper than 
settlem ent by w a r— in  other words, i t  is 
m uch m ore efficient.
Law  suits, as at present conducted in  
th is  country, m ig h t be term ed business 
war, as s trikes are in d u s tr ia l war. M any 
business men feel tha t, regardless of the 
outcome, the case is lost when they are 
compelled to  in s titu te  o r defend a law  
su it.
A rb itra tio n  m ay be defined as the hear­
ing  and de te rm in ing  of a controversy by 
a competent person, or persons, m u tu a lly  
agreed upon by the  parties. I t  d iffe rs 
from  m edia tion o r con c ilia tio n  in  th a t 
i t  is no t p r im a r ily  an a ttem pt to  b r in g  
the parties together, a lthough th a t m ay 
be one of its  results, bu t is used as a 
means of de te rm in ing  s w ift ly  and equ it­
ab ly the r ig h ts  o f the  parties.
A rb itra t io n  of com m ercial disputes has 
existed in  some fo rm  fo r  thousands of 
years. In  Greece and Rome in  the anci­
ent w orld , in  medieval Europe and in  
E ng land d u rin g  the  past cen tury th is  
method of settlem ent o f business dis­
putes has been used.
Up u n t il the  end of the n ineteenth cen­
tu ry  in  England and u n t il a decade ago 
in  the U n ited  States, th is  m ethod of set­
t l in g  com m ercial disputes was hand i­
capped by the  fac t th a t under the  com­
mon la w  and the laws o f the  various 
states w h ich  were patterned thereon, 
e ith e r p a rty  to  a d ispute could, even 
a fte r hav ing  signed an agreement to  ar­
b itra te , w ith d ra w  from  and n u ll i fy  such 
agreem ent a t any tim e  before the actual 
award was rendered.
M odern business a rb itra t io n  in  the 
U n ited States began in  1920, by the  en­
actm ent in  New Y o rk  o f a la w  w h ich  
made a p rope rly  draw n a rb itra t io n  agree­
m ent included in  any contract irrevocable 
and the  aw ard enforceable. Agreements 
under th is  la w  to  a rb itra te  fu tu re  d is­
putes which m ig h t arise under a contract 
were likew ise  irrevocable. A t the  pres­
ent t im e  tw e lve  states have passed such 
a rb itra t io n  laws. The Federal Govern­
m ent has also enacted a s im ila r  s ta tu te  
app ly ing  to  in te rs ta te  and fo re ign  com­
merce. I t  m ay be noted th a t of the  
twelve states hav ing  m odern a rb itra tio n  
laws, a ll except possib ly tw o  are great 
com m ercial and in d u s tr ia l states.
The U n ited  States Government has in ­
s titu te d  in  its  tax  co llec ting  departm ent 
a somewhat s im ila r  plan. The U. S. Board 
o f Tax Appeals was created to  ad judicate 
Federal income tax cases and to  re lieve 
the congestion in  the  courts. W ith in  
three or fou r years a fte r the  Tax Board 
was created, the  undecided cases upon its  
calendar had accumulated so th a t i t  was 
estim ated i t  w ould take th ree  years to  
c lear the docket, even i f  no new cases 
were brought before it .  To  re lieve th is  
s itua tion  a Special A dv iso ry  Com m ittee 
was created, w h ich  was somewhat s im ila r  
to  an a rb itra tio n  organization, and by 
th is  means the  num ber of undecided 
cases before the Board has been reduced 
by m ore than  one-half.
Some of the  more im p o rtan t advantages 
of a rb itra tio n  are th a t cases are decided 
by a rb itra to rs  who are chosen because 
they are fa m il ia r  w ith  the p a rtic u la r 
k inds  of business involved. Ju ro rs  are 
usua lly  chosen because of th e ir  ignorance 
of the subject. A rb itra t io n  is ve ry  much 
cheaper and, perhaps the m ost im p o rtan t 
th in g  of a ll, the decision is reached very  
much m ore speedily.
Take a sample case in  a State w h ich  
has a modern a rb itra tio n  law  and where, 
in  the  contract fo r the com m ercial trans ­
action, the parties have included a prop­
e rly  drawn agreement to  a rb itra te  any 
dispute w h ich  m ay arise thereunder. 
Suppose a disagreem ent arises between 
the  parties and they cannot settle the  dis­
pute between themselves. N e ithe r p a rty  
can in s titu te  a la w  s u it because a ll such 
disputes m ust be arb itra ted . A rb itra to rs  
conversant w ith  the problems o f the  in ­
dus try  are chosen by the method agreed 
upon.
A  tim e th a t is most convenient fo r  a ll 
pa rties concerned is set fo r  the hearing. 
Since business men are desirous of get­
t in g  such disputes out o f the  w ay p rom pt­
ly , and as no one has an y th in g  to  ga in  by 
delay, an ea rly  date is in v a ria b ly  chosen. 
A  subm ission fo rm  is executed by the 
Continued on page 220
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Accounting for Par and No Par Stock as Treated in the 
Recent Draft of the Proposed Business Corporation 
Act for the State of Illinois
A  S P E C IA L  c o m m itte e  of th e  I l lin o is  B a r  A sso c ia tio n , a s s is te d  b y  spe­c ia l c o m m itte e s  of v a r io u s  o th e r  
o rg a n iz a tio n s  w h o  w ere  in v ite d  to  c o n su lt  
w ith  th is  B a r  C o m m ittee , h a v e  ju s t  
d r a f te d  a  P ro p o sed  B u s in e ss  C o rp o ra ­
t io n  A c t fo r  th e  S ta te  of I l lin o is . T h e  
p a r t ic u la r  p h a se s  o f th is  B ill w h ich  
d ea l w ith  c a p ita l  s to ck , a n d  p a r t ic u ­
la r ly  w ith  n o  p a r  v a lu e  s to ck , a n d  
i t s  v a r io u s  ra m if ic a tio n s  c o n c e rn in g  
s ta te d  c a p ita l  a n d  th e  p e rm it te d  a llo ca ­
t io n  of a  p o r t io n  of th e  c o n s id e ra tio n  r e ­
ce iv ed  to  p a id -in  su rp lu s  a c c o u n t a v a il­
a b le  fo r  d iv id en d s, a r e  th e  p o in ts  to  be 
d isc u sse d  in  th is  p a p e r.
The cha irm an of the  special d ra ftin g  
com m ittee of the B a r Association was 
M r. F le tcher Lewis, a pa rtne r of the law  
f irm  o f B u tle r, Lam b, Foster & Pope. 
T h is  com m ittee held more than 125 d ra ft­
in g  sessions in  the p repara tion  and re­
v is ion  o f the proposed act. The com m it­
tee extended in v ita tio n s  to  other organ i­
zations, asking them  to pa rtic ipa te  in  
th is  w o rk  o f revis ion , and the I l l in o is  
Society of C ertified P ub lic  Accountants 
appointed a special com m ittee of its  mem­
bers to  assist. N a tu ra lly , the  p a rtic u la r 
in te rest o f the  I l l in o is  Society was cen­
tered on accounting de fin itions and the 
w o rd ing  o f the act w ith  reference to  
cap ita l stock, dividends, stated capital, 
pa id-in surplus, etc.
Under section 2 appear de fin itions of 
“ stated cap ita l”  and “ pa id -in  surp lus.”  
A lso a de fin ition  of “ net assets”  fo r  the 
purpose of de te rm in ing  the  a v a ila b ility  
of funds fo r  the  paym ent o f dividends. 
Under Section 16 is  a descrip tion of the 
consideration w h ich  may be received fo r  
va rious classes of stock. Under Section 
18, we have the  m ethod of de term in ing 
the am ount of stated cap ita l as defined, 
and under Section 40, the  lim ita tio n s  
w h ich  are placed upon the board of d i­
rectors in  the declaration and the  pay­
m ent of dividends. There are various 
o ther sections dealing w ith  redem ption 
and cancellation of shares; the  reduction 
o f stated cap ita l and the  regulations gov­
ern ing  such reduc tion ; and descriptions 
o f the various reports w h ich  m ust be 
made to  the Secretary of State concern­
in g  the issuance of shares and regard ing 
the increases o r decreases of stated capi­
ta l and paid-in  surplus.
The phrase “ cap ita l stock,”  excepting 
fo r  the phrase “ authorized cap ita l stock,”  
has been avoided in  the  language of the 
act, and the  com m ittee has substitu ted 
w h a t they consider a m ore accurate
B y  R O B E R T  E . P A Y N E , C. P . A .
Chicago, I l l .
A  paper presented a t the th ird  annual 
a lum n i conference of the School of B usi­
ness A d m in is tra tio n , U n ive rs ity  of M ich i­
gan, M ay 9, 1931.
phrase called “ stated cap ita l.”  The com­
m ittee has po inted out th a t the  courts 
have construed “ cap ita l stock”  in  v a r i­
ous ways and in  some cases have gone 
so fa r  as to  construe the te rm  as being 
synonymous w ith  “ cap ita l” ; and th a t 
w ith  the development of the theory  and 
use of shares w ith o u t par value the 
phrase “ cap ita l stock”  as applied espe­
c ia lly  to  the balance sheet is frequen tly  
m isleading. The de fin ition  of “ stated 
cap ita l,”  as the re in  set fo rth , together 
w ith  the de fin ition  of “ pa id-in surp lus,”  
was prepared and adopted as a resu lt of 
various conferences w ith  the special com­
m ittee  of the  I ll in o is  Society. The So­
c ie ty ’s Com m ittee also attem pted to  get 
de fin itions in to  the act of such term s as 
“ net p ro fits ,”  “ surp lus earnings”  and 
“ cap ita l surp lus,”  bu t the B ar Associa­
t io n ’s Committee, w h ile  recogn iz ing the 
value of these de fin itions to  accountants, 
was o f the op in ion  th a t the d ive rs ity  of 
op in ion w ith in  the  accounting profession 
its e lf w ith  respect to sa tis fac to ry  de fin i­
tion s  of these term s, made i t  unw ise to  
l im it  them  by s ta tu to ry  defin itions.
As p rev ious ly  stated, the  act provides 
th a t the consideration received fo r  shares 
of stock may, subject to  ce rta in  lim ita ­
tions, be allocated between stated cap ita l 
and paid-in surplus.
The de fin ition  of stated cap ita l given in  
Section 2— sub-paragraph ( j ) ,  is as fo l­
lows:
“  ‘Stated C ap ita l’ means, a t any par­
t ic u la r tim e, the  sum of (1 ) the pa r value 
of a ll shares then issued hav ing  a par 
value and (2) the consideration received 
by the corpora tion fo r  a ll shares then is­
sued w ith o u t par value, except such par 
thereof as m ay have been allocated other­
wise than to  stated cap ita l in  a m anner 
pe rm itted  by law, and (3) such amounts 
not included in  clauses (1) or (2) of 
th is  paragraph as m ay have been trans­
fe rred  to  the  stated cap ita l account of 
the  corpora tion  w hether upon the  issue 
o f shares as a share d iv idend o r other­
wise, m inus such fo rm a l reductions from  
said sum as may have been effected in  a 
m anner pe rm itted  by law .”
The de fin ition  of pa id-in  surp lus as g iv ­
en in  Section 2— sub-paragraph ( k ) ,  is  as 
fo llow s:
“  ‘P a id-in  Surp lus’ means a ll th a t p a rt 
of the  consideration received by the  cor­
po ra tion  fo r, o r on account of, a ll shares 
issued w h ich  does not constitu te  stated 
cap ita l.”
F rom  these de fin itions as fu r th e r  am p li­
fied in  la te r sections w h ich  describe the 
method of de te rm in ing  the am ount of 
sta ted cap ita l, the  a lloca tion  to  pa id-in  
surp lus takes place in  de fin ite ways de­
pending upon w hether the  consideration 
is received fo r  par value or fo r  no par 
value shares.
P referred and special classes o f stock 
hav ing  preference rig h ts  may be issued 
in  series i f  p rov is ion  be made the re fo r 
in  the a rtic les  o f incorpora tion . Shares 
of both pre ferred and common stock may 
be issued w ith  or w ith o u t par value.
In  the  case of par value shares, the 
stated cap ita l sha ll not be less than par, 
bu t reasonable deductions are allowed 
fo r  the  expenses o f o rgan ization, re­
organ iza tion  and financing  w ith o u t a f­
fec tin g  the  fu ll-pa id  or non-assessable 
status of the  shares. Under th is  defin i­
t io n  of stated capita l, no pa rt o f the  con­
s idera tion  up to  the  par value o f the 
shares can be allocated to pa id-in  surplus 
fo r  possible fu tu re  d is tr ib u tio n  as d iv i­
dends, bu t the d isposition of any prem ium  
w h ich  m ay be received fo r  par value 
shares is no t specifica lly mentioned. In  
the  de fin ition  of pa id-in  surplus, i t  states 
th a t pa id-in surp lus fo r  possible fu tu re  
d is tr ib u tio n  as dividends, bu t the  dis­
position  o f any prem ium  w h ich  m ay be 
received fo r p a r value shares is  no t spe­
c ifica lly  mentioned. In  the de fin itio n  of 
pa id-in  surplus, i t  states th a t pa id-in  su r­
p lus means a ll consideration w h ich  does 
n o t cons titu te  stated cap ita l and it ,  there­
fore, fo llow s th a t the prem ium  on par 
value shares au tom atica lly  becomes paid- 
in  surplus. I t  would seem th a t i f  defin ite 
action of the  d irectors is necessary in  
order to  allocate a p a rt o f the considera­
tio n  received fo r no-par shares, th a t i t  
would be be tte r also to make i t  necessary 
fo r  the  d irectors or shareholders to  take 
a defin ite action in  order to  a llocate the  
prem ium  on par va lue shares to  pa id-in  
surplus.
However, the B a r Association ev iden tly  
has a de fin ite  reason fo r  hand ling  i t  in  
the  other manner, and th is  is found in  
the  ad m in is tra tive  po licy  o f the State of 
I l l in o is  in  respect of the  basis on w h ich  
fees and franch ise  taxes are computed.
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The 1919 act provides th a t shares w ith ­
out par value may be issued and sold fo r 
not less than $5.00 nor more than $100.00 
per share. I t  was necessary, therefore, to 
provide in  the 1919 act th a t shares hav­
in g  a par value m ig h t have a par value 
o f not less than $5.00 nor more than 
$100.00, and by a peculiar ad m in is tra tive  
construction, w h ich was never tested in  
court, the Secretary of State refuses to 
file  statements where i t  appears th a t par 
value shares were sold fo r  a considera­
t io n  in  excess of $100.00 per share. This, 
o f course, p roh ib ited  the creation of paid- 
in  surp lus and p roh ib ited  the  acqu is ition  
o f assets on  any basis in  excess o f the 
pa r value of the  share. In  order to  avoid 
any ad m in is tra tive  construction , w h ich  
m ig h t make i t  im possible to  se ll par 
value shares in  excess of $100.00, the  
present d ra ft provides means w h ich  per­
m it  franchise taxes to  be collected on the 
basis o f the  fu l l  consideration received 
fo r pa r value shares, and yet nu llifie s  any 
construc tion  w h ich  m ig h t make i t  impos­
s ib le to  sell par value shares fo r  more 
tha n  par. The to ta l consideration is, 
therefore, p rope rly  taxed, bu t the  excess, 
o r prem ium , au tom atica lly  becomes paid- 
in  surplus.
We should now consider the defin itions 
o f stated cap ita l and pa id -in  surplus as 
they affect the consideration received fo r 
shares w ith o u t p a r value. I f  shares w ith ­
out par value are to  be issued g iv in g  the 
holders thereof a  p re fe ren tia l r ig h t  in  
the  assets o f the  corpora tion in  the  event 
o f its  in v o lu n ta ry  liqu ida tion , then there 
can be no a lloca tion  to  pa id-in  surp lus 
w h ich  w ould have the effect o f reducing 
the  stated cap ita l represented by such 
shares below the aggregate p re fe ren tia l 
am ount payable on such shares in  the 
event o f in v o lu n ta ry  liqu ida tion . How ­
ever, shares w ith o u t par value, having 
such p re fe ren tia l r ig h t  in  the assets in  
th e  event o f in vo lu n ta ry  liqu ida tion , can 
be sold fo r  less than  such in v o lu n ta ry  
liq u id a tio n  price, and in  such case the en­
t ir e  consideration w i l l  be stated capita l. 
H e re in  is a very  im p o rta n t difference be­
tween th is  proposed act and the Delaware 
Act, w h ich  gives no pro tection to  pre­
ferred stockholders on allocations of th is  
k in d . I f  the  shares to  be issued are w ith ­
out par value and none of such have a 
p re fe ren tia l r ig h t  in  the assets of the cor­
poration, then the stated cap ita l repre­
sented by such shares sha ll be the to ta l 
consideration received, less such p a rt as 
may be allocated to  pa id -in  surplus. Con­
versely, i t  may be assumed th a t a ll con­
sidera tion, up to a nom inal am ount in  the 
case of shares w ith o u t such p re fe ren tia l 
r ig h t, may be transfe rred  to  pa id-in sur­
plus.
W e sh a ll take a few  specific examples 
fo r  the  purpose of il lu s tra tio n . I f  a cor­
po ra tion  has an authorized issue of 1,000 
shares of $100.00 par value stock, regard­
less of the class o r series o f the stock, the 
stated Capital representing these shares 
must be $100,000.00. Reasonable charges 
fo r  the  expense o f o rgan ization or reor­
ganization, and reasonable compensation 
fo r  the  sale and u n d e rw rit in g  of the  se­
curities, m ay be paid or allowed out of 
such consideration received, and w ith o u t 
rendering such shares no t fu l l  paid or 
n o n -assessable, bu t such expenses cannot 
be deducted fro m  the stated cap ita l ac­
count. They m ay be carried  as an asset 
or charged off i f  surp lus is ava ilab le  to 
do so. The balance sheet of the  corpora­
tio n  in  th is  case w ould show one o f three 
th ings:
1. W here no reasonable expense was 
incurred, the stated cap ita l w ould appear 
as $100,000.00.
2. W here reasonable expense, o f pos­
s ib ly  $5.00 a share, has been incu rred  in  
the  issue of these shares, the  stated capi­
ta l w ould s t i l l  show as $100,000.00 but 
w ith  an o ffse tting  item  on the debit side 
o f the balance sheet fo r  organ ization ex­
penses am ounting  to $5,000.00. I t  is a 
question w hether accountants find ing  
such a s itua tion , should not footnote the 
balance sheet w ith  the  in fo rm a tio n  th a t 
the  o rgan iza tion  expense includes $5,-
000.00 incurred  in  connection w ith  the 
issue of these shares.
3. The reasonable organ ization expense 
before mentioned m ay be charged against 
surplus, i f  surp lus from  o ther sources is 
available, bu t s t i l l  leaving the stated 
capita l as $100,000.00.
A ga in  fo r  purposes o f il lu s tra tio n , we 
m ay assume a case o f where par value 
stock is sold a t a prem ium . The reason­
able allowance fo r  expense of organiza­
tion , reorganiza tion and financing may 
be deducted fro m  the prem ium  w h ich  is 
to be credited to  pa id -in  surplus, or i t  
may be capitalized. I f  th is  1,000 shares 
o f au thorized $100.00 par value stock 
were issued fo r  a consideration of $120.00 
a share, m ak ing  a to ta l consideration of 
$120,000.00, and i f  $5.00 a share were the 
reasonable expenses chargeable against 
th is  issue, the  paid-in  surp lus account 
would receive a c red it o f $15,000.00 or 
$20,000.00 depending upon w hether or not 
the organ ization expense were cap ita l­
ized.
We shall now attem pt to  il lu s tra te  the 
case of shares w ith o u t par value. As­
sume tha t 1,000 shares w ith o u t par value 
are to  be issued fo r  a to ta l consideration 
of $50,000.00, and assume fu r th e r  tha t 
$3.00 a share is considered to  be a reason­
able expense of financing. The expense 
may be charged to  an organ ization ex­
pense account, o r deducted from  stated 
capita l. Assume also th a t the re  is a p re f­
e ren tia l r ig h t  to  share in  the assets of 
the corpora tion in  the  case o f in vo lu n ta ry  
liqu ida tion , w h ich  amounts to  $40.00 a 
share. The stated cap ita l in  the case may 
be lim ite d  to  $40.00 a share by a lloca tion
of $10.00 per share to  pa id-in surplus, but 
no t lower than tha t. I f  organ ization ex­
pense is not to  be capitalized, then i t  
would be im possib le to allocate m ore 
than $7.00 a share to  pa id-in  surplus. The 
balance sheet in  these tw o cases would 
look som eth ing lik e  th is :
1. Stated cap ita l $40,000.00; Paid-in 
Surplus $10,000.00; and a debit balance 
in  the organ ization expense account on 
the  asset side of the  balance sheet 
am oun ting  to  $3,000.00.
2. Stated cap ita l $40,000.00; Paid-in 
Surplus $7,000.00; and no debit balance 
in  the organ ization expense account on 
the asset side of the  balance sheet.
I t  is  m y op in ion th a t good accounting 
practice should in s is t th a t the financing 
expense be deducted from  the consider­
a tion  received, w h ich  w ould in  tu rn  re­
duce the am ount w h ich could be trans­
ferred to  pa id-in surplus.
T o  illu s tra te  fu r th e r the method of 
hand ling  the  consideration received fo r 
shares w ith o u t pa r value, we should con­
s ider the  case o f shares w ith  no pre fe r­
en tia l r ig h t  ex is ting  in  the case of in ­
v o lu n ta ry  liqu ida tion . Assum ing th a t 
we again have 1,000 shares of stock w h ich 
are being issued fo r  a consideration of 
$50.00 a share, no l im it  is placed upon 
the am ount w h ich  m ay be allocated to  
pa id-in surp lus. The fac t however, th a t 
i t  is an a lloca tion  w ould ind ica te tha t 
the  en tire  am ount cannot be transferred. 
Some nom ina l value w ould necessarily 
rem a in in  the stated cap ita l account, and 
th is  nom ina l va lue m ig h t be $1.00 per 
share or i t  is  even conceivable th a t i t  
m ig h t be 1c per share, bu t a record at 
least o f the  num ber o f shares issued w i l l  
be shown in  the stated cap ita l account o f 
the  corporation. I f  the  to ta l considera­
t io n  received fo r th is  1,000 shares is $50,-
000.00, and i f  the  financing expense is  
assumed to  be $3.00 a share, or $3,000.00, 
i t  m ay be assumed th a t any p a rt of the 
$47,000,00 (b a rr in g  the  $10.00 w hich 
would necessarily represent the 1,000 
shares at 1c a share), could be trans­
fe rred  to  pa id -in  surplus. We again, 
however, have the question o f whether 
the $3,000.00 representing financing ex­
pense should or should not be capitalized.
The above illu s tra t io n s  ind ica te the  
m anner by w h ich  stated cap ita l and paid- 
in  surp lus are to  be determ ined. A t  th is  
po in t i t  should be brought out th a t the 
a lloca tion  between stated cap ita l and 
pa id-in  su rp lus m ust be made w ith in  a 
p a rtic u la r period of tim e. A t the  tim e  o f 
the  issuance o f any shares issued fo r 
cash, the  board of d irec tors  or the share­
holders m ust im m edia te ly  determ ine 
w hether any  p a rt o f the  consideration fo r 
such shares sha ll be allocated to  pa id-in 
su rp lus; and i f  the shares are issued fo r 
labor o r services ac tu a lly  perform ed, or 
fo r p ro pe rty  o ther than  cash, such de- 
Continued on page 218
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The Hospitality of The Old South Awaits The American 
Society of Certified Public Accountants
A  C O N V E N T IO N  C IT Y , c o m b in in g  a s  no  o th e r  in  A m e ric a  th e  h o s ­p i ta l i ty  a n d  t r a d i t io n  o f th e  O ld 
S o u th  w ith  th e  s te e l a n d  po w er o f th e  
N ew  S o u th , w ill g r e e t  T h e  A m e ric a n  
S ocie ty  of C e rtified  P u b lic  A c co u n ta n ts  
w h e n  i t  c o m e s to  M e m p h is , O c to b e r  5-8.
Queen c ity  o f the  r iv e r  th a t gave i t  
b ir th  fo u r  cen tu ries  ago w hen DeSoto 
discovered the  M ississipp i, Memphis is 
fo rg in g  fo rw a rd  w ith  a s p ir it  new to 
m uch o f the South, as tra n s p o rta tio n  
by ra i l  and r iv e r, h igh w ay  and a irw ay, 
are u n it in g  w ith  m a jo r fac to rs  o f coal 
and power to  b u ild  in d u s trie s  the 
South o f 25 years ago h a rd ly  dream ed 
of.
B u t i t  has taken more than th a t to  
make Memphis in  the  past five years 
su ffic ien tly  the  c ity  o f successful conven­
tions  to  ran k  f irs t  in  the  South, among 
the firs t ten in  the  nation . I t  has taken 
a quarter of a m illio n  convention v is ito rs  
in  th a t short h a lf decade—v is ito rs  at 
every k in d  o f ga thering, representing 
commerce, in du s try , re lig ion , social serv­
ice and v ir tu a lly  every a im  fo r  w h ich 
men gather together in  organized bodies. 
Such has been the  resu lt of the  incarna­
t io n  of long-famed southern h o sp ita lity  
in  w hat Memphis now  calls, and prac­
tices, organized ho sp ita lity .
E ssen tia lly  the same fac to r o f accessi­
b i l i t y  th a t has been M em phis’ greatest 
a id as a convention c ity  has also builded 
its  industries of greatest promise. Sev­
enteen lines o f ra i l  in  n ine  systems con­
verge at M em phis to  b r in g  in  raw  ma­
te ria ls  fo r  its  factories as w e ll as its
60,000 convention guests each year, and
to take away the cotton and hardwood 
tha t makes Memphis a na tiona l leader in  
both these basic commodities.
Largest in land  cotton m arke t in  the 
w o rld  fo r generations, M em phis is the 
center of a r ic h  a g ric u ltu ra l region th a t 
has drawn its  w ea lth  from  a so il la id  
down by centuries of floods from  a M is­
sissippi th a t knew  no harnessing of 
levees. P lan ta tions of thousands of acres 
s t i l l  s tre tch across the fla t delta of A r ­
kansas and M ississipp i a t M em phis’ fro n t 
and side doors to  provide a never ending 
source of in te rest to  v is ito rs  from  parts 
o f the na tion  where cotton g row ing  is 
unknown. Protected by an ever-height­
ening chain o f levees from  fu tu re  floods, 
cotton g row ing  on these p lan ta tions s t i l l  
bears m any earm arks of the famed old 
South, bu t has m a in ly  become an indus­
t r y  where m ach inery is fas t com bin ing 
w ith  the braw n of Negro labor to  pro­
duce the na tion ’s basic te x tile  crop.
Magic o f chem istry  has come to add 
new w ealth to  cotton, however, as the 
once hum ble cottonseed is transform ed to  
a vast range o f useful products from  soaps 
to la rd  fro m  rayon to guncotton, to  pro­
vide one of M em phis’ largest industries 
and to make M emphis the largest pro­
ducer of cottonseed products in  the world. 
Photoplay film s and a irp lane  w ings, 
phonograph records and m u n itio n  of w ar 
a like  trace th e ir  o r ig in  in  pa rt to  the 
cottonseed o il m ills  o f Memphis, and help 
m a in ta in  cotton’s place in  the w o rld  of 
commerce.
Close to  the center of the  na tion ’s p r in ­
c ipa l hardwood area, once e n tire ly  cov­
ered by vast forests on both h i l l  and low ­
land, Memphis has fo r years likew ise 
been the  na tion ’s f irs t hardwood m arket.
P rom  its  hardwood, Memphis makes a 
vast share o f the autom obile bodies con­
sumed in  the p lants o f D e tro it, go lf c lub 
shafts and heads fo r both A m erican and 
export trade, s k iis ,  too l handles shipped 
around the w orld , hardwood flooring, 
m illw o rk  and fu rn itu re , veneers, p ly ­
woods fo r  a irp lane  construction, re fr ig ­
erators, and even coffins.
One seldom associates M emphis and 
steel. Few outside Memphis know  th a t 
Memphis is today the largest d is tr ib u to r 
of steel in  Am erica outside of the  m il l  
centers of P ittsbu rgh , Gary, and B irm in g ­
ham, because of a com bination o f r iv e r  
and ra il transport fa c ilit ie s  and the pres­
ence of a vast m arketplace fo r  steel in  
the  m idcon tinen t o il and gas coun try  
v ir tu a lly  a t its  fro n t door across the 
M ississipp i in  Arkansas, Louis iana, 
Texas, and Oklahoma.
M emphis in  1930 received fro m  P itts ­
burgh and its  environs 300,000 tons o f 
steel, ch ie fly pipe, and shipped i t  out 
across its  T w in  Bridges to  the South­
west, its  te rm ina ls  com peting a t an ad­
vantage even over the m ills  o f B irm in g ­
ham because o f d irec t w a te r connection 
v ia  the  reborn M ississipp i and Ohio wa­
terways w ith  P ittsbu rgh .
E xpend itu re  is planned o f $1,000,000 on 
one of the la rgest r iv e r- ra il te rm ina ls  on 
in land  waterways devoted exclusive ly to  
steel transport, as soon as governm ent 
engineers complete w o rk  a lready out­
lined fo r  the  b u ild in g  o f tw o  in d u s tr ia l 
canals on tw o  tr ib u ta r ie s  o f the M issis- 
Continued on page 221
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Talking Shop
A DEPARTM ENT CONDUCTED BY L. GLUICK, C. P . A.
OU R  fo re ig n  c o r re s p o n d e n t  w a s  in  P r a g u e  l a s t  m o n th  a n d  r e p o r t s  a s  fo llo w s : ‘‘O ne o f th e  so - 
c a l le d  f e a tu r e s  o f th is  p lac e  is  th e  u n i ­
v e r s i ty  l ib r a r y ;  i t  w o u ld  h a v e  a  r e a l  
i n te r e s t  f o r  m e m b e rs  o f  o u r  p ro fe s s io n , 
b u t  I  c a n ’t  see  h o w  a n y  o n e  e lse  w ou ld  
c a re  f o r  a  lo t  o f o ld  C zech  b o o k s .” 
C h e ck  a n d  d o u b le  ch ec k !
T H E  recent p u b lic a tio n  by the  T reas­
u ry  D epa rtm en t o f a D eprec ia tion  
S tudy has been ge n e ra lly  h a ile d  w ith  
jo y , a lth o u g h  we have heard  some ad­
verse c r it ic is m . B u t the re  exists 
ano the r governm ent p u b lic a tio n  o f 
h ig h ly  p ra c tica l de p rec ia tion  ra tes, no t 
re a d ily  accessible to  the  genera l pub lic . 
I t  is kno w n  as a rtic le  686 o f the  U. S. 
N avy  B ureau  o f S. &  A . M anua l. I t  
is  46 pages in  le n g th  and covers every 
k in d  o f equ ipm en t used in  those huge 
in d u s tr ia l p lan ts  kno w n  as “ navy 
ya rd s .”  I t  s ta rts  w ith  “ A ir  A ccum u­
la to rs ”  and ends w ith  “ Y aw ls .”  We 
w i l l  hazard a suggestion th a t any 
C. P. A. who p o lite ly  in troduces h im ­
s e lf to  a N avy A ccou n tin g  O fficer w i l l  
be p e rm itte d  to  exam ine th is  ve ry  v a lu ­
able ta b u la tio n .
A nd  w h ile  we are on the sub ject, 
A r t ic le  940-37 o f the  same M anua l 
con ta ins the  fo llo w in g : “ N o t m ore 
th a n  a to ta l o f  $35.00 sh a ll be ex­
pended on  any one ty p e w r ite r  d u r in g  
its  l i fe  no r m ore  tha n  25%  o f the  book 
va lue  o f o th e r office appliances. No 
m ach ine sha ll be recom m ended fo r  re ­
placem ent w h ich  has no t been in  use 
fo r  th ree  years.”  T h a t ou gh t to  he lp  
you office m anagers.
W E  have received a copy o f a 32-page 
book en titled  B IB L IO G R A P H Y  of 
O F F IC E  M A N A G E M E N T , pub lished  by 
the  N a tio n a l Office M anagem ent Associ­
a tion , P. O. B ox 368 In d ia n a p o lis . I ts  
com p ila tio n  m ust have en ta iled  g rea t 
e ffo r t;  the  re s u lt seems to  ju s t i fy  the  
la b o r fo r  those who are o r shou ld  be 
in te rested  in  the  sub ject. W e doub t 
i f  m any w i l l  fee l lik e  pay ing  the  p rice  
o f $2.50; a t a d o lla r  a copy th is  
brochure w ould probably get the c ir ­
c u la tio n  its  contents deserve.
O N E  o f the d ifficu ltie s  w h ich  teachers 
o f business economics have had 
h ith e rto , was g e ttin g  ac tu a l cases fo r  
s tudy. The files o f law yers  and ac­
countants were fu l l  o f m ate ria l, bu t 
n a tu ra lly  i t  cou ld no t be ava ilab le  fo r  
general use. W ith  names suppressed 
and figu res som ewhat a lte red , i t  was
fa r  be tte r th a n  no th in g . B u t students 
are v a s tly  m ore in te res ted  in  a c tu a li­
ties. As we have po in ted  ou t before, 
F in d in g s  o f Facts in  the  B. T. A. de­
c isions are a m ine o f ju s t  the  specific 
da ta desired. W e also doub t i f  they 
are used enough. Take the  case o f 
H i l l  & Buechner, in  w h ich  I. Schlan­
ger, C. P. A., got a ru le  50 decision. As 
neat a de sc rip tion  o f how  C h ina  trade  
is financed by acceptances as cou ld be 
w anted. Facts. N o t theories. (22 
B T A  1080 ).
T H E N  i f  you o r y o u r w ife  have gone 
in  fo r  co llecting antique fu rn itu re , 
and w a n t to kno w  w h a t i t  was w o rth  
in  1925 in  P h ila de lph ia , lo ok  a t 22 
B T A  2095.
W E  w onder how  m any o f you rem em ­
ber the  fam ous b r ic k  ya rd  prob lem  
g iven in  New H am psh ire  and o ther 
states in  November, 1920. We wonder 
also i f  J. G. Beavers, C. P. A., took it .  
A nyhow  he hand led  a b r ic k  and t ile  
co rp o ra tion  case ra th e r successfully 
las t A p r i l.  You can find  i t  a t 22 B TA  
1121.
W E  also note th a t Messrs. H . V . Rob­
ertson and L . B. G arv in , C. P. A .’s 
of Texas, got a substantia l v ic to ry  fo r 
a lady  c lie n t on A p r i l  9. (22 B T A  
1150 ).
I N the  m a tte r o f W ood C orpo ra tion  
(22 B T A  1182) is a pa rag raph  th a t 
is not new bu t apparently  needs endless 
re p e tit io n  i f  law yers  and accountants 
are to w in  cases fo r  th e ir  c lien ts. “ A  
p e tit io n e r m ust prove by competent 
evidence the  p e rtin e n t and v ita l facts 
essentia l to  a decision favo rab le  to  his 
contentions. A  decision cannot be 
based on assum ption  and specu la tion .”  
T h a t qu o ta tio n  shou ld  appear in  la rge  
le tte rs  a t the  entrance to  the  B T A  
he a ring  room s.
T H E  case o f W . T. B a rr in g e r (22 B T A  
1239) is  a t r if le  unusua l in  th a t the  
taxpaye r-appe llan t appeared pro se. He 
los t. On the  basis o f the  cases c ited  
in  the  op in ion , we do no t see how  he 
cou ld have won. Maybe th a t ’s w hy  no 
la w ye r o r C. P. A. w o u ld  take  the  
case fo r  h im . F ra n k ly  we do no t 
blame h im  fo r  appealing. The facts in  
h is  case, and the others cited, were 
such as to  w a rra n t any business m an 
c la im in g  the  deductions. The decisions 
are undo ub te d ly  good law , b u t they
are in  o u r hu m b le  op in ion  no t good 
sense.
T H E  m agazine we lik e  best to  read is 
F O R TU N E . Since the  subscrip tion  
p rice  is $10.00 per annum  (p o s it iv e ly  
no t sold on newsstands) we read as op­
p o r tu n ity  is o ffered in  c lub  rea d ing  
rooms o r the  homes o f m ore affluent 
fr ien ds . The June num ber has on page 
154 a b r ie f  il lu s tra te d  pa rag raph  about
H . J. Gaisman, new  cha irm an  o f the  
board of the  G ille tte -P robak Razor. I t  
seems he was bo rn  in  M em phis. Judg­
in g  fro m  th a t ou r October conven tion  
ou gh t to  be keen.
T H E  R o be rt M o rr is  Associates B u lle t in  
fo r  A p r i l p r in ts  a speech made by
C. A . Rude o f the  S ecu rity  F irs t  N a­
t io n a l B ank  o f Los Angeles. I t  deals 
w ith  “ R e organ iza tion  P rob lem s.”  I t  
makes fre q u e n t m en tion  o f C. P. A ’s. 
We l i ked it .
T H E  M ay num be r o f the Yale Law 
Journal conta ins a lo ng  a rtic le  on 
“ R e s titu t io n  o f In s ta llm e n ts  P a id .”  
W r it te n  fo r  law yers  i t  is neverthe less 
understandable by any one who has had 
incom e ta x  experience, and shou ld  be 
o f g rea t p ra c tica l va lue  to  any account­
an t who has a c lie n t s e llin g  e ith e r 
R e a lty  o r P e rsona lty  on th e  in s ta ll­
m ent p lan .
There are fe w  m ore d iff ic u lt  account­
in g  problem s th a n  in s ta llm e n t sales; 
cha in  stores also present g reat d iff ic u l­
ties. Get them  to g e th e r and you have 
a man-sized job. Sol Masch seems to  
have go tten  a m odel s o lu tio n  th a t w i l l  
sa tis fy  a lm ost any exa m in ing  board. 
The set o f fo rm s  w h ich  he has de­
signed is rem a rkab le  in  its  com plete­
ness b u t w ith a l so s im p le  th a t a lo w - 
p riced c le rk  can do m ost o f the  book­
keep ing in  the  hom e office. Y e t a l l the  
in fo rm a tio n  a queru lous revenue agent 
cou ld w a n t is r ig h t  the re . I f  you w a n t 
to  kno w  any m ore abou t it ,  h is  address 
is in  o u r d ire c to ry .
T H E  June issue o f Printers Ink  
Monthly con ta ins an a rtic le  by C. B. 
Larrabee  w h ich  deals in  a m ost in te r ­
esting  and in te llig e n t w ay  w ith  
“ Charges to  A d v e rt is in g .”  He classi­
fies them  in to  “ W h ite ; m ust be 
charged” ; “ B lack ; no t to  be charged” ; 
and “ G ray; d o u b tfu l.”  W e h e a rt ily  
disagree w ith  a few  o f the  item s and 
re g re t la ck  o f space to  discuss them . 
B u t on the w hole we w ish  a ll adver- 
Continued on page 221
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Some Accounting Methods Peculiar to Motion 
Picture Producers and Distributors
Auditing Royalty Accounts of 
Distributors
In  the exp lo ita tion  contracts between 
producers and d is tribu to rs , clauses are 
sometimes read in to  the  contracts g iv in g  
the  producer the  r ig h t  to  m ake an aud it 
of the d is tr ib u tin g  company’s books to  
ascerta in th a t a ll incom e and charges 
have been co rrec tly  reported. In  v e r ify ­
in g  income, the  au d ito r should be fu r ­
nished w ith  copies of the  producer’s roy­
a lty  statements fo r  th e  period under 
aud it. The a u d ito r should check these 
statements against the reports o f played 
business as rendered by the  subsid ia ry 
f ilm  exchanges. A fte r  he has completed 
h is  check in  th is  respect, he should check 
the  reports of played business to  the  In ­
come account on the  d is tr ib u to r ’s books. 
The to ta ls  o f the played business reports 
should be in  agreement w ith  the Income 
account, i f  the d is tr ib u to r reports ro y ­
a lties  on a cash collected basis; i f  the 
d is tr ib u to r does not repo rt on a cash 
collected basis, bu t on a b i l l in g  basis, 
the  ro y a lty  statements should be checked 
against the  dup lica te  b i l l in g  invoices as 
tu rne d  in  to  the  home office, by the  sub­
s id ia ry  exchanges.
I t  sometimes happens th a t exh ib ito rs, 
in  order to  avoid p la y in g  out a contract 
se ttle  i t  by  pay ing a lum p sum, usua lly  
below the  contracted amount. The au­
d ito r  should ascerta in  tha t, i f  any film  
in  w h ich  he is a u d itin g  has been settled 
on such a basis, i t  was p rope rly  reported 
as a ro y a lty  to  the  producer. As a fu r ­
the r check on income, the  au d ito r should 
test the  to ta l contracts, w r it te n  on his 
producer’s negatives, against the  un­
played business as reported by the dis­
tr ib u to r. The re su ltin g  balance should 
be the b illin g s  or cash collected by the  
d is tr ib u to r and reported in  the ro ya lty  
statements.
Distribution Charges to Producers.
The a u d ito r should be fu rn ished  w ith  
a l is t  o f a ll item s charged to  the  pro­
ducer. H e should v e r ify  these charges 
on the d is tr ib u to r ’s books by checking 
the  paid invoices fo r  these charges. I t  
o ften happens th a t charges are padded 
by d is tribu to rs , and can be detected on ly 
by a care fu l analysis of pa id  invoices 
and cancelled checks covering these paid 
invoices.
P a rt of the  books and records peculiar 
to  f ilm  exchanges w i l l  be explained be­
low  in  order to have the rem ainder o f 
th is  paper understood by the reader.
A. Booking record:
B y A LFR ED  KAPLAN
Continued from the May issue 
Editor's Note: T h is  is the  fina l in ­
s ta llm ent, in  a series o f four, presenting 
a thesis prepared by A lfre d  Kaplan, a 
senior accountant on the sta ff o f Leon­
ard Lev ine  & Company, Certified Pub lic 
Accountants, w h ich  was accepted fo r  the 
M aster’s degree a t Boston U n ive rs ity . In  
its  rep roduction  deta iled financ ia l state­
ments and schedules fo r  the fiscal year 
1929 have been om itted .
In  the  f irs t  in s ta llm e n t o f th is  paper, 
s ta rtin g  on page 77 o f the M arch issue, 
the  c red it fo r  m a te ria l taken from  vo l­
ume I I  o f Auditing, Theory and Practice, 
by Robert H . M ontgom ery, was not made 
su ffic ien tly  c lear in  e ithe r the copy or the 
p rin te d  fo rm . Reference No. 6, on page 
78, should have covered not on ly the 
lis ted  elements, bu t also the m a te ria l 
under each, except the firs t fo r  w h ich 
another reference was given.
T h is  book records the dates on w h ich  
d iffe ren t film s w i l l  be played, and the 
theatres where they w i l l  be shown. A  
fo rm  is shown below:
The reader can notice from  the above 
fo rm  th a t a ll film s  are entered in  the 
respective p lay  date columns, w ith  in d i­
cation also of the  thea tre  in  w h ich  they 
w i l l  be exhib ited. T h is  book form s the 
basis fo r  the b il l in g  system and sh ip­
p ing  records. B il ls  are made out fro m  
th is  record and sent out usua lly  one or 
tw o  weeks in  advance o f p lay  dates.
B. Shipping Sheets:
These sheets are very  im portan t, as 
the  a u d ito r uses them  in  checking in ­
come. A  sh ipp ing  sheet is made out 
each day in  the week and on i t  are col­
umns to  record the  film , p lay date, name 
of exh ib ito r, date shipped, and date re­
turned.
Data fo r  the  sh ipp ing  sheets come fro m  
the cut-off o r  booking records, and these 
sheets are usua lly  draw n up a week in  
advance of p lay  dates.
C. Vau lt Cards:
A  card is made up fo r  each p r in t  re ­
ceived fro m  the  home office. T h is  card 
has colum ns p ro v id in g  fo r the  exhib­
ito r ’s name, p lay date, and date shipped 
and returned. E very  tim e  the p r in t  is  
shipped to  an exh ib ito r, a statem ent of 
the  fac t m ust be recorded on th is  va u lt 
card. T h is  card serves as a check on 
the  sh ipp ing  records.
D. Exhibitor's Cards or Cut-Off:
As soon as a con tract has been signed 
by the  e xh ib ito r and ra tifie d  by the home 
office, a card is made out fo r  the  exh ib i­
to r. The fo rm  of th is  card is somewhat 
as fo llow s:
The pictures to be played are entered 
in  the proper columns, and the contract 
price is also recorded from  the contract.
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W henever a film  is booked by the exh ib i­
to r, its  p lay  date is  entered in  its  proper 
colum n, as shown in  the  fo regoing dia­
gram . T h is  fo rm  serves as a check on 
a ll contracts, as w e ll as show ing whether 
th e  e x h ib ito r is  pe rfo rm in g  h is  pa rt of 
the  agreement.
E. Booker:
T h is  is  the  t i t le  g iven to  the person 
who has charge of the  sh ipp ing  records. 
The position  is an im p o rtan t one, and 
carries a fa ir ly  good ra te  of rem unera­
tion . The booker should not have access 
to  the f ilm  o r sh ipp ing  records, fo r  in  
some cases he may be the  cashier and 
bookkeeper as w e ll; thus i t  is  im p o rtan t 
to  keep the  sh ipp ing  records fro m  get­
t in g  under h is  contro l.
The booker m ay also do the b illin g , 
bu t in  a ll the la rge exchanges there  are 
separate b ille rs . The basis fo r  the b i l l ­
in g  is  usua lly  from  the booking records. 
B il ls  should be made out in  tr ip lic a te —  
one fo r  the  exh ib ito r, one fo r  perm anent 
records, and one to  be sent to  the  home 
office fo r  record.
The b ills  are posted from  the  du p li­
cates, w h ich  are kep t in  a loose leaf 
b inder, to  the  Accounts Receivable led­
ger. Each week the  to ta l of b illin g s  is 
reported to  the  home office. I f  the  f ilm  
exchange keeps a complete set o f books, 
the  e n try  to  record the  b illin g s  is  to 
deb it Accounts Receivable and c red it In ­
come fro m  Rentals. I f  a complete set 
o f books is  no t kept, the  home office w i l l  
p ick  up the  e n try— a procedure w h ich  
has been p rev iously  ou tlined  in  th is  
paper.
A u d it in g  P rocedure  in  F ilm  Exchanges
A n  a u d ito r seems to  be persona non 
grata in  the f ilm  business, m ore so than  
in  any other lin e  o f endeavor in  w h ich  
th e  w r ite r  has ever been engaged. I  be­
lieve  th a t the  elem ent o f su rp rise  is  a 
great fea tu re  th a t au d ito rs  should take  ad­
vantage of when con tem pla ting  an aud it 
o f a  f ilm  exchange. A u d ito rs  m ay be en­
gaged by dissatisfied producers o r d is tr ib ­
u to rs  e ith e r to  check up in  a  case when 
the y  have good reasons to  believe th a t the 
exchange is “ ho ld ing  ou t”  on them  in  the 
gross film  ren ta ls  reported, o r in  the case 
o f a subsid iary f ilm  exchange, to  check 
up on the  personnel. In  e ith e r case the 
a u d itin g  procedure is the  same.
The most im p o rta n t po in ts o f procedure 
handled in  th is  class o f au d it are as fo l­
lows:
1. To see th a t a ll income is reported 
and accounted fo r.
2. A ccounting fo r accessory sales.
3. Vouching o f check and currency 
disbursements.
4. Enforcem ents of contracts or steps 
taken  to  effect a settlem ent o f con­
tracts.
Step 1. Checking Income.
The a u d ito r is  fu rn ished  w ith  an inven­
to ry  o f p r in ts  th a t should be in  the  film  
exchange. A  physica l in ven to ry  of p r in ts  
should be taken im m edia te ly— th a t is, as 
soon as possible a fte r  en te ring  the  ex­
change. The difference between th is  
physical in ven to ry  and the  inven to ry  fu r ­
nished h im  by the  home office should be 
p r in ts  th a t are be ing exh ib ited o r p r in ts  
in  theatres. The a u d ito r should then 
check these m iss ing  p r in ts  to  the  ship­
p ing  sheets to  find  ou t i f  they are out 
w ith  exh ib ito rs . I f  th is  check is  satisfac­
to ry , he next checks these p rin ts  in to  the 
e xh ib ito r’s accounts in  order to  find  out 
i f  they have been b ille d  to  the  exh ib ito r. 
Thus we have a system o f check and 
double check. A t  th is  po in t o f procedure 
the a u d ito r’s op po rtu n ity  comes in . He 
should be able to  see i f  p r in ts  are shipped 
and no t b illed , and thus unearth  any 
damage to  the  company. I t  often happens 
tha t film s a re  g iven -gratis to  exh ib ito rs. 
The a u d ito r should be able to  check up 
on th is  po in t by fo llo w in g  the  above pro­
cedure fo r  several m onths previous.
The a u d ito r should m ake tests of a ll 
sh ipp ing  sheets by checking them  back 
against the  e xh ib ito r’s accounts fo r a cer­
ta in  period, w h ich , o f course, is governed 
by the  system o f in te rn a l check. A fte r 
the  au d ito r has satisfied h im se lf th a t 
a l l shipments have been sa tis fa c to rily  
handled, he should proceed to  the ana ly­
sis o f the  customer’s accounts, ag ing 
them, etc., and ta k in g  up a ll overdue ac­
counts w ith  the  exchange manager. I t  
m ay be necessary fo r  h im  to  confirm  any 
questionable accounts. C redits fro m  the 
cash book to  the  custom er’s accounts 
should be tested in  order to  guard against 
any “ lapp ing”  w h ich  m ay have occurred. 
A no ther item  advisable to  test is the 
prices received fro m  exh ib ito rs . The 
a u d ito r should have the  copies o f exh ib i­
to r ’s contracts before h im , and compare 
the contract prices w ith  the  actual cash 
received, as shown by the  e xh ib ito r’s ac­
count in  the  ledger. T h is  m ay show 
w hether e xh ib ito rs  are pay ing  con tract 
prices, o r  w hether the  manager o f the  ex­
change is  la x  in  h is  method of a llow in g  
them  to  pay less tha n  th e ir  s tipu la ted 
con tract price. The au d ito r m ay find  
som eth ing in te re s tin g  to  include in  h ie 
rep o rt from  the re su lt o f the  above au d it 
wo rk .
A no ther p o in t o f cau tion  is suggested 
in  accounting fo r  a l l income th a t should 
have been reported and th is  is “ Spot 
Bookings.”  A  “ spot booking”  is one th a t 
occurs when an e x h ib ito r needs a p r in t  
in  a h u r ry  and one th a t is  usua lly  no t 
under contract. The e x h ib ito r usua lly  
takes th is  film  ou t im m edia te ly, and the 
above transaction  m ay not even appear on 
the  sh ipp ing  records. The method th a t 
the  w r ite r  suggests to  guard against any 
m isapp rop ria tion  o f cash fro m  th is  source, 
is a  test o f the V a u lt Cards (explained
before) against the sh ipp ing  records fo r  
a defin ite  period. A n y  shipm ent w h ich  
appears on a V a u lt Card and no t on the 
proper sh ipp ing  sheet should be in ves ti­
gated to  the  “ n th ”  degree, fo r  here in  lies 
a most lu c ra tive  source of embezzlement. 
I t  should now  be obvious to  the  reader 
w hy the  booker should no t have access to  
the  sh ipp ing  records o f V a u lt Cards.
Step 2. Accessory Income.
A  perpetual in ven to ry  is kep t on the  
accessory and ad ve rtis ing  m a tte r bo th  at 
the  home office and in  the exchange. The 
a u d ito r is fu rn ished  w ith  a l is t  o f th is  
m a tte r th a t should be on hand a t the  
close of the a u d it period. He should im ­
m edia te ly v e r ify  the  l is t  by ta k in g  a phys­
ica l in ven to ry  o f th is  adve rtis ing  m a tte r 
im m ed ia te ly  a fte r he has completed h is  
physica l in ven to ry  o f p rin ts . A n  in te rn a l 
check should be kep t on accessory sales. 
Pads, in  num erica l order and in  t r ip l i ­
cate, should be used to  record accessory 
sales. When such a sale occurs the  c le rk  
makes out the  invo ice on th is  pad, record­
in g  the e x h ib ito r ’s name, and the am ount 
and c lassification o f the  accessories sold. 
The e x h ib ito r receipts the  invoice and 
keeps the  o r ig in a l copy. One copy should 
be sent to  the  home office, and one copy 
kep t in  the exchange fo r  the  a u d ito r ’s 
use. U sua lly  the  accessories are pa id fo r  
im m ed ia te ly ; in  th is  case the  c le rk  
stamps the  invo ice  as paid. P eriod ica lly  
a ll accessory sales s lips  are sent to  the 
home office where they are handled in  the 
m anner ou tlined before in  th is  paper. The 
home office should investigate any m issing 
numbers. F ro m  the  above practice i t  
w i l l  be c lear th a t an effective in te rn a l 
check is  kep t on accessory sales in  the  
film  exchanges. A n y  m a te ria l differences 
between th e  physica l in ven to ry  and the 
perpetual one should be investigated, as 
the  clerks in  the accessory departm ent 
w i l l  share p ro fits  w ith  the company i f  not 
checked.
Step 3. Vouching of Disbursements.
The vouching o f disbursements by 
check and currency is  a com parative ly 
sim ple m atter. The a u d ito r should check 
the  payments by checks and currency 
against th e  respective b ills  received from  
creditors. In  some instances th is  p ro ­
cedure w i l l  no t be necessary, fo r  the  
home office m ay check and vouch a ll ex­
penses whenever they re im burse the 
branch fo r  these expenses. In  th is  case 
the branch w i l l  tu rn  over a ll b i lls  to  the 
home office fo r  vouching. The a u d ito r 
should sa tis fy  h im se lf th a t there are no 
“ fake”  b ills  paid. T h is  he can do by d i­
rec t correspondence w ith  the  cred itors. A  
p o in t o f cau tion  is advisable a t th is  t im e ; 
invoices are sometimes paid by  the  ex­
change w h ich  are chargeable back to  the 
producer o f the  p ic tu re  be ing exploited. 
The a u d ito r should be care fu l to  closely 
scru tin ize  a ll b ills  fo r  any item s o f such 
a nature. These item s m ay com prise 
Continued on page 210
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Bringing Business Back
BO IL E D  dow n in to  tw o  se n ten c es  m y  co n c lu s io n s  in  re g a rd  to  th e  g e n e ra l b u s in e ss  s i tu a t io n  a re  
a b o u t a s  fo llo w s:
In d iv id u a l business in s titu tio n s  are not 
going to  be restored to  n o rm a lity  or 
p rosperity  by way o f the  recovery as a 
whole. On the  con tra ry , business as a 
whole can on ly  be restored by way of 
the  recovery o f in d iv id u a l in s titu tio n s .
I f  the  s ilv e r problem , the gold problem, 
the a g ric u ltu ra l problem, the p ro h ib itio n  
problem, the  com m odity p rice  problem, 
the wage problem, the unem ploym ent 
problem, and a dozen other co ro lla ry  dis­
tu rban ts  could be settled over n igh t, then 
business as a w hole w ould au tom atica lly  
recover and the  in d iv id u a l business in ­
s t itu t io n  w ould sw ing back in to  pros­
pe rity .
I t  is  pe rfec tly  obvious, however, th a t 
no t o n ly  is th is  wholesale process of 
res to ra tion  an u tte r  im p o ss ib ility  bu t 
th a t the re  are no several elements in  the 
program  whose so lu tion  w ould be pow­
e rfu l enough to  l i f t  the en tire  s truc tu re  
even i f  such a so lu tion  were in  sight.
So the  w hole g igan tic  problem  actua lly  
flares back and settles down in to  a ques­
t io n  of in d iv id u a l in it ia t iv e  and energy 
and f in a lly  rests upon the resourcefulness, 
courage and energy of some one m an or 
group o f men at the head of any enter­
prise.
In  other words, business men w i l l  be 
w e ll advised i f  they  cease look ing  fo r  re ­
lie f  fro m  th e  outside and concentrate 
alm ost exc lus ive ly  upon the  ins ide of 
th e ir  own operations.
Loosely speaking, there  is  s t i l l  a m ar­
ket— to  be fough t fo r  and dug up— fo r 
nearly  a l l A m erican businesses w h ich  
have had huge volum e presented to  them  
as a g i f t  heretofore.
T ha t is  an encouraging fac t even 
though i t  im p lies  a com plete ly changed 
outlook and a long period of desperately 
hard  w ork.
I f  such m arkets were not possible or 
po tentia l, then indeed w ould we have 
cause fo r  discouragement and depression.
A  Change o f  H e a rt
As we see it ,  the re  is  hope and volum e 
and p ro fit “ in  the  wood”  o f every sound 
and serviceable business— in  the fib re  of 
every such business provided the re  en­
sues a complete change of heart, po licy  
and management.
I f  the  conversion o f the business and 
its  management is on ly  superfic ia l or 
a r t if ic ia l;  i f  i t  does no t deal w ith  hard, 
everyday facts and trans la te  its e lf in to  a 
new b ir th  o f ou tlook and action, the  re­
covery w i l l  no t be fo rthcom ing .
I f  i t  is  honest and rea l and finds its
B y  N O R V A L  A . H A W K IN S , C. P . A .
Address delivered before the  Am erican 
Society of Sales Executives, Congress 
Lake, Ohio, S pring  Meeting, 1931.
C o p y rig h t 1931
E D IT O R ’S NO TE: The Michigan 
Manufacturer and Financial Record, fo r  
June 13, 1931, in troduces a lead ing edi­
to r ia l as fo llow s:
“ A  recent address by M r. N orva l A. 
Ha w k ins  before the  Society of Sales 
Executives, on the  subject o f “ B rin g in g  
Business Back,”  is  crea ting  a good deal 
of comment in  the country. M r. H aw kins 
is nobody’s foo l about m arke ting . He 
p ra c tica lly  established the F o rd  m oto r in  
its  m arke t. H e  w ould  be considered a 
b it old-fashioned, because h is  methods 
and recom m endations are based upon the  
long-tim e experience o f the m erchant, 
ra the r than on the  “ flossy”  theories of 
the w h ite-co llared am ateurs who jum ped 
out o f s ing le  semester courses in  eco­
nomics and proceeded to  te ll the  seniors 
how  to  do i t  in  a new way, m ak ing  a 
bette r job in  m any cases o f se lling  them ­
selves to  th e ir  employers tha n  of se lling  
th e ir  em ployer’s products to  the  custom­
ers. M r. H aw k ins  dismisses the  discus­
sion of the far-aw ay and d is ta n tly  re lated 
influences on business and gets down to  
the  in tim a te ly  re lated ones. A  s tudy of 
his argum ent and o f its  item s w i l l  show 
how closely he adheres to  long-tim e ex­
perience.”
expression in  costs, in  discounts, in  
prices, in  salaries, and above a ll, in  a 
clear objective tow ard w h ich  these busi­
ness in s titu tio n s  are w ill in g  to  w o rk  w ith  
m ig h t and m ain— the  progress of the in ­
d iv id u a l business in s titu t io n  w i l l  unques­
tio n a b ly  act as a leaven, leavening the 
whole mass.
I t  is  no in ju s tice  to  say th a t there are 
li te ra lly  thousands of businesses in  the 
na tion  today w h ich  are a t a s tan ds till 
fu l ly  as m uch because o f opportun ities  
overlooked w ith in  the  business as there 
are businesses depressed and estopped by 
conditions fro m  w ith o u t.
We a ll know, and have always known, 
th a t management is  v ita l,  determ inative, 
fina l and even fa ta l.
B u t even b r i l l ia n t  management has not 
exerted its  fu l l  capacities and im agina­
t iv e  poss ib ilities  d u rin g  the  past ten 
rio tous  years.
I t  has not been pu t upon its  m ettle, be­
cause there  was no need or ca ll fo r  i t  to 
exert its  utterm ost.
B u t the  na tive  g r it,  and im agination, 
and a b ility , and w illingness to  w o rk  is 
s t i l l  there— and i f  i t  is  now applied in
the in d iv id u a l in s titu t io n  the  m u ltip lic a ­
tio n  of these in s titu tio n s  w i l l  in du b ita b ly  
b r in g  about the cure.
No Sovereign Rem edy
I f  any one th in g  has been demonstrated 
du rin g  th is  debacle, i t  is  th is :  th a t there 
is no sovereign remedy or set of remed­
ies to  cure such a cond ition  as th a t 
th rough  w h ich  we are passing.
You can ca ll these pseudo-sovereign 
remedies an y th in g  you please—you can 
e n tit le  them  Federal Reserve System, or 
Massed M anufacturing , o r H ig h  Wages, 
or Cheap Money, o r Low er T a riff, or any­
th in g  you like .
B u t no one or a ll o f them  is sufficient 
to  cure the  extant depression.
The u ltim a te  and fina l cure is in  the  
th ings  w h ich  men p lan t in  o r d ig  ou t of 
the  ground and the  thoughts w h ich  they 
th in k  in  th e ir  heads.
F o r these other outside and m ore or 
less a r t if ic ia l aids, barrie rs, res tric tio ns  
and encouragements we can give thanks 
and be g ra te fu l—when they a rrive .
B u t we cannot afford to  w a it fo r  them  
to a rrive .
W ith o u t irreverence i t  may be said th a t 
we m ust l i te ra lly  be about Our M aster’s 
business— the M aster in  th is  instance, 
since we are a ll under God our own 
masters, be ing our own free, independent 
and courageous selves.
A lm ost every business has its  h idden 
enemies. The biggest job fo r  the  mo­
m ent is to  id e n tify  them, a ttack them  and 
and d rive  them  in to  outer darkness.
Some of these enemies are belated ad­
herences to  tra d it io n , s lavish acceptance 
o f trade  custom, pa rro t- like  app lica tion  
o f the  methods of com petition, subject­
in g  sales to  the m anu fac tu ring  or en­
g ineering  p o in t of view, t ry in g  to  cover 
a ll o f the  map instead of in tense ly cu l­
t iv a t in g  the  most productive  pa rt, un­
w ie ld y  board of d irec to r management, 
fa ilu re  to  seek and find  new m arkets, 
d u ll self-satisfaction w ith  the  a ll- r ig h t­
ness of the product, too m any pep ta lks  
and no t enough foo tw ork , im ita tiv e  or 
conventional advertis ing , lack o f courage 
in  tre a tin g  adve rtis ing  as a cap ita l in ­
vestment, and so on to  the end of a long 
chapter.
Sure ly the re  are few  heads o f few  busi­
nesses who can spend even one en tire  day 
in  close s c ru tin y  o f th e ir  business w ith ­
out fin d in g  one or more of these hidden 
enemies on th e ir  premises.
I t  is  no t necessary o r perhaps even 
possible to  name them  a ll fo r  th e ir  name 
is  legion.
B u t they m ust be routed out o f the  of­
fice or warehouse or fac to ry  or sales- 
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Corporate Law for the Accountant
Object.
T H E  o b jec t of th is  a r t ic le  is  to  se t  fo r th  som e of th e  p r in c ip a l  co r­p o ra tio n  law  fa c ts  w h ic h  th e  ac­
c o u n ta n t  m u s t k n o w  in  o rd e r  to  p ro p e rly  
p e rfo rm  h is  d u tie s  to  h is  c lie n ts , a n d  
so m e su g g e s tio n s  a s  to  how  to  a p p ly  th e  
a c c o u n tin g  th eo ry .
Definition of a Corporation.
A  corpora tion is an a r t if ic ia l person 
created under, and e x is ting  by v ir tu e  of, 
law  and as such is recognized as a legal 
e n tity . I t  is a creature of the law  w h o lly  
separate and d is tin c t from  its  stock­
holders, and has certa in  powers, r ig h ts  
and priv ileges w h ich  belong to  i t  as a 
corporation.
Promoters.
A  corporation, of course, does not 
sp ring  in to  being by its e lf;  there m ust 
be ce rta in  persons who in te res t them ­
selves and others in  its  creation. These, 
by whatever name called, in  th e ir  ac­
t iv i t y  p r io r  to  organ ization of the corpo­
ra tio n  are p rope rly  term ed promoters. 
They develop the business idea w h ich  
is  to  be the corpora tion ’s object to  ca rry  
through . They w o rk  out the plans and 
m anner th rough  w h ich  the  corpora tion 
is to  achieve its  object.
They persuade others of the v a lid ity  
of th e ir  idea and o f the fe a s ib ility  of 
its  successful exp lo ita tion . They pro­
cure the  organ ization o f the  corporation, 
and are in  short the  “ parents of the cor­
po ra tion .”
Promoters Must Act in Good Faith  
Toward The Corporation.
I t  is essential th a t the statements 
made and acts done by the  prom oters in  
th e ir  dealings w ith  the  corpora tion and 
its  stockholders be in  the  utm ost good 
fa ith . So i f  a prom oter sells to  h is cor­
po ra tion  land or o ther p rope rty  at a 
price in  excess of the  price pa id by h im  
and fo r w h ich  the  corporation, i f  advised, 
could have made the  purchase, the  pro­
m oter m ay be held liab le  personally to  
the  corpora tion fo r  th is  undisclosed 
p ro fit, o r the sale m ay be set aside and 
the prom oter be required to  re tu rn  the 
purchase price. He is bound to  conceal 
no th in g  fro m  the corpora tion  and is not 
to derive any secret advantage fro m  h is 
re la tion , and so i f  an accountant discov­
ers such ille g a l practices he is w ith in  h is 
r ig h t  to  in fo rm  his employers.
Promoters' Contracts.
A  prom oter cannot b ind  the  prospec­
tive  corpora tion to  pre-organization con-
B y  R O B E R T  E . S A D T LE R , L L .B ., 
M em ber o f  th e  Tennessee B a r.
C opyright 1931 by Robert E. Sadtler
trac ts ; he cannot be an agent of the  cor­
po ra tion  because the la tte r  is  no t yet in  
existence and so cannot be h is  p rinc ip a l. 
I t  is a misuse of the te rm  to  say th a t 
a corpora tion m ay ra t ify  the  acts of its  
p rom oters; bu t i t  may approve and adopt 
them  by due action  of its  d irectors or by 
accepting the benefits flow ing  to  i t  fro m  
the contracts made by  the prom oters. 
Because of th is  knowledge an accountant 
w i l l  no t charge the corpora tion  em ploy­
in g  h im  w ith  the onus of prom oter’s con­
trac ts  w h ich  they have no t approved.
Promoters Compensation.
There is no ob liga tion  on the p a rt of 
a corpora tion to  pay its  prom oters fo r  
th e ir  services, as such, unless there is 
a special p rov is ion  the re fo r in  the  s ta t­
utes re la tin g  to  incorpora tion  or in  the 
certifica te  o f incorpora tion  itse lf. How­
ever, the stockholders, a fte r organ ization 
and where the  r ig h ts  of the  fu tu re  stock­
holders are not in  question, may vote 
reasonable compensation to promoters, 
payable in  stock or otherw ise. On the 
other hand, the  im p ro b a b ility  th a t any­
one w ould ever go to  personal expense 
in  p rom oting  a corpora tion w ith o u t the 
hope of reim bursem ent, added to  the in ­
equitable resu lt were the corpora tion and 
its  stockholders to  ob ta in  the  benefit of 
the corporate organ iza tion  in  another’s 
outlay, has developed c learly  the r ig h t 
of prom oters of repaym ent of moneys 
p rope rly  disbursed in  b r in g in g  the  cor­
po ra tion  in to  existence. T h is  kno w l­
edge prepares the  accountant to  d isc rim ­
inate as to  w hat may, and w hat m ay not, 
p rope rly  be charged to  the  organ ization 
expenses of the  concern.
Corporate Records.
W hether or no t expressly required by 
statute, a corpora tion  should have rec­
ords re la tin g  to  its  corporate proceed­
ings, its  financ ia l transactions and its  
shares of cap ita l stock. In  other words, 
every corpora tion  should have m inu te  
books, books of account and stock books. 
Just w h ich  and how m any of each are 
fo r  the accountant to  determ ine. Records 
are always open to  the  inspection of 
stockholders, and authorized governm ent 
officials. The accountant m ust look to  
the m inu te  book fo r  any officia l action 
taken on the  increase or decrease of the 
cap ita l stock, the  au tho riza tion  of the 
issuance of unissued cap ita l stock, the 
declaration o f dividends, or the levy ing
of an assessment upon the stockholders. 
H is  books o f account m ust square exactly 
w ith  the records of actions, a ffecting the 
accounts, found in  the m inute  book.
Books of Account.
I t  is usua lly  ob liga to ry  fo r  a ll corpo­
ra tions  to  keep books of account of a ll 
financia l operations. P a rtic u la r empha­
sis should be la id  on the  necessity of 
keeping accounting records in  the case 
of close— so called “ one-man” — corpora­
tions. I f  the lim ite d  l ia b i l i ty  of stock­
holders— w h ich  is usua lly  the  m ain rea­
son fo r  in co rp o ra tin g  an in d iv id u a l busi­
ness— is to  be realized, i t  is, o f course, 
o f the  utm ost im portance th a t the  cor­
po ra tion ’s a ffa irs  should be w h o lly  seg­
regated from  the in d iv id u a l transactions 
of its  stockholders. The tendency in  
close corpora tions is  to  d isregard the 
corporate e n tity  on the  score th a t the 
whole corpora tion “ belongs”  to  the stock­
holder. No more dangerous practice is 
conceivable as against keeping effective 
the  lim ite d  lia b i l i t y  th a t incorpora tion  
affords. I t  is  the business of the account­
ant or a u d ito r to  ascerta in th a t a ll such 
records upon w h ich  they  w o rk  have been 
kept p rope rly  and up to  date, otherwise, 
cred ito rs o f the corpora tion  may be re­
qu ired to  suffer a loss.
Records As Evidence.
In  court proceedings the records them ­
selves m ust be produced by th e ir  official 
custodian in  order to  constitu te  evidence 
of th e ir  contents. F o r p rac tica l business 
purposes a tra n s c rip t o f the by-laws, m in ­
utes of a corporate action, or accounting 
or stock records, or parts thereof, when 
certified  to  by th e ir  custodian, or the 
secretary or treasurer of the  corpora tion 
under the corporate seal as being a true  
and correct copy fro m  the o r ig in a l rec­
ords in  h is  offic ia l custody is accepted 
as sufficient evidence. I t  should be noted 
th a t the secretary’s or treasurer’s c e rti­
ficate in  such case should be th a t the 
subject m a tte r is a copy of an o rig in a l 
corporate record in  h is  official custody.
Changed, erased, or m u tila ted  records 
are evidence of in te n tio n  to  vo id  or de­
stroy, and the accountant should not con­
tin u e  w o rk in g  on such u n t il a fte r  re fo r­
m ation  by the court. As against the cor­
pora tion  its  records are, of course, ad­
m issib le in  evidence, but they are not 
conclusive; th e ir  ir re g u la r ity  or incor­
rectness may be established on behalf of 
the  corpora tion  by competent evidence 
thereof.
Capital Stock.
The certifica te  of incorpora tion  or char­
te r  o f a corpora tion authorizes and fixes
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its  “ cap ita l stock.”  By th is  term , prop­
erly, is meant the am ount in  cash, prop­
erty , services or other th in g  of value 
w h ich  the  corpora tion  may acquire from  
its  stockholders on organ ization or sub­
sequently, as a basis fo r  unde rtak ing  and 
c a rry in g  out its  operations. Under some 
statutes the certifica te  of incorpora tion  
need no t state a  de fin ite  am ount of cap­
ita l stock. M in im u m  and m axim um  
amounts are indicated, leav ing  i t  to the 
directors, or in  some cases to the stock­
holders to  fix  the defin ite  am ount. Here 
the  accountant m ust be very care fu l in  
ascerta in ing ju s t w ha t am ount of the 
authorized cap ita l stock has been issued 
and is outstanding. T h is  in fo rm a tio n  is 
necessary, firs t, because the basis of tax­
a tion  in  m any states is on the  outstand­
in g  cap ita l stock; and second, because i t  
is im possible to  ascerta in the exact 
am ount o f dividends to  be paid out w ith ­
out a knowledge of the am ount of the 
outstanding stock. A  fu r th e r  reason ap­
pears, namely, should any of the stock 
ha re  been issued before i t  was fu l ly  paid, 
the  holders thereof are liab le  fo r  such 
p a rt as is  unpaid, in  case of bankruptcy  
or other s itu a tio n  in  w h ich  cred ito rs have 
a c la im  on the corporations assets.
Capital Stock Changes.
The increase o r  decrease of the  au thor­
ized cap ita l stock o f a co rpora tion  m ust 
f irs t  be voted upon and carried  by a ma­
jo r i t y  of the  shares represented by the 
stockholders, a t a  m eeting of the  stock­
holders called especially fo r  th is  p u r­
pose. Notice of the  purpose o f the m eet­
in g  m ust be m ailed to  each stockholder 
a t h is last know n address, a sufficient 
num ber of days in  advance of the  meet­
in g  so th a t i t  m ay constitu te  a legal and 
proper notice of the action to  be taken. 
I f  the  accountant discovers th a t notices 
were not sent to  a ll the  stockholders, he 
may declare th a t the action taken was 
illega l, and refuse to  make the  entries 
necessary to  record the  increase, or de­
crease in  cap ita l stock, as the  case m ay 
be. U nder no circumstances should he 
make a record of a change w h ich  has 
not been le ga lly  passed and recorded as 
a legal action  in  the m inute  book of the 
secretary of the corporation. In  case of 
the ra is in g  or low ering  of the  par value 
of the  stock outstanding, or o f changing 
from  a ce rta in  p a r value to  no pa r value, 
the same sort o f procedure is necessary 
as in  increasing or decreasing the  am ount 
of cap ita l stock. T h is  action  m ust be 
ju s t as ca re fu lly  inscribed in  the m in ­
utes as those of any other m eeting of the 
stockholders. No accountant should pre­
sume to  make an e n try  changing any 
record hav ing  reference to  the cap ita l 
stock u n t il a fte r same has been firs t 
lega lly  passed a t a m eeting of the stock­
holders, called fo r  the specific purpose, 
and a fte r passing of same, i t  has been
ca re fu lly  and p roperly  entered upon the 
m inutes of the corpora tion. I f  he does 
he lays h im se lf open to  a charge of fa ls i­
fy in g  corpora tion records.
Situs of Shares.
Shares of stock are in ta ng ib le  property. 
The d ifficu lty  of ascrib ing  any p a rticu la r 
place as being the physica l location of in ­
tang ib le  p rope rty  resu lts in  va ry ing  
views and positions on location in  legal 
contem plation of shares of stock, la rge ly  
depending on the na tu re  of the question 
the so lu tion  of w h ich  makes necessary 
the f ix in g  of th e ir  situs. T ha t the  shares 
represent any p rope rty  r ig h ts  whatso­
ever resu lts p r im a r ily  fro m  the recogni­
t io n  thereof by the State under the  laws 
of w h ich  the corpora tion  was organized. 
I t  has, the re for, been held th a t the  courts 
o f th a t State have ju r is d ic tio n  to  deter­
m ine who are the  owners of the shares 
of cap ita l stock. F o r such reason the 
State has a u th o r ity  to  impose and collect 
a ta x  on tra n s fe r of stock fro m  a de­
ceased non-resident holder, bu t the  State 
of the  deceased ho lder’s dom icile has, and 
usua lly  does exercise a s im ila r r ig h t  of 
taxa tion  based upon the  p rinc ip le  th a t 
in ta ng ib le  p rope rty  has s itus wherever 
the  owner thereof m ay be, w h ile  the State 
in  w h ich  the  certificates evidencing the 
shares may, on th e ir  owner’s death, be 
located m ay exact a lik e  succession or 
inhe ritance  ta x  because stock certificates 
have in  themselves achieved a prope rty  
status and th e ir  s itus become determ ina­
tive  of the s itus of the shares. T h is  th ree­
fo ld  taxa tio n  has the  sanction o f the 
courts in  so fa r  as the  c o n s titu tio n a lity  
thereof is concerned. The accountant 
who is un in fo rm ed on th is  law  m ay th in k  
th a t the paym ent o f these various taxes 
is an ille g a l d is tr ib u tio n  of the estate’s 
assets and m ay refuse to  a llow  them  in  
an accounting of the  executor or adm in is­
tra to r. I t  w ou ld  no t be long, however, 
before the court w ould set h im  r ig h t  in  
the m atter, possibly w ith  a reprim and.
Relative Rights of Creditors and Stock­
holders.
The courts have u n ifo rm ly  protected 
cred itors against the d is tr ib u tio n  of the 
cap ita l stock to  the stockholders. In  
m any instances the  cap ita l stock has 
been term ed a “ tru s t fu n d ”  to  pro tect the 
creditors. T h is  te rm ino logy  is un fo r­
tunate  inasm uch as the corpora tion is in  
no sense a trustee o f its  assets; i t  is the  
absolute owner thereof and cred itors have 
no d irec t in te rest, beneficial or o ther­
wise, the re in . However, as defined by 
the courts, “ tru s t fund  doctrine”  is con­
ven ien tly  used to  express the  princ ip le . 
D is tr ib u tio n  to  stockholders, therefore, 
are always subject to  the  r ig h ts  o f cred­
ito rs  who m ay fo llo w  the corporate assets 
in to  the  hands o f th e  stockholders and
apply them  to  the payment of the cor­
porate debts.
N ot on ly  does paid-in cap ita l stock but 
unpaid subscrip tions constitu te  the so- 
called “ tru s t fund .”  The tru s t fund doc­
tr in e  extends to  protect stockholders as 
against the d isposition of the cap ita l 
stock by the  directors or officers, fraud ­
u len tly , or w ith o u t consideration, con­
tra ry  to the r ig h t of the stockholders 
there in . A n  accountant m ig h t be called 
upon to  record on the books of the cor­
po ra tion  the d is tr ib u tio n  of the assets, 
or p a rt thereof, o f the  corpora tion, and 
i f  he were igno ran t o f the  p r io r  c la im  of 
the  cred itors, he m ig h t be held liab le  
fo r an a ttem pt a t defrauding.
Accounting fo r Preferred Stock.
A  co rpora tion  m ay d iv ide  its  stock in to  
shares some of w h ich  have p r io r ity  over 
others in  the d is tr ib u tio n  o f the corpora­
t io n ’s p ro fits— th a t is, before any d iv i­
dends are declared or paid on the  la tte r  
shares, a d iv idend at ce rta in  ra te  or in  
a fixed am ount m ust be declared and paid 
upon the form er, w hich, therefore, is de­
clared "p re fe rred  stock.”  The precise 
preferences and conditions a ttach ing  to  
pre fe rred  stock are determ ined by the  
certifica te  of incorpora tion  and constitu te  
a m a tte r o f contract between the corpora­
t io n  and the  stockholders thereof. P r io r­
i t y  in  the  paym ent of d ividends is  the  
essential and d is tin g u ish in g  characteris­
t ic  o f pre ferred stocks, bu t other in c i­
dents are usua lly  attached.
The ra te  of d iv idend (or, in  case the 
stock is w ith o u t par value, the am ount of 
d iv idend per share) to  the extent of 
w h ich  pre fe rred stock has p r io r ity  over 
ju n io r  stock is fixed in  the  certifica te  of 
incorpora tion . I f  such pre ferred d iv idend 
is to  be a ll the  d iv idend to  w h ich  the 
stock is to  be en titled , i t  should so be 
stated and the stock w ould then be called 
“ non-partic ipa ting .”  F a ilu re  to  so state 
has been he ld to  p e rm it the pre ferred 
stock to  pa rtic ip a te  equa lly  w ith  the  com­
mon stock in  d ividends in  excess of dis­
t r ib u tio n  o f earnings sufficient to  pay 
pre fe rred dividends and dividends on the  
common stock equal in  ra te  or am ount 
to  the pre fe rred  dividends. W here such 
specific provis ions have been made i t  is 
said th a t the  pre fe rred stock is “ p a r tic i­
pa ting ” — th a t is, i t  pa rtic ipates in  a ll 
earnings of the  corpora tion above an 
equal sum fo r each k in d  of stock, equally 
w ith  the ju n io r  issue. P refe rred stock 
is often, also, pre ferred as to  the dis­
tr ib u tio n  o f assets as w e ll as in  the  
p r io r ity  o f dividends. T h is  o f course 
makes i t  the m ore desired issue of the 
tw o  k inds  m entioned. I t  is  absolutely 
essential th a t the  accountant knows the  
exact term s of the  certifica te  of incor­
po ra tion  as w e ll as the  exact provis ions 
p rin ted  on the face and back of the pre­
fe rred  stock certificate, because i t  is th is
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in fo rm a tio n  th a t m ust govern h is  w o rk  
in  sum m ariz ing  o r se ttin g  the  accounts 
o f the  corpora tion  a righ t. The account­
an t m ust be fa m ilia r  w ith  the  methods 
of com puting the dividends, and he m ust 
also know  th a t no dividends can be paid 
on unissued stock, bu t th a t the  laws of 
some states pe rm it the paym ent of d iv i­
dends on treasu ry  stock.
Should he be un in fo rm ed as to  w hether 
the  pre fe rred stock is  p a rtic ip a tin g  or 
non-partic ipa ting , he m ight  make a m is­
take  in  h is calcula tions and the  common 
stockholders m ig h t benefit g re a tly  a t the 
expense o f th e  pre fe rred stockholders. He 
m ust also know  th a t d iv idends can be 
declared on ly  ou t o f earnings o r surplus, 
and th a t i t  is  il le g a l to  declare dividends 
out o f the  cap ita l stock. I f  the re  is un­
issued cap ita l stock and the  d irectors see 
f i t  to  d is tr ibu te  i t  as a d iv idend , they 
ha ve a r ig h t  to  do so, bu t in  th a t case the 
unissued cap ita l stock account should be 
cred ited and the  surplus account debited. 
I t  is  always unw ise fo r  a board o f d irec­
to rs  to  declare a stock d iv idend unless 
the re  is  a  sufficient surp lus to  a t least 
equal the  par value o f the  stock issued. 
A n  accountant should fa m ilia r iz e  h im ­
self w ith  the  prov is ions o f the  charte r 
and by-laws, and see w hethe r th is  is per­
m issible, and f in a lly  he should consult 
the records o f the  secretary o f the  cor­
po ra tion  to  see w hether a  proper and 
officia l action of the  board was taken to  
au thorize  such issue. I t  m ay be th a t  th is  
perm ission m ust f irs t be secured from  
the  stockholders.
Stockholders’ Right to Distribution.
The power to  determ ine when and in  
w hat am ount d iv idends sha ll be declared 
reposes in  the board o f d irectors. P rop­
e rly , th e  board m ust meet and fo rm a lly  
declare d iv idends and such declaration 
m ust be d u ly  recorded in  the  m inutes of 
th e  board’s proceedings.
D is tr ib u tio n  o f p ro fits  w ith o u t fo rm a l 
action or upon vote o f a l l  the  stockhold­
ers m ay constitu te  a d iv idend and has 
been so held. B u t i t  is  doub tfu l w hether 
an action  to  enforce such d is tr ib u tio n  
could be m ain ta ined by a stockholder, i f  
no t v o lu n ta r ily  made by the  officers o f 
th e  corpora tion. The d iscre tion  of the  
board o f d irectors in  th is  m a tte r is  a l­
most absolute, and courts w i l l  ra re ly  in ­
terfere , unless i t  can be proven th a t in  
th e ir  actions they perpetra ted a fraud  
upon the  stockholders. The accountant 
m ust re ly  w h o lly  upon the  m inutes o f 
the  board of d irec tors  fo r  h is  a u th o r ity  
to  m ake en tries  w h ich  have to  do w ith  
the  d is tr ib u tio n  o f the  earnings o f the 
corporation. The mere sta tem ent o f a 
d irec to r th a t so and so should be done 
is  no t sufficient, the  accountant m ust 
have such in fo rm a tio n  fro m  th e  w r it te n  
records not from  mere hearsay. The ac­
countant who is not fa m ilia r  w ith  cor­
po ra tion  law  has no business to  a ttem pt 
to  sum m arize o r o therw ise w o rk  upon 
th e ir  records because, in  so, doing, he lays 
himsel f  open to  an action in  damages in  
case he does som eth ing th a t is con tra ry  
to  good accounting practice and the  law  
as i t  applies thereto.
Pledged Stock.
W hile  i t  was once doubted whether 
shares o f stock m ig h t be the  subject m at­
te r  o f pledges, in  v iew  o f th e ir  incorpo­
rea l character and th e  basic requ irem ent 
th a t pledged p roperty  m ust be delivered 
to  the  pledgee, there now is no question 
on th is  score and pledges of stock are 
common. B u t i t  is fundam enta l to  a va lid  
pledge o f stock th a t the  certifica te  evi­
dencing the  same be de live red in to  the 
pledgee’s custody accompanied by en­
dorsement o r  separate in s tru m en t o f as­
signm ent suffic ient to  p e rm it the  pledgee 
to  tra n s fe r legal t i t le  to  h im se lf o r his 
nominee. A  pledgee need no t ac tua lly  
cause the trans fe r to  be made bu t m ust 
have the  power to  do so. Here the  ac­
countant m ust know  the  actua l state of 
the pledge, w hethe r o r not, i t  has been 
trans fe rred  to  the  pledgee. I f  i t  has, then 
the  accounting records m ust show th a t 
these assets of the concern are in  the 
hands o f a  fiducia ry, th a t the  concern is  
to  be credited and the  fiduc ia ry  (pledgee) 
is to  be debited fo r  any re tu rn  the 
pledged stock m ay b r in g  to  the  pledgee. 
T h is  is a proper c red it against t he 
am ount w h ich  the  pledgor may owe to  
the  pledgee. I f  the  stock certifica te  is 
in  the  hands of the  pledgee, but on the 
corpora tion  books i t  stands in  the  name 
of the  pledgor, the issu ing corpora tion  
is  protected in  m ak ing  paym ent of d iv i­
dends to  the pledgor. The pledgee has a 
r ig h t  of action  against the  pledgor fo r  
dividends so received. The accountant’s 
lack of legal knowledge on th is  po in t 
m ig h t cause h im  to  enter the  dividends 
in  the records of the  concern as so much 
non-operating p ro fit, on ly  to  learn th a t 
th is  is  re a lly  a charge to  the pledgee 
instead.
Pledged Stock Defaulted.
On default, the  pledgee may file  a b i l l  
in  a court o f equ ity  to  foreclose the 
lien  of the  pledge o r he m ay cause the 
stock to  be sold and apply the  proceeds 
to  liq u id a tio n  of the  indebtedness. I f  sale 
is to  be made i t  m ust be public, on ap­
propria te  notice to  the pledgor. In  most 
cases, however, the  con tract o f the  pledge 
perm its  e ith e r pub lic  or p r iv a te  sale w ith ­
out any notice or demand and even pro­
vides th a t the  pledgee m ay b id  and buy 
a t h is  own sale, though h is  purchase m ust 
be a t pub lic  sale. In  such cases the  con­
tra c t o f sale w i l l  be recognized and its  
provis ions given effect. I t  is an e rro r in  
p r in c ip le  fo r  the  accountant to  c a rry  on
h is books an asset and pledged stock on 
w h ich  the  le in  has been foreclosed. Just 
as soon as the  defaulted pledge is  lost 
to  the concern the accountant m ust w r ite  
i t  off as a  loss, h is fa ilu re  to  do so is a 
grave and flag ran t erro r.
Stock Subscriptions.
In  fo rm in g  a corpora tion, those who 
are to  take the  stock and become the  o rig ­
in a l stockholders are th e  subscribers. 
They offer to  take the  stock and, unless 
other p rov is ion  is made, th e ir  offer im ­
plies th a t they  w i l l  pay th e  pa r value 
thereof in  cash on ca ll of the  board of d i­
rectors. W here the  offer is  made in  con­
sidera tion  of lik e  offer of others, i t  is  
held by some courts th a t a con tract is 
created among the  subscribers w h ich 
makes i t  im possible to  w ith d ra w  the of­
fe r w ith o u t th e  consent o f a ll the  sub­
scribers. As soon as the stock is sub­
scribed fo r, the accountant m ust charge 
each in d iv id u a l w ith  the num ber of 
shares subscribed fo r  a t the  par value, 
unless another subscrip tion  p rice  has been 
set.
Each subscriber and every sub­
scriber m ust be called upon a t one and 
the same tim e, i f  the stock is  no t to  be 
pa id  fo r  in  cash, fo r  such equal sum per 
share as the board o f d irectors m ay de­
cide upon. No subscriber dare be ex­
em pted fro m  th is  call, and each m ust pay 
the  same sum per share. W hen the sub­
sc rip tio n  p rice  has been pa id in  fu l l  i t  is  
the  du ty  o f th e  accountant to  balance the 
account and in fo rm  the  secretary o f those 
who have paid in  fu l l  so th a t he may 
issue the stock certifica tes to  them. Those 
subscribers w ho have no t paid in  fu l l  
may then  be sued fo r  the  am ount w h ich 
is  unpaid. U nder no circumstance, o ther 
than  fu l l  paym ent, dare the  accountant 
c red it a subscriber’s account, unless by 
vote o f the  stockho lders re lie v in g  the 
subscriber o f h is  ob liga tion . T h is  is 
sometimes done by issu ing  stock to  the 
subscriber fo r  the  am ount he has paid in , 
and then o ffe ring  h is  cancelled subscrip ­
t io n  to  others fo r  subscrip tion. Such 
transaction  should be recorded on the 
corpora tion  books by th e  secretary, and 
the  accountant should no t m ake an en try  
o f th is  k in d  fro m  m ere hearsay o r sug­
gestion, bu t on ly  from  the  secretary’s rec­
ord o f the  stockholders’ action. The ques­
t io n  often arises w hethe r one w ho sub­
scribes fo r  the  stock o f a corpora tion 
w h ich  is to  be form ed in  th e  fu tu re  is 
bound by h is subscrip tion. The answer 
to  th is  is th a t th e  subscriber is  bound 
ju s t as soon as the  incorpora tion  is com­
pleted. I t  was once though t th a t accept­
ance by the  corpora tion  o f subscriptions, 
a fte r  the  fo rm a tio n  o f the  corpora tion 
w ou ld  be necessary, b u t la te ly  i t  is  held 
th a t the  fa c t o f  th e  fo rm a tio n  o f the  cor­
po ra tion  is  sufficient to  ho ld  th e  sub­
scribers.
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Subscriptions may be made a fte r fo r ­
m ation  of the  corpora tion  provided the  
subject m atte r be unissued shares of the 
increased cap ita l stock, bu t a fte r or­
ganization i t  is often a question, to  
be solved by construction  o f the con­
trac t, w hether the  transaction  constitu tes 
a subscrip tion  o r  a purchase. Here the  
accountant should re fe r both to  the  secre­
ta ry ’s m inutes and the o rig in a l subscrip­
t io n  con tract to  ascerta in the  ob liga tion  
o f the corpora tion  to  the  subscriber and 
the la tte r ’s ob liga tion  to  the  corpora tion 
before he makes h is  entries. Subscrip­
tions  always re la te  to  the  ta k in g  of un­
issued stock, never to  treasu ry  stock.
One who contracts to  take treasury 
stock, th a t is, stock w h ich  has at one tim e 
been issued and la te r has been bought 
back by the corpora tion, is no t a sub­
scriber bu t a purchaser. T h is  d is tin c tio n  
is im p o rta n t because a subscriber ipso 
facto is a stockholder irrespective  of 
whether a certifica te  ever issues to  h im  or 
not. Whereas a purchaser, as such, does 
no t become a stockholder u n t il a c e rt if i­
cate is issued to  h im . A  subscriber may be 
called upon to  pay the  am ount o f his 
subscrip tion  w ith o u t tender or issue of 
a certificate, w h ile  the  con tra ry  is true  
o f a purchaser’s ob lig a tio n  to  pay. I f  
the  accountant is u n fa m ilia r  w ith  th is  
phase o f the  la w  he m ay erroneously 
c red it a m an w ith  be ing a stockholder 
who is not. A f te r  the  issuance of the 
certifica te a t least tw o  records o f the  cer­
tifica tes  shou ld be kep t—one by  the  sec­
re ta ry  and the o the r by the  bookkeeper 
o r accountant. The secretary’s record is 
usua lly  the  stub of the stock certifica te  
book bu t the  accountant should see to  i t  
th a t a special ledger know n as the  “ stock 
ledger”  be kept. T h is  should be a com­
p le te  record o f the  num ber o f shares is­
sued to  each stockholder, w ith  date o f 
issue and the  num ber o f the certificate, 
as w e ll as the  date and num ber o f shares 
th a t the  stockholder m ay have disposed 
o f a t any tim e. The stock ledger is open 
fo r  en tries as long as the  shares o f the  
corpora tion m ay be trans fe rred  fro m  one 
person to  another—tihis is usu a lly  as long 
as the life  o f the  corpora tion  itse lf.
However, the  "subscribers’ ledger" 
is  closed as soon as each subscriber has 
pa id h is  ob liga tion  in  fu ll,  o r  been re ­
lieved o f it ,  and there is  no fu r th e r use 
fo r  th is  ledger d u rin g  the  l i fe  o f the  cor­
poration, unless an amendm ent is se­
cured, p e rm ittin g  the issuance o f addi­
tio n a l capita l, in  w h ich  case the sub­
scribers’ ledger m ay be reopened fo r  such 
tim e  as is necessary to  record a ll the 
subscrip tions and to  collect the sums to 
cancel them . C ontra ry  to  the  general 
be lie f, subscrip tions need not be in  any 
p a rtic u la r fo rm , nor, in  fact, do they 
need to  be in  w r it in g . I f  an in te n tio n  
is  m an ifest to  jo in  w ith  others in  devot­
in g  p rope rty  or e ffo rt to  a common cor­
porate enterprise, a  v a lid  subscrip tion 
may result. O f course, where s ta tu to ry  
o r cha rte r provis ions requ ire  observance 
o f fo rm a litie s , as, fo r  example, th a t the 
subscribers sign the  artic les  o f incorpo­
ra tion , o r when commissioners are ap­
pointed to  open books o f subscrip tion—a 
d iffe ren t s itua tion  is presented. The ac­
countan t m ust know  th a t the  la w  has 
been complied w ith  before he can make 
the  proper en tries  charg ing the  subscrib­
ers fo r  th e  am ount they become obligated 
fo r under the  subscrip tion  contract.
Stockholders’ L iability.
As has been already stated, a sub­
scriber to stock is  obligated to  pay to  
the corpora tion  the am ount of h is  sub­
sc rip tion  and th is  am ount m ust be paid 
in  money o r money's worth . W here 
the  stock has a pa r value, the subscrip­
t io n  lia b i l i ty  is  fo r  such value, o r fo r  a 
greater am ount i f  expressly stipu la ted in  
the  subscrip tion  contract. W here the  
stock is w ith o u t pa r value, the am ount 
payable depends upon the term s of the  
subscrip tion. W hen a  corpora tion  be­
comes inso lvent, th is  l ia b i l i ty  o f the 
stockholders to  i t  is  lik e  any asset of 
the  corpora tion  and the  cred ito rs  are en­
t it le d  to  co llec tion  thereof v ir tu a lly  as 
they are to  the  co llection o f notes and
accounts receivable and the app lica tion  
to  th e ir  c la im s of the proceeds. The 
creditors, in  fa ir  dealing, are presumed 
to  have extended c red it on the  basis, in  
part, o f the  stock subscribed; th e ir  r ig h t  
to  in s is t on enforcem ent o f stockholders’ 
l ia b i l i t y  is  recognized on th is  p rin c ip le  
by the  cou rts  w ith o u t need of s ta tu to ry  
provis ion. In  a lik e  manner, the issu­
ance of stock fo r  less tha n  pa r value o r 
under agreement not to  require  paym ent 
in  fu l l  the re fo r or fo r  f ic tit io u s ly  valued 
p rope rty  o r as a bonus, w h ile  perhaps 
b ind ing  upon the corporation, is  fraud u ­
le n t as against the  cred itors who have 
not consented to  o r im p lie d ly  acquiesced 
in  such te rm  o f issuance and w il l  no t re­
lieve holders o f stock so issued fro m  lia ­
b il ity .  In  m ak ing  a va lua tion  statem ent 
fo r  a ba nkru p t o r  inso lvent corpora tion, 
i t  is  th e  accountant’s du ty  to  m ost care­
fu lly  scan a ll the  back records of the  
corpora tion to  find w hethe r stock has 
been issued under one o r m ore o f the 
above situa tions, and i f  so, to  w ha t ex­
ten t the  stockholders are liab le  to  th e  
cred itors. W hen th is  is found i t  is  to  
be lis ted  among the assets applicab le to  
the  c la im s of the  cred itors. A n  account­
an t w ho fa ils  to  do th is  can be m ade 
liab le  in  a s u it fo r  damages t o the am ount 
th a t the  cred ito rs  may have lost th rou gh  
his neglect to  investigate fu lly .




W hat is  the purpose o f the balance sheet segregation o f current 
assets?  Under w hat conditions m ight it  be practicable or necessary  
to  elim inate the caption?
Question 2.
W hat is your understanding of th e term  “accrued liabilities” ? 
N am e four accounts th at may be so classified and describe clearly the  
procedure to  be followed in m aking sure that a t any given date these  
accounts have been accurately computed.
Question 3.
The Brobdingnagian Oil Company is a distributor of gasoline  
and fuel oils, and due to the large fleets o f trucks necessary for  th e  
operation o f its business, the company carries its own truck insurance  
(fire and theft, public liability, e tc .) . M onthly estim ates are debited  
to  insurance expense and credited to  R eserve for Insurance. L osses 
are charged direct from  cash disbursem ents to the reserve. You are  
asked to  g ive your opinion as to the position o f the reserve on the  
balance sheet. Is i t  a liability, a  part of net worth, or neither?
Question 4.
You are preparing a  balance sheet for certification. It is often  
said th at unless a  balance sheet m eets certain minimum specifications,
it should never be certified to without adequate qualification. What, in 
your opinion, are the three most important minimum specifications? 
Give reasons.
Question 5.
On a certain balance sheet appear two items captioned, respectively, 
“Salesmen’s Commissions Earned” and “Deferred Commissions—Sales­
men.” The first is listed among current liabilities and the second is 
subtracted along with a reserve for bad debts from accounts receivable. 
What is the probable distinction between these two items? Are they 
properly classified on the balance sheet?
Question 6.
Outline that portion of the system of books of original entry and 
of final entry dealing with commissions for a manufacturer of water 
heaters who desires to know the amount of his deferred and earned 
commission owing to each salesman. Commission is to be credited to 
the salesman at the date of sale and will be considered earned when 
payment for heaters is received from debtors. Advances of 50% made 
against deferred commission on sales are charged to the earned com­
mission account.
Question 7.
(a) Describe six sources of surplus and classify them as between 
earned and the various forms of capital surplus. From a financial 
standpoint (as opposed to the legal) which are available for cash 
dividends?
(b) What recognition should be given on the face of a balance 
sheet to dividends in arrears on 7% cumulative preferred stock?
Question 8.
The Aero Company has entered into purchase contracts for certain 
equipment which specify that it may withdraw such equipment, made 
to its order, from the vendor’s warehouse at any time during a period 
of six months from the date of the purchase order and that billing 
will be made as the equipment Is shipped.
The Aero Company did not withdraw the equipment completely 
within the six-months’ period, however, nor was it billed by the vendor 
for any equipment not actually shipped. The status of each purchase 
order may be summarized as follows:
Order
Price
per U nits Un its
U nits in  w are­
house aw aiting  
Aero Com­
pany’s order
U nits not yet  
m anufactured  
by vendorD ate number unit ordered received
12 /18/28 16,381 $30.00 10,000 9,000 1,000
6 /  1/29 18,928 38.00 8,000 4,000 4,000
2 /  1 /30 20,633 42.00 12,000 10,000 1,000 1,000
9 /  1/30 24,781 40.00 3,000 500 1,000 1,500
T otals ..... ... 33,000 23,500 7,000 2,500
Entries have been made on the company’s books only for those 
units actually billed by the vendor and you find further that the equip­
ment ordered on numbers 16,381 and 18,928 is now obsolete but can 
be changed to usable equipment (the cost new of which would be 
approximately $32.00 and $40.00, respectively) at an additional cost 
of $10.00 per unit. The alteration of the equipment was authorized in 
December, 1930.
At December 31, 1930, the inventory of the Aero Company included 
the following item s:
July, 1931
O rder
num ber U nits Price E xtension
16,381 2,000 $30.00 $ 60,000.00
18,928 500 38.00 19,000.00
20,633 3,000 42.00 126,000.00
24,781 100 40.00 4,000.00
T otals....... 5,600 209,000.00
In auditing the books for the year ending December 31, 1930, what 
adjustments would you make, if any, properly to set forth the above 
facts on the balance sheet and statement of profit and loss ?
Question 9.
The account in the general ledger of the Seed Oil Company cover­
ing the branch office in London, England, is found to be out of balance 
with the home office account in the books of the London office. As the 
accountant of the Seed Oil Company in the New York office, you are 
asked to give a number of possible sources from which the differences 
might have arisen.
Question 10.
Into what groups are assets and liabilities divided on a balance 
sheet? Why?
Question 11.
(a) Illustrate the manner in which you would head the columns 
of a page in a voucher register for a furniture manufacturer.
(b) Under what conditions might you substitute another system 
for the voucher record in the same organization?
(c) What advantages accrue from the use of a voucher record?
Question 12.
Draw up a form that might serve as a job cost record for a manu­
facturing plant with which you are familiar. Explain in detail the 
nature and source of the information that should be recorded thereon.
Question 13.
Should prepaid expenses, such as prepaid rent, prepaid interest, 
unexpired insurance premiums, and deferred advertising campaign 
costs, be classified as current assets? Give your reasons in detail.
Question 14.
In the review of net profits over a series of years preparatory to 
the issuance of a bond circular on which earnings are to be displayed 
and preparatory to the presentation of the same figures to a group of 
promoters interested in merging the company with several competitors, 
what attention should be given to the following item s:
(1) Inventories.
(2) Capital and revenue expenditures.
(3) Depreciation, where an appraisal has been made showing the
appraisal value at the opening date of the period under 
examination, with the appraisal value of additions and de­
ductions during each of the years under review. The ap­




In the preparation of financial statements at December 31, 1930, 
of a manufacturer operating a standard cost system, what disposition 
should be made of the following items:
(1) Loss and gain on materials (Cr. $11,998.00) representing the
difference between the standard cost at which raw materials 
are taken into the inventory and the actual cost.
(2) Loss and gain on labor (Dr. $3,868.00) representing the dif­
ference between the standard cost of labor charged to opera­
tions and the direct labor cost.
(3) Loss and gain—-Shop expense (Dr. $157,995.00) represent­
ing underabsorbed plant overhead.
(4) Loss and gain—Variations in standard costs (Cr. $1,178.00)
representing the difference between increases and decreases 
in inventories resulting from changes in standard costs.
Question 16.
The term “reserves” is frequently met with on published balance 
sheets. What classes of items are commonly included under this 
heading?
Question 17.
In a bulletin published by the Policyholders Service Bureau of the 
Metropolitan Life Insurance Company entitled “Financial Statements 
in Annual Reports to Stockholders,” appears the following statement: 
“In most balance sheets the item ‘surplus’ is given with­
out further explanation” (p. 25).
Outline briefly what you conceive to be the minimum requirements in 
the presentation of surplus accounts on published balance sheets.
Question 18.
What distinctions do you make between the following accounting 
terms:
(a) Accrued and deferred income
(b) Sinking fund and sinking fund reserve
(c) Appropriated surplus and contingent reserves
(d) Capital and net worth
(e) Amortization and depreciation
(f) Overhead and factory burden
(g) Inventory and appraisal.
Question 19.
The balance sheet of the Minor Manufacturing Company at March 
31, 1931, includes among its liabilities, an item of accrued wages 
amounting to $9,750.60. From an analysis of the payroll account and 
other information set forth below compute the proper balances in the 
various accounts affected and prepare the necessary adjusting entry.
State briefly the remedial measures you would suggest to record 
similar future transactions on the books. Individual payroll checks may
not be drawn on the general checking account.
PAYROLL ACCOUNT 
P a rtic u la rs  Dr. Cr.
B alance in  bank—A pril 1, 1930.......................................... $ 1,000.00
Accrued payro ll a t  A pril 1, 1930.......................................... $ 4,318.91
F unds w ith d raw n  from  reg u la r checking account
d u rin g  th e  y ea r.................................................................  229,618.33
Payro lls, charged to expense................................................  225,483.26
Cash advances, charged to  advances to salesm en........ 8,418.37
Accrued payroll a t M arch 31, 1931.....................................  2,148.39
Totals ..................................................... ..............................  $230,618.33 $240,368.93
B alance—M arch 31, 1931........................................................  9,750.60
$240,368.93 $240,368.93
An analysis of the above figures reveals the following information:
(1) Bank deposits represented—
A dvanced on pay ro lls ...................................................................  $225,483.26
A dvanced to Salesm en...................................................................  8,418.37
T otal ............................................................................................  $233,901.63
Less—P ayro ll deductions for group in su rance ....................  4,283.30
B ank  deposits _________ _____  229,618.33
208 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 209
2 1 0 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T July,
(2 ) The payroll o f  $225,483.26 and the advances to salesm en,
totaling $8,418.37, include the accrued item  at A pril 1 ,  1930.
(3) The accrued payrolls are made up o f the follow ing item s—
M arch 31
P a rticu la rs  1930 1931
Accrued wages ...........................................................  $3,818.91 $1,848.39
A ccrua l o f regu la r advances to  salesmen ........ 500.00 300.00
Totals ........................................................................  4,318.91 2,148.39
(4 ) Advances to salesm en m ay be analyzed as follow s—
Balance— A p r i l  1, 1930 ( in c lud in g  accrual of $500.00).......  $1,314.62
Cash advances d u rin g  year .........................................................  8,418.37
Accrued a t M arch 31, 1931 ...........................................................  300.00
T ota l ..........................................................................................  10,032.99
Commissions earned ...................................................................... 7,832.11
Balance— M arch 31, 1931...............................................................  2,200.88
(5) The individual payroll checks, which w ere properly authorized, 
drawn on the payroll bank account during th e year under 
review totaled $231,938.46.
Question 20.
A, B, C, D, and E hold interests in three syndicates, each of which  
owns blocks of X  Company stock. A, B, and C have contributed equally 
to syndicate number 1, which owns 1,000 shares of X  Company stock ; B, 
C, and E have equal interests in syndicate number 2, holding 1,250 shares 
of X  Company stock ; and A, D, and E are equally interested in syndicate 
number 3, w ith  500 shares of X  Company stock. A  owns 250 shares of 
X Company stock in his own nam e; B, 100 shares; and D, 500 shares. 
X Company issues a ¼ stock right for each outstanding share stipulat­
ing that no fractional shares w ill be issued, but th at th e holder of four 
rights will be perm itted to purchase one share of the new issue for 
$48.00. C, w ith  th e assistance of B, procures a purchaser for the hold­
ings of all o f the X Company stock owned by the five men at $62.50 per 
share, for which C and B are to receive a  6% commission on th e gross 
sale, 2/3 o f  the commission to be credited to  C and 1/3 to B.
It is decided to pool the interests o f the five individuals, and to exer­
cise jointly the rights accruing to  th e stock in the consolidated pool. 
Due to  the inability of B and D to raise the fu ll amount o f the cash  
necessary to exercise the rights applicable to their interests, it is finally 
agreed that the required cash be contributed by the five individuals so 
that after liquidation of unpaid legal expense of $1,250.00 incurred by 
the consolidated interests, the balance of the cash received can be dis­
tributed as follows: 25% each to  A  and C, 20% to B, and 15% each to  
D and E. B y such distribution each man shall have been paid for all 
advances made by him, all com missions due him, and the balance shall 
be in proportion to his total contribution of shares (old shares plus 
shares acquired through additional cash paid in by him ) to the consoli­
dated pool.
A  had advanced $160.00 to defray the expenses of syndicate num­
er 3; B had advanced $115.00 for syndicate number 2; and C had 
advanced $120.00 for syndicate number 1 and $230.00 for the consoli­
dated interests. All advances are to be treated as loans to th e consoli­
dated syndicate.
W hat contribution of cash m ust each man make to ju stify  th e above 
distribution of th e proceeds of the sale ?
SOME ACCOUNTANCY METH­
ODS PECULIAR TO MOTION- 
PICTURE PRODUCERS A N D  
DISTRIBUTORS
Continued from page 202
cleaning and processing p rin ts , replace­
ments, titles , censor fees, etc.; in  some 
cases the above item s ru n  in to  a consider­
able sum  o f money, and should be care­
fu lly  checked in  order th a t they m ay be 
charged to the proper persons, i f  fo r  no 
other reason.
The aud ito r should also use h is  com­
mon sense and judgm ent to find  ou t i f  a ll 
expenses paid have been necessary to  
ca rry  on the business. I t  o ften  happens 
th a t people have been kept on payro lls  at 
the exchange, and expenses incurred  on 
account o f them w h ich  are grossly ou t of 
p roportion  to  the  am ount o f business 
done. The a u d ito r can check up on the 
above po in ts i f  he keeps h is eyes and ears 
open w h ile  on the  jo b  a t the  exchange. 
He also should re fra in  from  m aking  close 
acquaintance w ith  the  personnel, and 
from  accepting any favors, as th is  may 
h u r t h is  position. On the con tra ry, he 
should no t be offensively aloof, bu t he 
should ra th e r establish a happy medium. 
In  th is  w ay he w i l l  be able be tte r to  ac­
com plish h is  purpose.
Step 4. Enforcement of Contracts.
The enforcement o f contracts is  a ve ry  
im p o rtan t item , and is a delicate a ffa ir  to  
handle. M any tim es an e xh ib ito r over­
buys or over-pays on a con tract sold to 
h im  under pressure by one of the h igh 
powered “ 7th Ave. film  salesmen.”  A fte r  
the “ exh ib”  comes down to  ea rth  again, 
he realizes he cannot live  up to  the  term s 
o f the contract. F rom  such cases arises 
much o f the  unplayed business on hand 
in  the exchange. The manager o f the 
f ilm  exchange m ay t r y  to force the ex­
h ib ito r  to  c a rry  out the contract by b rin g ­
in g  h im  before the F ilm  Board o f Trade, 
an organ ization w h ich  corresponds to th e  
Supreme Court, a lthough the members of 
th is  board d iscla im  any such comparison. 
T h is  board is  composed o f an even num ­
ber o f d is tribu to rs  and exh ib ito rs  who 
hear the case and then render th e ir  de­
cision. I f  the decision is in  favo r o f the 
“ d is tr ib ,”  the e xh ib ito r m ust live  up to  
the  con tract o r he is  refused service by 
the members o f the  F ilm  Board o f Trade, 
in  w h ich  case the exh ib ito r m ig h t as w e ll 
shu t up the house, fo r he w i l l  have no th­
in g  to  exh ib it. I t  is  obvious th a t th is  
(Hays) o rgan ization is  a very efficient 
method o f en forcing delinquent customers 
to  live  up to th e ir  obligations. On the 
o ther side o f the fence the  w a ry  e xh ib ito r 
may purge h im se lf o f a ll burdening con­
trac ts  by se lling  out h is  in terests in  the 
theatre to  a  “ s traw ,”  an action w h ich 
makes a ll ex is ting  contracts n u ll and 
void. T h is  is  the  s itu a tio n  th a t anyone
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connected w ith  the  d is tr ib u tin g  end o f 
the “ leaping tin ty p e ”  in d u s try  has to  
hand le w ith  care. The a u d ito r should 
bear th is  in  m in d  when perusing un­
played business. H e should see th a t un­
played business on hand represents bona 
fide contracts. One good fea tu re  o f d is­
t r ib u to r  accounting procedure is th a t i t  
does no t an tic ipa te  fu tu re  p ro fits  by in ­
c lud ing  unplayed business in  the income. 
T h is  is  shown by  one o f the  la rge com­
panies in  a prospectus issued in  1930 
which, reads as fo llow s:
"T he  corpora tion  derives its  income 
from  the sale o f the  exh ib itio n  r ig h ts  of 
its  productions to  exh ib ito rs  th rough  its  
domestic branch, exchanges, etc. Con­
trac ts  fo r  the  e xh ib ition  of productions 
are no t ca rried  on the  Balance Sheet as 
Accounts Receivable u n t i l  de live ry  has 
been made. Advance paym ents from  ex­
h ib ito rs  are carried  as deferred income 
u n t il de live ry  of p r in ts  is  made. Never­
theless, substantia l prom otion  and se ll­
in g  expenses in c ide n t to  th e  new business 
are charged to  cu rre n t operations as soon 
as they are incurred . A t  the  present tim e 
the  C orpora tion has contracts outstand­
in g  w ith  exh ib ito rs  in  the  U n ited  States 
am ounting  to  $6,500,000, and w ith  fo re ign  
franch ise  holders am ounting  to  $1,000,-
000, and the  am ount o f the receivables as 
shown on th e  Balance Sheet is  less than 
$500,000. The se llin g  cost o f ob ta in ing  
these contracts has a lready been charged 
against operations.” 17
The above accounting procedure is rep­
resentative of the  en tire  in d u s try  as con­
nected w ith  unplayed business.
The au d ito r should make sure th a t a ll 
contracts are bona fide. Instances are 
know n where contracts were forged in  
order to  m ake sales appear m ore favo r­
able. In  a ll suspicious cases the con­
trac ts  should be confirmed by the  aud ito r. 
Today m ost o f the exh ib ito rs  have been 
submerged by the  na tiona l ou tfits  in  th e ir  
m erg ing and buy ing  up theatres, and th is  
feature o f a u d itin g  is no t as antagoniz ing 
as before.
A  recent innova tion  in  the d is tr ib u tin g  
end o f the  film  in d u s try  is  “ percentage 
booking.”  T h is  fea tu re  refers to the leas­
in g  of film  to  e xh ib ito rs  on a fixed guar­
antee p lus a percentage of the  box office 
receipts, over and above a fixed am ount 
taken in  by  the  exh ib ito r. T h is  has re­
sulted in  bad practices such as “ b icyc ling  
of f ilm ”  and “ gypping.”  E xh ib ito rs  have 
been keeping tw o  sets o f books in  order 
to  gyp the  d is tr ib u to r on h is  percentage 
o f “ overs” ; they  also sometimes keep the 
film  longer than the con tract called fo r  
in  o rd e r to  cover up the guarantee. In  
o rder to  stop th is  ev il practice, some of 
the la rge r d is tr ib u tin g  firm s  have had to  
resort to  the  re ta in in g  of na tion a l au d it­
in g  companies, and the h ir in g  o f detec­
tives or “ spotters.”  T h is  has increased
17 Columbia Pictures Corp. Prospectus, 
April, 1930.
the expense o f d is tr ib u tio n , and no prac­
ticab le  inexpensive so lu tion  o f the  prob­
lem  has as ye t been reached. The film  or­
ganizations w i l l  n o t reve rt to  th e ir  one 
p rice  po licy, as th is  is  as passé as the 
s ile n t film . P aram ount-P ub lix  has tr ie d  
to  solve the  prob lem  by se llin g  on ly  to 
bonded houses. T h is  m ay be th e  u ltim a te  
way out o f th e  mess created by th is  per­
centage booking factor.
The w r ite r  has suggested a system 
whereby the  local f ilm  boards o f trade w i l l  
issue foo l-proof ticke ts  fo r  use a t the  box 
offices of local exh ib ito rs. These ticke ts    
should be o f a k in d  ve ry  d ifficu lt and ex­
pensive to  reproduce in  counterfe it. I n 
issu ing these ticke ts , the  local film  boards 
o f  trade  should note the  seria l numbers, 
and n o t ify  the  local d is tr ib u to r  o f these 
numbers. A lso  the  f ilm  board of trade 
can h ire  one o r tw o  “ spotters”  to  make 
purchases o f ticke ts  in  the  various 
theatres, and then b rin g  back the  ticke ts  
to  the  offices of the board in  order to  de­
tect i f  any are o f cou n te rfe it nature. 
T h is  is an  inexpensive yet effective 
m ethod o f checking up on exh ib ito rs.
A no ther source o f income received from  
e xh ib ito rs  are “ score charges.”  These 
charges arose w ith  the  “ sound on f ilm  
and disc”  methods o f reproducing ta lk in g  
pictures. A  sm a ll charge is  made by the  
film  exchange fo r  ta lk in g  p ic tu res sold to  
exh ib ito rs .
V e rifica tio n  of am ounts received by ex­
changes on account o f score charges are 
com para tive ly sim ple. A l l  film s released 
“ sound on disc”  usua lly  ca rry  a score 
charge in  add ition  to  the ren ta l, and th is  
am ount can be verified  a t the  same tim e  
as the  ren ta ls  received are be ing tested 
against the  in d iv id u a l exh ib itio n  con­
tracts.
A l l  item s o f im portance re la tiv e  to  f ilm  
accounting have been discussed in  th is  
paper. In  conclusion the  au thor wishes 
to  state th a t the  procedure should no t be 
taken ipso facto as the  ne ultra plus in  
film  accounting methods, bu t should be 
considered m ere ly  as a gu ide to  the  un ­
in it ia te d  to  in te llig e n tly  understand the  
accounts of m otion  p ic tu re  producers and 
d is tr ibu to rs , w h ich  is the  sina qua non 
o f th is  paper.
TRADE ASSOCIATION  
EXECUTIVES
In  connection w ith  the  m ee ting  o f 
the  In te rn a tio n a l Cham ber o f Com­
merce, he ld  a t W ash ing ton , M ay 4-9, a 
luncheon was g iven  T hu rsd ay  noon to 
the  fo re ig n  T rade A ssoc ia tion  delegates 
by the  A m erican  T rade A ssocia tion  
E xecutives and the  W ash ing to n  T rade 
A ssoc ia tion  E xecutives, jo in t ly .
H a ro ld  Y oung, p res iden t o f the  W ash­
in g to n  o rg a n iza tio n  presided. Les lie
C. S m ith , p res iden t o f the  A m erican  
o rg an iza tio n , m ade the address o f w e l­
come. H is  m a in  p o in t was th a t a trade
associa tion represented th e  u n ite d  
pow er o f its  in d u s try  and th e  trade  
associa tion executive was in  re a lity  the  
b u ild e r  o f  the  su p e rs truc tu re  w h ich  
m ust be erected to  p ro p e rly  represent 
the  in d u s try .
S ilas H . S traw n , ne w ly  elected p res i­
dent o f th e  U n ite d  States Cham ber o f 
Commerce, extended g ree tings fro m  
th a t body, stressing the  value of in d i­
v id u a ls  rep rese n ting  any p a r tic u la r  in ­
d u s try  o r  occupa tion  g e ttin g  toge the r 
and exchanging ideas. Business m ust 
no t be d isappo in ted  i f  occasiona lly  i t  
is  im poss ib le  to  take  aw ay fro m  a 
m ee ting  a specific concrete idea. The 
s p ir it  o f coopera tion  w h ich  is engen­
dered in  g roup  m eetings is m ore v a lu ­
able tha n  a concrete idea can possib ly 
be because i t  establishes a fe r t i le  fie ld  
in  w h ic h  concrete ideas w i l l  be de­
veloped.
D. F . K e lly , p res iden t o f the  Na­
tio n a l D ry  Goods Association, and W il­
lia m  L . Cooper, B ureau  o f F o re ig n  and 
D om estic Commerce o f the  D epartm ent 
o f Com m erce, added w ords o f appre­
c ia tio n  fo r  resu lts  ob ta ined fro m  co­
opera tive  e ffo rts .
A lf re d  Reeves, o f the N a tio n a l A u to ­
m ob ile  Cham ber o f Commerce, spoke 
on th e  developm ent o f trade  associ­
a tions in  A m erica . One o f the  m ost 
valuab le resu lts  has been th a t com peti­
to rs  have learned th a t they  can eat 
to g e th e r w ith o u t ea ting  each other. 
Reeves m a in ta ined  th a t the  Associa­
t io n  offers th e  best fo rm  o f business 
insurance w h ich  is  ob ta inab le . Speak­
in g  o f the tendency o f persons engaged 
in  any occupa tion  to  f in d  fa u lt  w ith  
e x is tin g  cond itions, he re fe rre d  to  the 
in d iv id u a l w ho was co m p la in ing  b i t ­
te r ly  o f th e  present business s itu a tio n  
and m ade the  genera l assertion  th a t 
fu n d a m e n ta lly  the  trade  associations 
were a t fa u lt .  Some one in  the  crow d 
who had heard  the  com m ent, asked 
the  speaker w h a t tra d e  associa tions he 
had in  m in d  and w here in  they had 
fa lle n  down. The re p ly  was th a t he 
d id  n o t kn o w  because he was n o t a 
m em ber o f any b u t he was ce rta in  th a t 
i f  trade  associations d id  th e ir  d u ty  
business w o u ld  be in  a h e a lth ie r con­
d it io n  tha n  i t  now  was. Concrete 
suggestions are  needed, no t genera l 
p la titud es .
Raym ond S trea t, o f  M anchester, 
England, a w e ll-know n in d u s tr ia l or­
ga n iza tion  executive o f th a t cou n try , 
discussed the type o f o rg an iza tio n  
found in  England. H is  tw o  po in ts 
were th a t hab its  o f  secrecy and reserve 
are d e trim e n ta l to  progress and th a t 
m any in d iv id u a ls  have so lo n g  con­
ducted th e ir  a ffa irs  un de r a general 
p lan  o f  “ ru le  o f th u m b ”  th a t i t  was 
ha rd  fo r  them  to  trade  th e ir  heads 
fo r  th e ir  “ thu m b s”  in  w o rk in g  ou t 
presen t-day po lic ies.
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IT  is  of co u rse  u n n e c e ssa ry  to  t r y  to  co n v in ce  a  body  l ik e  th is  of th e  im ­p o rta n c e  of a c c o u n tin g  re p o r ts  as 
in s t ru m e n ts  in  b u s in e ss  a d m in is tra t io n . 
N o w ad ay s w h en  c o m p e titio n  is so k een , 
w h en  th e  m a rg in  of p ro fits  is  so sm a ll 
a n d  th e  p o ss ib il ity  of lo sses loom s so 
la rg e , e v e ry  b u s in e ss  e x ecu tiv e  m u s t 
h a v e  th e  in t im a te  k n o w led g e  of th e  a f ­
f a i r s  of h is  b u s in e ss  w h ic h  is  a ffo rded  
b y  re p o r ts  on th e  a cco u n ts . B u sin e ss  
c an  n o t b e  o p e ra te d  su c c ess fu lly  on 
h u n ch es . N o  e x ecu tiv e  can  affo rd  to  t r y  
to  a d m in is te r  th e  a ffa irs  of h is  b u s in e ss  
w ith o u t  h a v in g  a  p ro p e r ly  d e s ig n ed  a n d  
o p e ra te d  a c c o u n tin g  sy s te m , k e e p in g  in ­
fo rm ed  a s  to  w h a t  th e  a cc o u n ts  show , a n d  
u t il iz in g  su c h  in fo rm a tio n  to  th e  fu lle s t  
e x te n t.
Granted then th a t the  business execu­
tiv e  needs accounting reports, there re­
m ain fo r  consideration tw o  im p o rtan t 
questions—w h a t those reports should 
conta in  and how the  contents should be 
presented in  order to  be most useful to 
h im . I  sha ll undertake to  discuss these 
questions. Most o f m y rem arks w i l l  be 
somewhat general, fo r  the same p r in c i­
ples apply to  a ll reports prepared fo r the  
use of executives, regardless of the na­
tu re  of the  business.
A ccounting  officers of banks m ay w e ll 
consider seriously the  problems involved 
in  the  prepara tion  of reports fo r  th e ir  
senior executives and govern ing bodies. 
H av ing  had a great deal o f experience 
in  the  prepara tion  of professional ac­
countants’ reports and in  tra in in g  others 
to prepare them, I  am deeply conscious 
of the  im portance o f the  subject and of 
the respons ib ility  th a t the accountant—  
public or p riva te— assumes in  unde rtak­
ing  the p repara tion  o f reports th a t are to  
be used in  the ad m in is tra tio n  of busi­
ness. To m y m ind  those who prepare re­
ports fo r  in te rn a l purposes are in  prac­
t ic a lly  the  same pos ition  as the  pub lic  
accountant who prepares reports  fo r  his 
clients, the on ly  essential difference being 
th a t th e  public accountant prepares his 
reports a fte r an au d it o r exam ination  of 
the accounts and the p r iva te  accountant 
prepares his from  accounts th a t are kept 
under h is  con tro l and are assumed to  be 
correct.
Business executives and govern ing 
bodies have a r ig h t  to  expect th a t the 
persons charged w ith  supervis ion o f 
th e ir  accounting m atters sha ll adopt the 
soundest and most advanced practice in  
rep o rtin g  to  them  on th e ir  accounts and 
sha ll recognize and p o in t out c le a rly  the  
significance of the  facts disclosed by the  
statem ents subm itted. I t  m ay be said 
genera lly th a t the q u a lity  o f an account­
a n t’s w o rk  is  judged to  no l i t t le  extent
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by the character o f h is reports. Perhaps 
th is  does not apply as m uch to  the p r i­
vate accountant as to  the  pub lic  account­
ant, bu t a t least i t  is  tru e  th a t the  effect 
of ve ry  good w o rk  in  keeping the  ac­
counts or superv is ing  th e  accounting 
m ay be n u llifie d  by the  prepara tion  of 
inadequate reports. Needless to say, 
the re  is never any ju s tific a tio n  or ex­
cuse fo r  the  prepa ra tion  of incorrect re­
ports.
I t  seems desirable, before proceeding 
fu rth e r, to  define the te rm  “ accounting 
reports.”  P robab ly most o f the in te rn a l 
reports o f banks, w ith  w h ich  you are 
p r in c ip a lly  concerned, consist e n tire ly  
of financia l statements and s ta tis tica l 
tabulations. On the  other hand, there 
are some who consider th a t an account­
an t’s report, or a t least a professional 
accountant’s report, excludes a ll such 
statements and consists on ly  of te x t m at­
te r in  w h ich  the accountant comments 
on the statements and expresses his opin­
ion  as to  th e ir  correctness, the  idea ap­
pa ren tly  being th a t the  statements are 
m ere ly extracts fro m  the  books, th e ir  
prepara tion  a d m ittin g  o f no la titu d e  on 
the pa rt of the  accountant.
W hat we are in terested in  here is both 
statements and comments; in  other 
words, eve ry th ing  th a t the  accountant or 
accounting officer prepares and subm its 
to  the  business executives fo r  th e ir  in ­
fo rm a tio n  and guidance. The statements 
are exceedingly im p o rta n t and should not 
be relegated to  a m in o r position, bu t I  
believe th a t the  greatest fie ld of useful­
ness of the  accountant o r accounting of­
ficer lies in  the comments he m ay make 
on the  statements w ith  a v iew  to  th e ir  
in te rp re ta tion . W ith  a good accounting 
system and fo rm s of accounting state­
ments, no great s k i l l  m ay be needed in  
p repa ring  period ic statements, bu t i t  may 
requ ire  considerable a b ili ty  to  analyze 
and in te rp re t the  facts as presented in  
the  statements.
W h ile  the  rem arks th a t I  sha ll make 
on the  te x t m a tte r o f reports w i l l  no t 
app ly to  a ll in te rn a l accounting reports 
of bank ing  in s titu tio n s , they ce rta in ly  
apply to  m any of them, and I  th in k  to  
most o f them. Undoubtedly they  apply 
to  the  reports prepared by the  a u d itin g  
departm ents of banks on th e ir  aud its  of
opera ting departm ents o f th e ir  in s t itu ­
tions and on any exam inations or inves­
tiga tion s  of outside concerns th a t they 
m ay make.
E very rep o rt should be designed to  ac­
com plish its  p a rtic u la r purpose. T h is  
sounds ra th e r tr ite ,  I  know, bu t never­
theless the p r in c ip le  is  frequ en tly  dis­
regarded. In  de te rm in ing  the purpose 
fo r w h ich  a repo rt is  required i t  is  neces­
sary to  take in to  consideration a ll 
peculiar circum stances and conditions.
In  a report in tended fo r  the  board of 
d irectors i t  is  usua lly  no t appropria te  to  
include some deta ils th a t m ig h t be 
needed in  a repo rt designed fo r, le t us 
say, the pres ident; and in  a rep o rt de­
signed fo r  the  head of a p a rtic u la r de­
pa rtm ent m ore deta ils w ou ld  be given 
than  in  e ithe r o f these o ther reports. 
W hatever the  purpose and conditions 
m ay be, th e  person who prepares the  re­
p o rt should give serious consideration to  
a ll aspects of the  s itu a tio n  to  the  end 
th a t h is  repo rt m ay meet the  requ ire­
ments.
A n  im p o rtan t consideration in  the  
p repara tion  of reports fo r  executives is 
th a t they should be prepared p rom ptly . 
O ther th ings  being equal, a repo rt is  as 
valuable as i t  is  current. I t  is  be tte r 
fo r  the  executives to  have approxim ate 
figures p ro m p tly  th a n  to  w a it a long 
tim es fo r de fin ite  figures. M an ifestly , i f  
a te n ta tive  repo rt is rendered i t  w i l l  be 
fo llow ed by a de fin itive  report as soon 
as possible. In  th is  m a tte r of p rom pt 
p repara tion  of reports the  accounting 
system plays a la rge p a rt; th a t is to  say, 
the  system ought to  be such th a t figures 
needed fo r condensed reports w i l l  be fu r ­
nished by co n tro llin g  accounts, thus ob­
v ia t in g  the necessity of w a itin g  fo r  the 
reco rd ing  o f details.
F o r the  same reason th a t reports should 
be rendered p ro m p tly  a fte r the  end of a 
period, the periods should be short. In  
connection w ith  reports th a t are to be 
made pub lic  we frequen tly  have to  con­
sider, as to  seasonal businesses, the w is­
dom or expediency o f pub lish ing  resu lts 
of operations fo r  a period less than a 
fu l l  cycle o f operations, w h ich  is usua lly  
a year. B u t in  rep o rtin g  to  the execu­
tives o f a business there is  no such prob­
lem. In  v ir tu a lly  a ll business concerns 
i t  should be possible to  prepare reports 
m on th ly , even though i t  m ay not be cer­
ta in  th a t some facto rs  are stated w ith  
absolute accuracy— such as inven to ries  in  
the  case o f m an u fac tu ring  and mercan­
t i le  companies. Here again the  account­
in g  system is m ost im portan t.
The w ay to  m ake reports in te res tin g  
and valuable to  any p a rtic u la r reader or 
class of readers is to  adopt th e ir  po in t o f
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view. I t  is com para tive ly  seldom, I  
should say, th a t the  m enta l reaction of 
the laym an upon read ing a  rep o rt is the 
in s tin c tiv e  a ttitu d e  tow ard  the  rep o rt of 
the  person who has prepared it .  Inas­
m uch as i t  is the  fu n c tio n  o f accountants 
t o serve others, m ostly  laymen, i t  is  in ­
cumbent upon them  to  m ake a d ilig e n t 
e ffo rt to  understand the  v iew po in ts and 
m enta l processes o f the  persons fo r  whom 
th e ir  reports are designed, and to  govern 
themselves accordingly. In  short, the  
accountant should look a t the  s itua tion  
th rough  the  eyes of the  person or per­
sons w ho are lik e ly  to  read the  report, 
recogn iz ing as fa r  as possible any pecu­
l ia r  characteris tics o r even id iosyncra­
cies o f the readers.
T he  in d iv id u a l fo r  whom  th e  rep o rt is 
p r im a r ily  designed m ay have a propen­
s ity  fo r  s tud y ing  details, or he may, on 
the  o ther hand, be im p a tie n t o f p a rticu ­
la rs  and w an t to  have the facts served 
up to  h im  in  tab lo id  fo rm . H e m ay lik e  
ra tios  and comparisons, o r  th in k  th a t 
th e ir  com putation o r com p ila tion  is  a 
waste o f t im e ; he m ay appreciate exten­
sive exp lanato ry comments, o r p re fe r to  
dispense w ith  them ; he m ay be able to  
understand g raph ic  cha rts  be tte r than  
columns o f figures, o r v ice versa.
However, I t  should not be fo rgo tten  
th a t too li te ra l observance o f th is  p r in ­
c ip le  o f m ak ing  the  report f i t  the i n d i ­
v id ua l m ig h t in  some cases resu lt in  the  
p repara tion  o f reports  th a t w ould om it 
some in fo rm a tio n  th a t the  executive 
re a lly  needs. The accountant ought to  
have a broad enough conception o f the  
requirem ents o f the  s itu a tio n  so th a t he 
w ill,  i f  necessary, endeavor to  induce the 
executive to  consider th in gs  fo r  w h ich  
he m ay have no n a tu ra l in c lin a tio n . The 
extent to  w h ich  the  accountant can be 
successful in  thus in fluenc ing  the  execu­
tiv e  is  l ik e ly  to  depend upon the  ac­
countan t’s s k il l in  presen ting the  par­
t ic u la r  in fo rm a tio n  in  the rep o rt in  such 
a w ay as to  excite the  in te res t o f the 
executive. M ore w i l l  be said about th is  
la ter.
W hile i t  is  necessary to  make the  re­
p o rt serve the  p a rtic u la r purpose fo r  
w h ich  i t  is  required, i t  is  equa lly neces­
sary  to  consider, in  m any cases a t least, 
th a t the  rep o rt m ay be pu t to  other 
uses, and extrem e care should be taken 
lest the  rep o rt be m isleading, o r fa i l  to  
express a ll essential facts, to  any one 
who m ay have occasion to  use it .  In  
o ther words, every rep o rt should be com­
p lete and correct as to  the subjects th a t 
i t  pu rpo rts  to  cover. F o r example, a ba l­
ance sheet should never be prepared so 
as to  conform  to  ce rta in  conditions o r 
requirem ents w h ich  invo lve  m a te ria l 
changes fro m  the  usual fo rm  unless the 
basis upon w h ich  i t  has been prepared 
is c learly  stated. A  case in  po in t would 
be where a balance sheet is prepared in
accordance w ith  the  provis ions o f a  bond 
indenture  affecting the  c lassification of 
item s as cu rre n t assets and cu rren t l ia ­
b ilit ie s , w h ich  w ou ld  be d iffe rent fro m  
a balance sheet prepared fo r  general p u r­
poses. On the  o ther hand, there have 
been cases where reports w h ich  have 
been prepared fo r  general purposes have 
thoughtless ly  been used fo r special p u r­
poses— sometimes w ith  disastrous re­
sults.
One o f the  necessary qualifications fo r  
p repa ring  good reports  is the  a b ili ty  to  
d is tingu ish  essentials from  non-essentials. 
W hat is essential in  any case depends 
upon a ll the  circumstances o f the case, 
in c lu d in g  the  purpose fo r  w h ich  the re­
p o rt is  prepared. I t  m ay be said gener­
a lly  th a t a repo rt should never deal w ith  
tr iv ia lit ie s ,  b u t w h a t is  t r iv ia l  in  one 
case m ay be qu ite  im p o rta n t in  another. 
Im portance is  always re la tive , never ab­
solute. F or  instance, an unlocated d if­
ference between a co n tro llin g  account 
and the  aggregate of the subordinate de­
ta i l  accounts m ay or may no t be im ­
po rta n t enough to  be commented upon 
in  a report, depending upon the am ount 
o f the  difference, how  its  ad justm ent 
w ou ld  affect the  general s itua tion , and 
the  purpose fo r  w h ich  the report is pre­
pared. A ltogethe r, i t  w i l l  be seen th a t 
the  p repa ra tion  o f reports  under va ry ­
in g  conditions demands the exercise of 
a h igh  degree o f judgm ent and d isc rim i­
nation .
M uch has been said about the desira­
b i l i t y  o f s tandard iza tion  o f form s and 
nom enclature in  accountants’ reports. I  
am h e a rt ily  in  fa v o r o f s tandard iza tion  
o f fo rm s and te rm s to  the extent o f m ak­
in g  i t  possible th a t statements prepared 
by one m ay be understood by a ll and 
comparisons m ay rea d ily  be made. B u t 
th e  desire fo r  s tandard iza tion  should not 
be carried  to  the  p o in t where o r ig in a lity  
is  sacrificed and th e  reports become 
stereotyped o r perfunctory. T h is  applies 
m ostly  to  te x t m a tte r in  reports, as the re  
is l i t t le  reason to  v a ry  form e o f finan­
c ia l statem ents and term s used in  them  
except as new conditions are encoun­
tered. The p rim e  consideration in  the  
p repa ra tion  o f statem ents ought to  be 
to  m ake them  lu c id  and in fo rm a tive , and 
i f  in  any case th e  custom ary arrange­
m ent and te rm ino logy  do not serve ade­
quately to  express the  facts, then the 
fo rm  o r w o rd in g  ought to  be changed.
The form e and term s used should be 
as sim ple as possible. H ig h ly  technica l 
language and arrangem ents in  state­
ments should be avoided. The t i t le  of 
an account m ay be c le a rly  understood by 
accountants bu t be too  b r ie f  to  convey an 
adequate conception o f its  m eaning to  
laymen. I t  is always desirable, i f  neces­
sary, to  sacrifice the  fine r po in ts  of tech­
nique in  order to  insure c la r ity . O f 
course, in  reports th a t are made pub lic
we cannot hope to  express ourselves in  
such a w ay th a t a l l  term s and form s 
used w i l l  be fu l ly  understood by who­
ever m ay happen to  read them, bu t cer­
ta in ly  they  should be such as w i l l  be un ­
derstood by the  person of average busi­
ness in te lligence. Moreover, even a con­
densed statem ent o f cond ition  can always 
be s im p lified  in  the  m anner made popu­
la r  by th e  Corn Exchange B ank of New 
York, w ith  w h ich  a ll o f you are fa m ilia r .
As a ru le  some condensation is  neces­
sary  and desirable, as to bo th statem ent 
m a tte r and text. I t  should be the  aim  
to  steer a course m idw ay between ex­
cessive condensation and such a  degree 
o f de ta il as w ou ld  be lik e ly  to  confuse 
the  reader o f the  report.
T o  the  m a jo r ity  o f persons, by fa r  the 
m ost d ifficu lt p a r t o f the  repo rt to  pre­
pare is th e  te x tu a l pa rt, in  w h ich  the  ac­
countant comments on the  conditions set 
fo r th  in  the  statements and on the  af­
fa irs  o f the  business generally. O f course 
i t  is  possible in  any case th a t the re  m ay 
be no th in g  o f im portance th a t the  ac­
countant needs to  com m unicate to  the  
executive other th a n  the  figures in  the 
statem ents; th a t a ll conditions disclosed 
by the  accounts are know n to  the  m an­
agement o r are brought ou t in  the  state­
m ents in  such a m anner th a t they  are 
sure to  be seen and understood. T h is  is 
possible, bu t in  m y op in ion h ig h ly  im ­
probable. The accounting officer pre­
sum ably has the  a b ility , and ce rta in ly  
has the  opportun ity , to  extract in fo rm a­
t io n  fro m  the accounts w h ich  cannot be 
expected to  reach the executive officers 
o r govern ing bodies unless i t  is  b rough t 
to  th e ir  a tte n tio n  by  th e  accounting of­
ficer. In  short, i t  seems to  me th a t the  
absence o f comments w h ich  w ould be in ­
te res tin g  to  th e  management m ay w e ll be 
due to  fa ilu re  on the  p a rt o f the  account­
in g  officer to  ava il h im se lf o f h is  oppor­
tu n ity  fo r  service to  the  executives.
Perhaps most subjects or item s covered 
in  reports, e ith e r in  the fo rm  o f state­
m ents or as supplem ental comments, do 
no t ca ll fo r  any special emphasis. There 
are usua lly  some m atters, however, w h ich  
p a r tic u la r ly  need to  be b rough t to  the  
a tte n tio n  o f the  executives. B u t there  can 
be no assurance th a t these m atters w i l l  
receive th e  desired consideration unless 
the y  are presented in  such a way as to  
a rres t and ho ld the  a tte n tio n  o f the  
reader. The on ly  w ay to  accom plish th is  
is to  present them  as comments. These 
comments m ay take  the fo rm  of foo t­
notes to  the  statements, o r o f rem arks 
incorporated d ire c tly  in  th e  p a rtic u la r 
captions o r  item s o f the  statements, bu t 
as a ru le  they are m ost effective ly pre­
sented in  a separate section o f th e  re ­
p o rt; and in  the  discussion to  fo llo w  i t  
w i l l  be assumed th a t they are thus pre­
sented.
In  order th a t the  comments m ay serve
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th e ir  purpose they m ust be lim ite d  to  
m atte rs  w h ich  w i l l  in te rest the  reader; 
the  thoughts m ust be w e ll expressed; 
and, especially i f  the re  are some com­
ments w ith  w h ich  a ce rta in  in d iv id u a l 
m ay not be p a rtic u la r ly  concerned, the 
order in  w h ich  the  various subjects are 
discussed m ust be ca re fu lly  considered 
w ith  a v iew  to  s tim u la tin g  and susta in­
in g  in terest. In  o ther words, the com­
m ents m ust be arranged so th a t they 
w i l l  be lik e ly  to  be read, and the  thoughts 
m ust be lu c id ly  expressed so th a t they 
w i l l  be understood. Q ua lity , no t quan­
t i ty ,  should be the  aim , fo r  a  super­
abundance o f comments w i l l  defeat the  
purpose in  w r it in g  them.
Statements are no t designed fo r  ef­
fec t and do no t lend themselves to  em­
phasis upon p a rtic u la r item s. They 
constitu te , as a ru le , m ere ly  a  collection 
o f cold facts arranged in  somewhat a rb i­
t ra ry  order. B u t the comments are d if ­
fe ren t. The reader m ay expect from  
them  som eth ing po inted and en liven ing. 
I f  he gets the  im pression a t f irs t  glance 
th a t the  comments are m ere ly  technica l 
expositions o f s ta tis tic a l data, supple­
m en ting  and e labora ting  upon the  state­
ments, he m ay pu t them  aside fo r  fu tu re  
reference and never read them  a t a ll.
The  comments should be kep t as free  
as possible fro m  rou tine  m atters w h ich  
are  given la rge ly  fo r  reference purposes, 
such as deta ils o f item s in  the  sta te­
ments. Such de ta ils  o rd in a r ily  belong to  
the p a rt o f the  rep o rt w h ich  is  devoted 
to  th e  presentation o f bare accounts o r 
s ta tis tics . There are cases where they 
should not be excluded fro m  th e  com­
ments, bu t genera lly they should be pu t 
in  the  fo rm  of schedules, and when they 
are pu t in  the  comments as a ru le  they 
should be segregated so th a t a t least the 
f irs t p a rt o f the  comments w i l l  be con­
tinu ou s ly  in te res tin g  to  th e  reader who 
is concerned w ith  on ly  the la rge r aspects 
o f the  affa irs. I t  w i l l  be seen th a t th is  
requires a h igh  degree o f d isc rim in a tio n  
on the  p a rt o f the  w r ite r  o f th e  report, 
fo r  some de ta ils  o f accounts are o f great 
im portance and should be fea tured prom ­
in en tly , w h ile  others are re la tiv e ly  un­
im portan t.
The w r ite r  o f comments in  a repo rt 
m ay w e ll em ulate th e  head line w r ite r  
on a  newspaper. He te lls  ju s t enough at 
the  outset to  g ive a  general im pression 
o f the s itu a tio n  and to  arouse the  read­
e r’s in te res t and c u rio s ity  w h ich  w i l l  
cause h im  to  read on. M an ifes tly , th is  
cannot be done i f  th e  trea tm e n t o f the  
subjects fo llow s any stereotyped order. 
Comments w h ich  fo llo w  the  order o f the 
appearance of p a rtic u la r  item s in  the  
statements, fo r  example, w ith o u t regard 
to  the  re la tive  im portance o f the  items, 
are l ik e ly  to  have a deadening effect upon 
the reader.
I  know  o f no reason w h y  a repo rt
should not begin w ith  some such asser­
tio n  as one of these:
The cond ition  of the  company has im ­
proved considerably d u rin g  the  year.
The expected decrease in  opera ting ex­
penses has been la rg e ly  realized du rin g  
the  year, except in  one departm ent.
The changes in  the  system made du r­
in g  th e  year have fo r  the  most p a rt 
yie lded sa tis fac to ry  results.
In  each of these il lu s tra t iv e  cases an 
outstand ing fac t is  stated in  general 
term s, and the  reader w i l l  be eager to  
continue and get fu r th e r  in fo rm a tio n  and 
explanations. I f  the  cond ition  of the 
company has im proved d u rin g  the  year, 
he w i l l  w an t to  know  the  factors con­
tr ib u tin g  to  the  im provem ent, and to  
w hat extent o r in  w hat respects the  busi­
ness has progressed and in  w ha t i t  has 
rem ained s ta tio na ry  o r has retrograded. 
The decrease in  expenses is g ra tify in g , 
bu t w h ich  departm ent has not come up 
to  expectations? In  w ha t respect has the  
new system no t yie lded satis fac to ry  re­
sults?
The expansion o f the  p r in c ip a l idea 
thus in troduced m ay fo llo w  im m edia te ly  
o r la te r, depending upon how  the par­
t ic u la r s itu a tio n  m ay be handled in  v iew  
of th e  manner, character, and re la tive  
im portance of th e  subjects to  be dis­
cussed, b u t care should be taken to  sus­
ta in  the in te res t w h ich  has been aroused. 
The e laboration m ay be in  n a rra tive  
form , o r in  statem ents or charts.
The w r ite r  of a repo rt m ay not safely 
ignore the im portance of good language 
and sty le. W h ile  reports need no t be 
masterpieces o f d ic tion  they  should ap­
peal to  the  cu ltu red  person. Preference 
should be given to  s im ple words, and no 
w ord should be used th a t is  no t com­
m only understood. Cumbersome phrases 
should be avoided. Colloquia lism s and 
slang are a lways out o f place; s im p lic ity  
o f sty le  never requires the use of an ex­
pression th a t is no t in  reputable stand­
ing. Language is lik e  dress: i t  should 
never be conspicuous.
A  m idw ay course should be adopted be­
tween p ro lix i ty  o f s ty le  on the  one hand 
and undue b re v ity  on the  other. C la r ity  
should never be sacrificed to  b re v ity . 
M any a  rep o rt fa ils  to  accom plish its  
fu l l  purpose th ro u g h  its  excessive con­
ciseness, no t on ly  in  the  statem ents of 
facts bu t also in  th e  statem ents of op in­
ions. The w r ite r  o f a  rep o rt should re­
veal enough of th e  background o f facts 
and, o f h is m enta l processes in  a rr iv in g  
a t conclusions so th a t the  reader o f the  
report, w ho is presum ably no t fa m ilia r  
w ith  a l l conditions o f the s itua tion , m ay 
be able fu l ly  to  understand the  con­
clusions as stated.
Paragraphs should no t be so long as 
to  m ake i t  d iff ic u lt to  grasp and re ta in  
the cen tra l idea, no r so sho rt as to  ap­
pear incomplete. As to  the  leng th  of
sentences, the  d e s ira b ility  of va rie ty  
should be kept in  m ind, bu t short, s im ­
p ly  form ed sentences are th e  easiest to  
understand. Of course there  should never 
be any question about the  g ram m atica l 
correctness of a sentence.
I t  is  a lways desirable to have the d ra ft 
of the  repo rt read by someone else be­
fo re  i t  is  f in a lly  typed, as a safeguard 
against m isstatem ents and am biguities. 
There are few  o f us, I  dare say, who 
always express ourselves as we mean to  
and who, hav ing  made an erro r, are 
always able to  discover i t  ourselves.
As to  the  statem ents th a t should be in ­
cluded in  reports, l i t t le  m ore can be 
said than  already has been sa id ; namely, 
th a t they should be such as to  fu lf i l l  the 
requirem ents of the  s itua tion . In  most, 
i f  no t a ll, pe riod ic reports the  executives 
need to  be in fo rm ed concern ing the  finan­
c ia l con d ition  a t a  recent date and the  
operations fo r  the  period ended th a t 
date. I t  is  alm ost a lways desirable th a t 
the  statem ents be com parative. In  de­
te rm in in g  the  best dates or periods w ith  
w h ich  the  comparisons w i l l  be made, con­
s id e ra tion  should be g iven to  the  charac­
te r  o f the  business, especially as to  
w hether o r no t i t  is  seasonal, and to  any 
unusual conditions w h ich  w ould affect 
the  value of p a rtic u la r comparisons. Each 
repo rt is  a problem  in  itse lf, to  be solved 
in  the  l ig h t  o f a ll the  conditions and 
circumstances.
N o w  le t us consider specifica lly ac­
coun ting  reports fo r  the  use o f the  exec­
utives o f bank ing  in s titu tio n s . I t  w ould 
be fu t i le  fo r  me to  t r y  to  il lu s tra te  the 
app lica tion  of the p rinc ip les  th a t I  have 
stated w ith  respect to  the  w r it in g  of 
comments in  bank ing  reports, since to  
do so I  should have to  m anufacture some 
pu re ly  hypothe tica l s itua tions, w ith  bu t 
in d iffe re n t resu lts. I  shall, however, 
make a few  rem arks concern ing the 
statem ents th a t m ay be prepared by the 
accounting departm ents of bank ing  in s ti­
tu tio ns  fo r  the  use o f the  executives. 
Even here the  discussion m ust be lim ­
ited  to  genera lities because of the  great 
va ria tio ns  in  size and ac tiv itie s  o f bank­
in g  in s titu tio n s . The most I  can do is 
to  present— w ith  no thought th a t they 
are new to  you— some ideas concerning 
statements th a t m ay be prepared fo r  the  
use of th e  executives and g o v e rn in g  
bodies, w ith o u t un de rta k ing  to  ind ica te  
to w hat p a rtic u la r  use the statements 
w ou ld  be pu t— w hether they w ou ld  be 
rendered, le t us say, to  the  head of a 
departm ent, the  president, the executive 
committeee, o r the  board of d irectors or 
trustees.
F irs t,  the re  should be a statem ent of 
condition. The degree of de ta il to  w h ich  
th is  should be carried  w ill,  o f course, de­
pend upon the  p a rtic u la r purpose fo r  
w h ich  i t  is prepared. Inasm uch as the 
amounts o f assets and lia b ilit ie s  as a
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ru le  are no t p a r tic u la r ly  s ign ifican t in  
the abstract, the  figures should be com­
pared w ith  those a t ce rta in  p r io r  dates, 
say a m on th  ago and a year ago. The 
comparisons and re la tionsh ips m ay be 
fu rth e r accentuated by show ing ra tios  of 
the several item s of assets and lia b ilit ie s  
to  the  to ta ls . T h is  idea m ay be ex­
panded to  show the  ra tio s  of the several 
classes of loans or of earn ing  assets and 
of deposits and in te rest-bearing l ia b i l i­
t ie s  to  the  respective tota ls. I t  m ay also 
be desirable to  show the ra tios  of the 
d iffe ren t classes of ea rn ing  assets to  the 
demand deposits. Such ra tio s  may be 
•embodied in  the  statem ent o f cond ition  
its e lf  o r in  suppo rting  schedules. There 
should be schedules o f loans and deposits, 
and perhaps of other asset o r l ia b i l i t y  
accounts, by classes and by offices, i f  
the re  is  m ore tha n  one office; and the  
amounts should be compared w ith  those 
at p r io r  dates.
W h ile  financ ia l cond ition  is im portan t, 
the  greatest emphasis should be upon the 
operations. There should be an earnings 
statem ent fo r each m onth , com ing down 
to  the balance o f und iv ided p ro fits  a t the 
end, in  w h ich  the earnings and expenses 
are classified in  such degree o f de ta il as 
is appropria te  in  v iew  of the  use to 
w h ich  the  statem ent is  to  be put. The 
am ounts fo r  the cu rre n t m onth  m ay w e ll 
b e compared w ith  those fo r  the  preced­
in g  m onth and fo r  the same m onth  o f the 
preceding year, and the  amounts fo r  the 
fiscal year to  date compared w ith  those 
fo r  the  corresponding period o f the  pre­
ceding fiscal year. T h is  statem ent of 
operations should be supported by s im ­
i la r  statements, probably even m ore de­
ta iled , fo r  each o f the  several depart­
ments, d iv is ions, o r d is tr ic ts . These 
statements should also show the average 
b alances o f each class of earn ing assets 
and o f in terest-bearing lia b ilit ie s  and the 
average rates of in te res t received and 
paid on each. The ra tios  o f the  opera­
tio n s  o f each d iv is ion , departm ent, and 
d is tr ic t to  the to ta l should be shown, a t 
least as to  the  m a jo r classifications. I f  
the re  is more than one office there should 
be a statem ent fo r  each.
S ta tis tics  m ay w e ll be compiled cur­
re n tly  show ing the  re la tio n  of in te rest 
on deposits and opera ting expenses to the 
deposits. I  should th in k  th a t i t  w ould 
be necessary fo r  any bank to  watch the 
earning's and cost o f its  deposit ac­
counts. There are various methods of 
com puting such earnings and cost, some 
of them in v o lv in g  somewhat a rb itra ry  as­
sum ptions w ith  respect to  the a v a ila b ility  
of the deposits fo r  investm ent in  earn­
ing  assets and to  the  overhead expense 
assignable to  deposit accounts. No doubt 
a ll o f you are fa m il ia r  w ith  the report 
of the Com m ittee on B ank Costs of the 
New Y o rk  State Bankers’ Association,
prepared in  1927, in  w h ich  th is  subject 
is  discussed a t some length.
I t  is w e ll to  remember th a t fo r  the d is­
p lay of some k inds  o f s ta tis tica l in fo rm a ­
tio n  graph ic charts are often more in te r­
esting and understandable tha n  columns 
o f figures. A nd  in  the  prepara tion  of 
statements, m u lti-co lum na r arrangem ents 
m ay often be worked out to  advantage, 
thus reducing the  num ber of statements 
and fa c il ita t in g  th e ir  use.
In  conclusion, le t me sum up w h a t I  
regard as the most im p o rta n t o f m y re­
m arks on rep o rt w r i t in g  in  general.
T he  p repara tion  of an accounting re­
po rt requires precision, no t on ly as to  
figures bu t also as to  expressions. Re­
ports should be designed in  th e ir  en­
t ire ty  to  f i l l  the  purpose fo r  w h ich  they 
are p r im a r ily  prepared, and a t the same 
tim e  no t be m is lead ing to  any one who 
m ay use them  fo r  a d iffe ren t purpose. 
S tandard iza tion  o f form e and expressions 
should not be carried  so fa r  as to  deaden 
the in te res t o f readers o f the report. 
Most reports, in  o rder adequately to  serve 
th e ir  purpose, should contain comments 
of an an a ly tic , exp lanatory, and in te rp re ­
ta tiv e  nature.
We accountants expect our reports  to  
be useful to  business executives. I  should 
be happy i f  I  could expect th a t some of 
these rem arks w i l l  be equa lly usefu l to 
you.
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room— or a ll of them — before the pro­
cess o f recovery fo r  w h ich  we are a ll 
s tr iv in g  can be gotten w e ll under way.
I  repeat th a t i f  business men w i l l  cease 
look ing  fo r  re lie f on the  outside and 
concentrate, a lm ost exclusive ly on the 
inside of th e ir  own operations, business 
w i l l  p ick  up.
R e trenchm ent
I  now w ant to  discuss w ith  you cer­
ta in  p ractica l phases of house-cleaning 
combined w ith  some broad general p r in ­
ciples of economics.
W e m ust bear in  m ind  th a t there is a 
strange paradox in  economy itse lf. T ha t 
in s titu t io n  th a t s ta rts  out or d id  s ta rt 
out d u rin g  the  las t year to reduce over­
head and to  reduce costs of m anufactu r­
in g  by the most obvious of a ll undertak­
ings, nam ely the  dism issal of labor, 
started ou t on the  w rong  foot.
F o r the  pecu lia r fac t of labor is th is , 
th a t though i t  is  a ta x  against produc­
tive  in du s try , i t  likew ise  represents a 
prim e m arke t fo r  m anufactured goods—  
and, consequently, any a ttack upon the 
s treng th  of labor as represented in  our 
m anu fac tu ring  plants, be i t  e ithe r the re­
duction  of wages or the  d ism issal of labor 
itse lf, acts as the  f irs t step in  the most
vic ious c irc le  o f b r in g in g  about or in ­
te n s ify in g  a depression th a t could be 
conceived by the  greatest enemy of busi­
ness.
Today there  are s ix  m illio n  men in  
A m erica  id le  and w ith  these s ix  m illio n  
come approxim ate ly  th ir t y  m illio n  whose 
economic w e lfa re  is  d ire c tly  dependent 
upon the  s ix  m illio n  fo r  the  food, the 
c lo th ing, the  she lter and the  luxuries  
w h ich  they no rm a lly  enjoy.
B u t the  dism issal of labor does not 
stop w ith  the  c u ttin g  off o f a m arke t 
represented by th ir t y  m illio n  people.
The unemployed man or woman is the 
greatest personal advertise r o f depres­
sion. I f  i t  is  a man he goes fro m  shop 
to  shop seeking em ployment and, of 
course, the re  is  no em ployment. H is  
neighbors q u ick ly  understand the s itua ­
t io n  and, of course, h is cred itors have i t  
reflected im m edia te ly.
H is  fo rm er associates at the p lan t rec­
ognize th e  dism issal and the s ix  m illio n  
are para lle led by another s ix  m illio n  who 
are in  fear of th e ir  positions— who ex­
pect m om e n ta rily  th a t they m ig h t be 
next and who reflect th e ir  feelings and 
th e ir  thoughts in  the  most obvious way 
a m an under economic th re a t can ex­
press them, and th a t is by retrenchm ent. 
T ha t w h ich  we ca ll a buyers’ s tr ik e  is 
on ly  the  resu lt of a m anufacture r’s de­
cision.
The m anufacture r who made th a t de­
c is ion  is by and la rge bere ft o f a m arke t; 
he has at a single s troke done m ore to 
create the  depression than any s ingle 
extraneous force has ever done.
To be sure h is balance sheet reflects 
less expenditu re fo r  labor bu t i t  lik e ­
w ise reflects less goods sold— low er se ll­
in g  prices and a f r ig h t fu l pressure on 
m arke ts th a t are curta iled .
So th e  great question th a t m ust be de­
cided by the  managers of business in  th is  
na tion  is  the  question as to  w hether they 
w i l l  continue to  operate on a  basis of re ­
trenchm ent, in so fa r as labor is concerned, 
when the u ltim a te  consequent o f a cycle 
is reflected in  taxa tion , fo r  u ltim a te ly  the 
unemployed w i l l  have depleted th e ir  sav­
ings and m ust look to  the  pub lic  treas­
u ry  fo r  support.
Labors’ W age
The problem  then s t i l l  exists, “ H ow  do 
we s treng then the  in d iv id u a l in s titu t io n  
in  the m ids t of a depression ra th e r than  
aw a itin g  any re tu rn  of general pros­
p e rity? ”
I  w ou ld  say th a t the f irs t th in g  to  do 
is to  make use and fu l l  use of the  fu n ­
dam ental fac t th a t i f  there is to  be 
prospe rity  in  Am erica, labor’s wage m ust 
be kep t a t a h ig h  po in t.
The en tire  social s truc tu re  o f A m er­
ica is predicated upon extravagance— not 
upon economy.
I  w an t to  g ive you a specific example
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of th is  fact. I  doubt w hether the  group 
before me knows the economic l i fe  of a 
m otor car as measured by m iles of serv­
ice. We do know, however, th a t twelve 
per cent o f the A m erican people con­
s is ten tly  tu rn  in  th e ir  cars a fte r d r iv in g  
them  one year.
We know  th a t an ad d itiona l tw enty- 
five per cent consisten tly tu rn  in  th e ir  
cars a fte r d r iv in g  them  tw o years.
We know  th a t an add itiona l fo r ty  per 
cent consisten tly tu rn  in  th e ir  cars a fte r 
d r iv in g  them  th ree  years.
In  other words, seventy-seven per cent 
o f the  Am erican people d rive  th e ir  cars 
less than  tw en ty -fou r thousand m iles be­
fo re  they purchase new ones.
T h is  is good fo r  the  m anufacture r—  
good fo r  the dealer— good perhaps fo r  the 
in d iv id u a l who drives and has an incen­
t iv e  to  liv e  on a h ig h  standard and ex­
travag an t scale and make A m erica  dis­
t in c t  fro m  the other nations of the world.
I t  is  ce rta in ly  good fo r  p ro spe rity  bu t 
i t  has no fundam enta l p r in c ip le  o f eco­
nom y g u id ing  it .
Now, i f  we should s ta rt on the  other 
end of th in g s  and m ake th e  p rinc ip le  of 
economy our w atchw ord and s ta rt on 
the  p roduction  end o f in du s try , m aking  
economy alone the basis o f business, we 
w ill,  in  a  few  sho rt months, teach a doc­
t r in e  th a t w i l l  d rive  us so fa r  away from  
lu x u ry  m arkets and sty le  m arkets and 
so fa r  in to  the  fie ld o f th e  pu re  u t i l i ta r ­
ian  th a t in d u s try  m ay stay in de fin ite ly  
depressed.
The one hope fo r  the re tu rn  o f the  m ar­
kets we al l  loved is  the  rea liza tion  th a t 
they were b u ilt  upon a p re tty  even dis­
t r ib u tio n  of w ea lth  w h ich  reflected pros­
p e r ity  in  every home and made every 
home the  absorber o f lu x u ry  products.
The one way to  defeat such a p ic tu re  
i s to  ru th less ly  dism iss labor s im p ly  be­
cause we fear the  ta x  o f labor alone upon 
productive  in du s try .
Thus a ll p ra c tica l economists, w ho be­
lieved th a t the  stock m arke t collapse of 
a  year ago in  October presaged a long 
economic depression and im m ed ia te ly  
s tarted to  c u r ta il em ployment, started 
as v ic ious a cycle, I  repeat, as th e  great­
est enemy of p ro spe rity  could s ta rt.
F o r such men set about to  destroy the 
one essential, and th a t is  na tion-w ide dis­
tr ib u tio n  o f w ea lth  to  the  extent th a t 
each home became a lu x u ry  m arket. As 
usual, m anufacturers commenced to  a lib i 
th e  necessity fo r  tru e  economic s truc­
tures in  th e ir  own factories.
Foreign Trade
They were faced w ith  the  im ped im ent 
o f h ig h  ta r if f  w h ich  b rough t w ith  i t  a 
w orld-w ide lessening o f demand fo r 
A m erican goods, bu t nevertheless, they 
themselves were sponsors fo r  th is  ta r if f .
We m ust bear one th in g  in  m ind  and 
we m ust look a t the  na tiona l balance
sheet and realize once fo r  a l l tim e  th a t 
A m erica  is by na tu re  an export na tion  
and n a tu ra lly  she im p o rts  some th ings. 
B u t she has over the  years a favorable 
balance o f trade in  w o rld  a ffa irs  w h ich  
accounts fo r  considerable of her pros­
pe rity .
She has the  fo re ign  nations absorbing 
rough ly  ten per cent of her m anufactured 
goods and th is  ten per cent is o f v ita l 
im portance and represents a tremendous 
m arke t. Then, in  exchange, she buys in  
the  m arkets o f the  w o rld  ce rta in  goods, 
some o f w h ich  are  com petitive  to  our 
own, bu t a ll o f w h ich  g ive us a certa in  
position  as a w o rld  trade r,
I f  a favorable balance o f trade is rec­
ognized as one of ou r great na tiona l as­
sets then w h y  is i t  th a t a t the  very  tim e  
when fo re ign  trade  w ould be most we l­
come, do we find  in d iv idu a ls  who protest 
so vehem ently against the  im p o rta tio n  
of goods?
We have strong groups w o rk in g  against 
the  im p o rta tio n  of Venezuela o ils because 
our m id-west o il fields have com petition  
fro m  outside; we have s trong  groups 
w o rk in g  against the  im p o rta tio n  of Rus­
sian pu lp  because i t  is com petitive  to  our 
own pu lp  resources.
The p o in t I  w an t to  make is  th is :  we 
force ourselves in to  a ve ry  illo g ic a l posi­
t io n  i f  we desire entrance in to  the m ar­
ke ts o f th e  w o rld  and refuse the  im ­
p o rta tio n  fro m  the  na tions of the  w orld .
I f  we are go ing to  sell to  most valued 
customers we m ust buy fro m  these same 
valued customers and the  on ly question 
in  our m ind  should be, “ Do we sell m ore 
than  we buy— is the  opera tion most p ro fit­
able?”
W e have ce rta in  o ther extraneous ele­
m ents w h ich  cannot be swept aside bu t 
w h ich  m ust be understood as im ped i­
ments to  the  program  I  am going to  an­
announce.
Agriculture
The en tire  a g r ic u ltu ra l in d u s try— the 
most  basic s ing le  in d u s try  in  our na­
tio n — is in  a deplorable cond ition . T h is  
is  p a r t ly  fro m  the  fa c t th a t year by year 
science plays a la rge r p a rt in  ag ricu ltu re ; 
th a t w h ich  was an a r t  has become alm ost 
w h o lly  a  science and, whereas, on ly  a 
few  years ago i t  took seven fa rm ers  to  
produce the  food fo r  th ree  urban dwel­
lers, i t  now takes th ree  fa rm ers  to  pro­
duce th e  food fo r  seven urban dwellers.
Crops then by th e ir  ve ry  abundance 
become cheap and the n  a  drough t cen­
te rs  its e lf on a w idespread a g r ic u ltu ra l 
area to  the  ru in a tio n  of hundreds of 
thousands of farm ers.
Debt
A  newer phase o f the  economic s itua ­
tio n  w i l l  be apparent to  m ore men a year 
fro m  now. I t  is  the tremendous phase 
of taxa tion .
I t  is  an easy th in g  to  reconcile an in ­
d iv id u a l’s debts i f  they bear a modest 
propo rtion  to  h is  income. There was 
no rea l danger in  the  fac t th a t fu tu re  
income was mortgaged, i f  the am ount of 
the  m ortgage be w r itte n  off by such pro­
tectives as insurance or investm ents, or 
i f  the  m ortgage is made fo r  cap ita l in ­
vestment.
I  re fe r p a rtic u la r ly  to  the  fac t th a t in ­
s ta llm en t bu y in g  alone represented an 
eighteen m onths’ m ortgage on the  aver­
age income in  the country.
W hen such a s itua tion , however, is 
m et by dec lin ing  m arkets—when income 
is  cu rta iled  and unem ploym ent its e lf a f­
fects s ix  m il lio n  people— the surp lus or 
protectives are f irs t  to  be destroyed and 
a debtor class, w h ich  is nation-w ide, com­
mences to  pro test its  debts.
Thus we see in  the  leg is la tures of 
p ra c tica lly  every State in  the  U n ion hun­
dreds o f b ills  in troduced already th a t 
w i l l  v ita l ly  change the  bases of taxa­
t io n — thus we see rea l estate taxes be­
com ing a burden th a t is  insufferable un­
der depressed conditions s im p ly  because 
the re  is  no rea l ren t and no economic 
re n t to  ju s t ify  ownership in  thousands of 
cases.
The th in g  I  fea r most of a ll in  the  pres­
ent s itu a tio n  is th is :  the longer we drag 
a long on economic bottoms— in  manufac­
t u r in g —  in  em ploym ent —  in  sales —  in  
com m odity prices—and in  stock prices—  
th e  m ore dangerous w i l l  no t on ly our 
economic bu t our social and p o lit ic a l 
positions become.
I f  we should become a na tion  of 
debtors, some m in d  w i l l  look lo ng ing ly  
a t Russia and say: “ She is the  on ly  
na tion  in  the  w o rld  w ith o u t a  debt.”  
Such a  suggestion is  bu t the  re ite ra tio n  
o f tho ugh t o f the  Romans tw o  thousand 
years ago. Such a reflection w ill,  i f  
spread, tu rn  us to  th a t most p lausib le of 
a l l economic theories in  the hands o f a 
demagogue and the  na tion  w i l l  lis te n  to  
the m ost ha te fu l w ord  in  m ora ls or 
finance— “ R epudia tion .”  
T h a t is  the  seeing o f th in gs  “ as 
th ro u g h  a  glass, d a rk ly .”  Now le t ’s look 
a t them  “ face to  face.”
Bringing Business Back
M y thesis is  “ B r in g in g  Business 
Back.”  M y thesis is  th a t any business, 
sound in  its  basis— pro fitab le  in  no rm a l 
tim es— en joy ing  any advantage over 
com petition— soundly financed— w ith  in ­
te g r ity  on the  p a rt o f the board o f d i­
rectors— can be brough t back to  its  no r­
m al p roduction  and its  norm al earn ing 
in  spite o f the  general depression—the 
process to  commence im m ed ia te ly  and 
the norm alcy to  be evident w ith in  a 
year’s tim e.
G iven ten  of such businesses today 
and a hundred next m onth  and a thou­
sand in  s ix  m onths— each w ith in  its e lf 
so lv ing  its  every economic problem— and
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prosperity  genera lly  w i l l  be the in e v it­
able resu lt of u n it  success.
The One Y e a r’s P ro g ra m  Consists o f 
Tw e lve  Steps
F I R ST
I  w ould perfect the  technique o f m anu­
fa c tu r in g  th a t would low er present costs.
A n  example: A  group of the  great u t i l i ­
ties is perfecting the generation of elec­
tr ic a l cu rren t fro m  w in d  power today. 
T h is  is  the  most revo lu tiona ry  develop­
m ent in  e lec trica l generation. I t  prom ­
ises the  p roduction  of power a t rates be­
low  the present cost of fue l alone.
In  another labo ra tory  the vacuum  tube 
is ru n n in g  experim enta l m otors and the 
power is derived solely fro m  the atmos­
phere.
SEC O N D
I  w ould tu rn  m y a tten tion  to  d is tr ib u ­
t io n  and f irs t  o f a l l iso late m y m arke t—  
m y pro fitab le  m arket.
Exam ple : In  the  autom otive in du s try  
fa r-flung  dealer organizations have proved 
a ta x  on th a t in d u s try  and a  loss to the 
dealers th a t is c r im in a l waste. There 
are th ree p r in c ip a l fields —  the low- 
priced—the medium — and the high. Seven 
hundred and seventy counties w ith  ap­
prox im ate ly  one thousand dealers f i l l  
every economic demand in  d is tr ib u tio n  
in  th a t m edium  priced fie ld  fo r  be tte r 
than  90 per cent of sales. Yet manufac­
tu re rs  v ie  w ith  one another fo r  tw o thou­
sand, th ree thousand and five thousand 
dealers.
Less than tw o hundred counties out of 
the 3,072 in  the na tion  cover every es­
sen tia l demand in  the  d is tr ib u tio n  of 
h igh  priced cars w ith  perhaps three hun­
dred to  th ree  hundred and f i f ty  dealers 
an economic m axim um . Yet the  organ i­
zations spread themselves to  the  extent 
o f five hundred, seven hundred and even 
e igh t hundred outlets.
T ha t is economic waste— w ith  loss of 
con tro l— w ith  d iffus ion  o f e ffo rt— w ith  
costly  d irec tion— costly adve rtis ing  in  
com m unities where ne ithe r dealer nor 
consumer should be considered.
T H IR D
I  w ould study and define po ten tia l 
buyers— firs t fro m  the  standpo in t of who 
buys the product no rm a lly . How  m any 
are there  no rm ally?  P recisely where do 
they live? Then I ’d discount the figures 
in  the lig h t  o f today’s depressed m arkets.
Exam ple: I f  there are 21,000,000 na tive  
w h ite  fam ilies  in  A m erica  and 23,000,000 
registered m otor cars— and i f  a norm al 
production  was 4,000,000 cars per year—  
and i f  4,000,000 car owners were unem­
ployed I ’d say tha t a rough to ta l of 3,- 
000,000 to  3,200,000 cars w ould be the 
l im it  of th is  year’s domestic sales— a ll 
op tim ism  and propaganda to  the  con tra ry  
no tw iths tand ing . I f  in  a norm al year I  
sold to  th ree per cent o f th a t m arke t o r
120,000 cars— then I ’d see to  i t  th a t th is
year I ’d get those 120,000 sales or nearly  
fo u r per cent o f the  to ta l m arket.
I  would accom plish th is  by do ing w hat 
no m anufac tu re r has done in  years—  
study the  m arke t—isolate 600,000 who 
could most lo g ica lly  buy and sell 120,-
000 of them.
F O U R T H
In  th is  s tudy I  w ould qualify m y buy­
ers. N o t one in d u s try  in  one hundred 
ever qualifies its  purchasers. One hun­
dred and fifty -th re e  executives were in ­
terv iew ed personally and n ine on ly re ­
ported th a t they ever remembered being 
so lic ited  to  purchase a m otor car— yet 
they re turned year a fte r year to  the 
m arket.
A ny  m anufacture r can set up the 
m ach inery to  cap ita lize on such a s itua ­
tion .
F I F T H
In  the en tire  study of d is tr ib u tio n  I  
w ould have an eye e te rna lly  on the eco­
nomic. There’s m any a jobber given a 
franchise— m any a d is tr ib u to r and dealer 
set up in  Am erica  fo r  the mere desire 
to  place pins on maps w ith o u t economic 
ju s tifica tio n  whatsoever.
The on ly  tenable theory in  d is tr ib u t­
in g  organizations is  th a t jobber, dis­
t r ib u to r  or dealer can render a service 
to the fac to ry  at a, cost less than the fac­
to ry  can en ter the m arke t d irect.
T ra d itio n  here imposes a te rr if ic  tax  
on indus try . The fac t th a t com petition 
has a good dealer in  Oskaloosa is cer­
ta in ly  no ju s tifica tio n  fo r  estab lish ing a 
poor dealer there to  compete w ith  h im .
In  th is  sense the  fixed idea of tra d in g  
centers m ay impose fo rm a lism  in  dis­
tr ib u tio n  structures w h ich  p ro fit the fac­
to ry  no th ing.
A n  example: One great Am erican c ity  
appears to  be so preem inen tly  qualified 
as one o f the ten lead ing m arkets of the 
na tion  th a t one m otor car m anufacture r 
a fte r another has sunk an nua lly  fa r  
m ore than  h is  p ro fit per car in  news­
paper adve rtis ing  alone— to say no th ing  
of other form s of local advertis ing—  
dealer cooperation— tra ve l— zone super­
v is ion— a ll on the hypothesis th a t there 
is a r ic h  m arke t to  cu ltiva te . There is 
not.
S IX T H
A fte r the economic basis has been la id  
in  m anu fac tu ring— in  d is tr ib u tio n — in  
po ten tia l m arkets and in  selective p ro fit­
able d is tr ib u tin g  outlets— I  w ould tu rn  
m y a tten tion  to  salesmanship.
A m erica hasn’t  touched the problem of 
selecting salesmen. The broad fie ld of 
anthropology contribu tes precise in fo r­
m ation, scientific  in fo rm a tio n , on a sav­
age tr ib e  in  deepest A fr ica . The modern 
m iss ionary goes out w ith  a p re tty  defin ite 
idea of the tr ib e  he is approaching.
The m anufactu re r knows l i t t le  or 
n o th in g  and denies ownership and con­
t ro l of the re ta il salesmen in  whose hands 
is h is  destiny.
The f irs t  step is selection— and th is  is 
the  w o rk  of the  p rac tica l psychologist—  
the second is training  and th is  is less 
the  w o rk  of the  mere experienced than 
i t  is  o f one w ith  the g i f t  o f teaching.
The th ird  is  direction, the fo u rth  is  
control.
The f if th  is the  question o f compensa­
tion— and th is  concerns its e lf w ith  men’s 
suscep tib ility  to  rewards.
In  concen tra ting  exclusive ly w ith in  
our own organizations, the more fr ie n d ly , 
in tim a te  and w arm  the re la tionsh ip  be­
tween fac to ry  and re ta il salesman be­
comes, the  more permanent, profitable 
and perfect becomes the se lling  process.
W ith  s ix  m il lio n  id le, selection can be 
made m ore re a d ily  than  ever before—  
selection of retail, wholesale, specialty 
and promotional salesmen, the  on ly  fo u r 
classes of salesmen there  are.
W ith  s tern  necessity fac ing  men they 
are susceptible to  t ra in in g  as never be­
fore.
Yours is the job of direction and of 
control.
W ith  compensation graduated and bon­
uses fo r superio rity , you can make men 
more appreciative and thus more loya l 
than ever before.
The th in g  to  do is to man our organ i­
zations w ith power enough to contact our 
en tire  “ po tentia ls .”  Select th is  m an­
power ca re fu lly— train  th is  man-power 
tho rough ly— direct th is  man-power and 
control i t  in te llig e n tly — compensate th is  
man-power handsomely i f  the  w o rk  is 
done.
S E V E N T H
As a ll of these changes are being in ­
augurated look to your line more care­
fu l ly  than ever before— i f  i t  is a lu x u ry  
lin e  w ith  a dom inant s ty le  appeal i t  o r­
d in a r ily  pro fits  by leng th  or numbers—  
bu t avo id in  numbers the danger of 
pure ‘duds.’
I f  i t  is an u t il i ta r ia n  lin e  shorten i t  
and give price advantage or secure great­
er p ro fit— fo r  concentra tion on the m in i­
mum  is the guide to  p ro fit where the  
u t il i ta r ia n  appeal dominates.
Exam ple : In  the low  and m edium  price 
m otor car m arkets, m u lt ip lic ity  of model 
cuts p ro fits— in  the h igh  priced field, 
model numbers are genera lly  the  key to  
p ro fit except they be carried  too fa r.
Coverage then is th e  th in g . U n ive r­
sa lity  o f appeal in  the  u t il i ta r ia n — in ­
d iv id u a l taste in  the sty le  or lu x u ry  m ar­
ket.
E IG H T H
Direction by management was never 
more im portan t. In  days o f general pros­
p e r ity  goods were taken away by a r io t ­
ous consum ing public. Today manage­
m ent m ust d irec t a ll th ings— must be on 
the  job e te rna lly  b a ttlin g  fo r  sales
Thought its e lf  was never so needed—
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th in k in g  executives earn m ore today 
than ever before.
N I N T H
The purchasing power of the  do lla r 
m ust be measured. I f  general prices are 
fro m  tw en ty  to  th ir t y  per cent off, our 
products may rem ain as fo rm e rly  priced, 
bu t should have ad d itiona l in tr in s ic  
w orth .
Accom m odation to  the  reduced buy ing 
power o f the na tion  or to  the  increased 
buy ing power of the do lla r m ust be 
made.
T E N T H
F o r the  sake of p ro fits  watch every op­
p o rtu n ity  to  refinance at present favo r­
able rates. No man knows how long a 
depression lasts. I f  low er levels are to 
rem ain, fixed charges should be reduced.
E L E V E N T H
Le t labo r’s wage be regarded as the 
firs t tax  on p roductive  in du s try . For 
labo r not on ly  con tribu tes “ l iv in g  stones”  
to  the  b u ild in g  of our enterprises, bu t 
constitutes the p rim e m arke t fo r  essen­
t ia ls  or necessities and the volum e m ar­
ket fo r  most lu x u ry  goods and services.
R icardo’s “ iro n  la w  of wages”  s t i l l  ob­
ta ins . The lost day of labor can never 
be replaced.
T W E L F T H
Out of i t  a ll I  reserve the most im por­
ta n t element in  “ b r in g in g  business 
back” — th a t is, the elem ental fac t in  re­
deem ing m arkets— fo r the  cornerstone of 
p rospe rity  is the imagination o f man.
A l l  th a t d istinguishes A m erica  in  the 
power to  absorb goods, in  the  lu x u ry  of 
her liv in g , in  the  extravagance of her 
habits— a ll th a t d istinguishes her as the 
active, v ir i le ,  spending na tion  is— imagi­
nation.
The a b il i ty  o f her m illio n s  to  liv e  as 
though they were en titled  to  live —  
abundantly  and extravagantly— is due to  
the  im agery the p rin te d  w ord has set up 
in  the  m inds of the masses.
A dve rtis in g  has done eve ry th ing  to 
hold before the  m illio n s  the type of home 
to  live  in — the class o f clothes to  wear—  
the make of car to  aspire to— the locus 
o f amusement— the attractiveness of lu x ­
u ry .
Never before in  the  present economic 
era can the adve rtis ing  page be pu r­
chased a t so low  a cost— i t  is free r from  
com petitive  suggestion— i t  is  reaching 
m ore m illio n s  who are seeking some­
th in g  to  in te rest them — i t  is in  m any in ­
stances addressing a m arke t seventy per 
cent norm al.
F or the  firs t tim e in  in s titu t io n a l h is­
to ry  business judgm ent dictates th a t sur­
plus and cap ita l themselves can most 
pro fitab ly  be invested in  reb u ild ing  rep­
u ta tions— every one of w h ich  has su f­
fered d u r in g  the  past eighteen months.
Two Roads
I  would go so fa r  as to  say tw o roads 
are open to  any one who w ould “ b r in g  
business back.”  The one I  have outlined
step by step in  a cursory exam ination 
in to  indus try . The second road is the  
d irec t appeal to  the  im aginations of men 
by suggestive adve rtis ing  covering the 
in s titu t io n — the product— the service—  
the value— the p ride  and pleasure of 
ownership.
Under expert d irec tion  the  com bination 
of the  tw o  forces w i l l  b r in g  any single 
business back inside a twelve-m onth.
M u lt ip lic ity  of th is  operation in  many 
business in s titu t io n s  means na tiona l and 
then w orld-w ide recuperation. T h is  is 
the broad h ighw ay to prosperity .
ACCOUNTING FOR PAR  AN D  
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te rm in a tio n  m ust be made w ith in  s ix ty  
days a fte r the  issuance of the shares. 
T h is  means, o f course, th a t i f  such alloca­
tio n  is not made im m ed ia te ly  in  the  case 
o f cash and w ith in  s ix ty  days in  the  case 
o f issuance fo r  labor, services or p ro p  
erty , no p a rt o f the  consideration m ay be 
allocated to  paid in  surp lus a t any la te r 
date. The on ly exception is  in  a case 
where shareholders, by a tw o-th irds  vote 
of a ll stock, m ay e ith e r th rou gh  a  re­
classification o f the  shares pu rsuan t to 
an amendment to  the  a rtic les  of incorpo­
ra tion , o r  th rou gh  a fo rm a l reduction of 
the  stated capita l, effect a trans fe r to 
pa id -in  surplus. The act specifica lly p ro ­
h ib its  the  creation of free surp lus  by a 
reduction  of stated capita l. The board of 
d irectors have no power to  do i t  a fte r 
the  above-mentioned tim e l im it  has ex­
pired, and i f  they should do so, they 
w ou ld  be held personally liab le  fo r  any 
damage w h ich  m ig h t resu lt to  cred itors 
o r shareholders.
W h ile  i t  is im possib le to  reduce stated 
cap ita l a fte r  the t im e  lim it ,  except in  the 
case above m entioned, i t  is possible to 
increase i t  a t any tim e  by share d iv i­
dends or o ther transfe rs  properly  au tho r­
ized by the  board o f d irec to rs  or share­
holders. Once increased, however, the 
ru le  regard ing decreases au tom atica lly  
applies, and the ease w ith  w h ich  stated 
cap ita l m ay be increased does not apply 
to  a decrease. The increase m ay come 
from  any surplus, w hether such surplus 
was created th rough  appreciation, pa id-in 
surp lus a ris ing  fro m  consideration re­
ceived, or earned surplus.
O bviously the p rin c ip a l object o f these 
provis ions is to  take care o f those cor­
porations, w h ich  a t the  date of th e ir  in ­
corpora tion find  i t  necessary to  raise cap­
ita l by the  sale o f pre fe rred stock to  in ­
vestors re q u ir in g  a fixed d iv idend rate 
continuous fro m  the  date o f th e ir  invest­
ment. In  order to  create a fund  from  
w h ich d ividends m ay be pa id d u rin g  the
development and construction  period, the. 
B a r Association and the I l l in o is  Society 
agreed th a t i t  was not im proper th a t a 
pa rt o f the consideration received fo r the 
shares of common stock be allocated to a 
pa id-in  surplus account ava ilab le  fo r  d iv ­
idends on preference shares, provided 
th a t the source of these dividends is 
p rope rly  iden tified  and disclosed. T h is  
p lan takes care o f s itua tions  where tw o 
or more corporations (who are parties to  
a p lan o f reorgan iza tion  re su ltin g  other­
wise in  the  cap ita liza tion  of the en tire  
value o f the assets o f the constituen t cor­
porations) m ay secure a f le x ib il ity  w h ich  
w i l l  no t resu lt in  frozen surplus. T h is  
f le x ib il ity  obtained by a lloca ting  consider­
ation, contains re s tr ic tive  provis ions and 
safeguards w h ich  avoid the loopholes to  
be found in  the  corpora tion acts of some 
other states; and i t  is fe lt th a t the flex i­
b i l i t y  pe rm itted  by the  w o rd ing  of th is  
act has been surrounded by res tr ic tio ns  
w h ich  are sufficient to  avo id the  d ifficu l­
ties encountered in  hand ling  th is  m a tte r 
in  m any o ther states.
Section 40 o f the  act deals w ith  the 
lim ita tio n s  placed upon the board o f d i­
rectors in  the declaration of d iv idends 
and on the corpora tions in  the  paym ent 
of dividends w hether such d ividends a re  
declared and payable in  cash, p roperty  
or its  own shares.
Section 4—Ite m  (a) reads as fo llow s;
“ No d iv idend  sha ll be declared or pa id  
a t a tim e  when the corpora tion  is inso lv­
ent o r its  ne t assets are less than  its  
stated capita l, o r when the payment 
the reo f w ou ld  render the  corpora tion in ­
solvent o r reduce its  net assets below its  
stated cap ita l.”
The de fin ition  o f net assets as used 
above is  given in  Section 2—Item  (1 ), 
and reads as fo llow s:
“  ‘Net Assets’ fo r  the purpose o f de­
te rm in in g  the  r ig h t  o f a  corpora tion to  
purchase its  own shares and o f de term in­
in g  the  r ig h t  o f a corpora tion to  declare 
and pay d iv idends and the lia b ilit ie s  o f 
d irectors there for, sha ll no t include 
shares o f its  ow n cap ita l stock belonging 
to  a corpora tion, and, fo r  such purposes, 
th a t p a rt o f the  stated cap ita l and pa id -in  
surp lus of the  corpora tion represented by  
such shares when acquired sha ll be de­
ducted fro m  stated cap ita l and pa id -in  
surplus, respective ly.”
T h is  is  sane, sound and conservative 
accounting practice. I f  the asset side o f 
the  balance sheet o f a corpora tion shows 
reacquired securities representing its  own 
shares, w h ich  cost i t  $45.00 a share, and 
i f  such shares are represented by a stated 
cap ita l value o f $50.00 a  share and a paid- 
in  surp lus item  of $10.00 a share, in d ica t­
in g  th a t $60.00 was the o rig in a l consider­
a tio n  received fo r  those no par shares, 
then under th is  de fin ition , and fo r  the  
purpose o f de te rm in ing  whether the  cor­
po ra tion  could declare and pay dividends,
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i t  would be necessary to  deduct $50.00 
per share from  the  stated cap ita l account 
and $10.00 per share fro m  the pa id-in 
surplus account. As the re  is a $15.00 d if ­
ference between the cost o f these shares 
to  the  corpora tion and the  o r ig in a l con­
sidera tion  received fo r the  shares, th is  
difference n a tu ra lly  increases the net 
w o rth  a t some other po in t so th a t the 
corpora tion w ould get the benefit on a 
purchase o f th is  k in d . Conversely, the 
net w o rth  w ould be reduced i f  the  cost 
o f  the reacquired sh ares to  the corpora­
t io n  were in  excess o f the o r ig in a l con­
s idera tion  received. I  cannot conceive of 
a  s itua tion  where by any stre tch o f the 
im a g ina tion  the  excess could be con­
sidered as an asset. I t  should also be 
noted th a t th is  is specifica lly designed to  
stop the practice o f ca rry in g  treasury 
shares as an asset and leaving  the sur­
plus account undisturbed fo r  the  pay­
m ent of dividends.
Section 40—Ite m  (b) is stated as fo l­
lows:
“ D ividends m ay be paid out o f pa id-in 
surp lus o n ly  upon shares hav ing  a pre fe r­
e n tia l r ig h t to  receive dividends, pro­
vided th a t the  source of such dividends 
sha ll be disclosed to  the  shareholders re­
ce iv ing  such dividends, concurren tly  w ith  
paym ent thereof.”
I t  can be re a d ily  seen th a t th is  is a 
w ise prov is ion  as i t  makes i t  impossible 
fo r  pa id-in surp lus to  be created out of 
the  consideration received fo r  pre feren­
t ia l shares and then pe rm it th is  pa id-in 
surp lus to  be d is tribu ted  to  the common 
shareholders. The laws o f some other 
states, w h ich  pe rm it th is  practice, w i l l  
undoubtedly sooner or la te r cause a con­
flic t o f in terests between classes of se­
c u r ity  holders w h ich  w i l l  b r in g  the m at­
te r  in to  courts o f e q u ity  fo r  settlement. 
The present case provides a means 
whereby shareholders, out o f the  consid­
e ra tion  received from  common shares 
(and fro m  the consideration received 
from  pre fe rred shares w ith in  certa in  
lim its )  m ay con tribu te  to  a pa id-in su r­
plus account, out o f w h ich  dividends may 
be paid to preferential shareholders. The 
purpose fo r  w h ich  pa id-in  surp lus is cre­
ated is  there fore  a tta ined w ith o u t the 
evils w h ich  m ig h t a ttend i t  i f  any one 
but pre ferred shareholders were to re­
ceive d iv idends pa id from  it .  There was 
considerable discussion on th is  po in t be­
tween both the B a r Association Com­
m ittee  members and between the  mem­
bers of th e  special com m ittee o f the I l l i ­
nois Society and between each com m ittee 
w ith  the  other, and m any of the members 
of both committees held con flic ting  
op in ions as to  w hethe r pa id-in  surp lus is 
ever a  proper source o f d ividends in  any 
case. I t  was f in a lly  decided th a t d iv i­
dends m ay be paid from  paid-in  surplus 
on shares hav ing  a  p re fe ren tia l r ig h t  to  
receive dividends, provided the source of
such d iv idend  is  disclosed. I t  was de­
cided th a t sound p ractica l reasons fo r  
th is  decision existed. The shareholder, 
of course, should no t in  th is  case be m is­
led in  th in k in g  th a t he is rece iv ing  d iv i­
dends from  earnings, and th is  is the 
reason th a t disclosure is insisted upon.
Section 40— Ite m  (c) is quoted as fo l­
lows;
“ No div idend, except a d ividend pay­
able in  its  own shares, sha ll be declared 
or paid out o f surp lus created by or a ris ­
in g  fro m  unrealized appreciation in  
value, or reva luation , of fixed assets.”
Th is  makes i t  im possib le to pay cash 
dividends from  surp lus created th rou gh  
the reva lua tion  of fixed assets. There is 
considerable question, however, as to 
whether the  te rm  fixed assets should not 
be changed to include all assets. Some of 
the argum ents in  favo r o f a te rm  w h ich  
w ould inc lude a ll assets b r in g  fo r th  the 
fo llow ing  po in ts:
1. C erta in  assets such as cash, accounts 
receivable, notes receivable, etc., would 
not he affected in  any w ay by a reva lu­
a tion  increasing th e ir  w o rth  to the  com­
pany.
2. Inventories, in  accordance w ith  con­
servative standard accounting practice, 
should be priced at cost, o r cost o r m ar­
ket, w h ichever is lower, and th is  w ou ld  
prevent an in fla tio n  of an inven to ry  value 
at a tim e  when such in fla tio n  was neces­
sary fo r  the  purpose of c rea ting  surp lus 
ava ilable fo r  cash dividends.
3. Assets in  the  nature of investm ents 
(fo r  example, investm ents in  th e  stock 
of o ther corporations) should no t be w r i t ­
ten up to  a value in  excess o f cost m erely 
fo r  the  purpose of c rea ting  surp lus ava il­
able fo r  cash dividends.
4. I t  is true  tha t certa in  bankers and 
investm ent bankers value th e ir  stock in  
trade, w h ich  is securities, on th e  basis 
o f present m arke t, bu t i t  is also true  th a t 
conservative ly speaking, cash div idends 
should not be declared out of an unrea l­
ized apprecia tion in  the  value o f these 
securities.
Personally I  feel th a t i t  would be bet 
te r  to  change the w o rd ing  so as to  in ­
R e c e n t l y  E r e c t e d  M e m o r ia l  
F l e m i n g t o n , G e o r g ia
Forty Miles Southwest of Savannah
220 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T July,
clude a ll assets and not l im it  i t  to  fixed 
assets, even though, o f course, i t  is  as­
sumed th a t fixed assets inc lude both tan ­
gibles and in tangib les.
Section 40— Ite m  (d) reads as fo llow s: 
“ No d iv idend  payable in  its  own shares 
sha ll be paid in  shares hav ing  a p re fe r­
ence as to  d ividends over the  shares upon 
w h ich  such d iv idend  is paid, unless the  
paym ent the reo f be authorized by  the  
artic les  of incorpora tion .”
T h is  is fo r  the  purpose of p reven ting  
common or other ju n io r  shareholders 
fro m  rece iv ing  the r ig h ts  be longing to  
pre fe rred shareholders. I f  th is  were no t 
done the  purpose o f the  act in  p ro tecting  
pre ferred shareholders and th e ir  r ig h ts  
to  receive d ividends fro m  pa id-in  surp lus 
could be easily defeated.
Section 40— Item  (e) reads as fo llow s: 
“ I f  a  d iv idend is  declared payable in  
its  own shares hav ing  a pa r value, such 
shares sha ll be issued a t the  par value 
thereof and there  sha ll be trans fe rred  to  
stated cap ita l a t the tim e  such d iv idend 
is declared an am ount o f surp lus equal 
to  the aggregate par value o f the  shares 
to be issued as a d iv idend .”
I t  is obviously necessary to  increase 
the  stated cap ita l by  an am ount equal to  
the  pa r value of the  shares issued. 
Section 40— Item  (f)  reads as fo llow s: 
“ I f  a d iv idend is  declared payable in  
its  own shares w ith o u t pa r value, such 
shares sha ll be issued a t such value as 
sha ll be fixed by  the  board o f d irectors 
b y  reso lu tion  at the  t im e  such d iv idend 
is declared, and there sha ll be trans fe rred  
to  stated cap ita l a t  the  t im e  such d iv i­
dend is  declared an am ount o f surp lus 
equal to  the  aggregate value so fixed in  
respect to  such shares.”
T h is  takes care of th a t amount wh ich 
is to  be trans fe rred  to  stated cap ita l when 
the  shares issued as d iv idends are o f no 
pa r value.
The next tw o items, (g) and (h) under 
Section 40, s tate th a t any sp lit-up  or d i­
v is ion  of issued shares in to  a greater 
num ber of shares o f the  same class is 
no t to  be construed to  be a share d iv i­
dend w ith in  the m eaning of th is  section.
W h ile  the  d ra ftin g  com m ittee o f the 
B a r Association has m et w ith  in num er­
able d ifficu lties and differences of op in ion, 
both w ith in  its  ow n ran ks  and w ith in  
the ranks of the  special com m ittee ap­
po in ted by the  I l l in o is  Society w h ich  co­
operated w ith  them, they nevertheless 
have d ilig e n tly  s tr iven  to  overcome these 
d ifficu lties  and produce w ha t in  th e ir  
op in ion  is an act th a t w i l l  be equitable 
between various classes of security  ho ld­
ers, and w h ich  w i l l  a t the  same tim e  per­
m it  f le x ib il ity  in  accordance w ith  pres­
ent business methods and ye t w i l l  be 
sound in  p rinc ip le  as to  accounting pro­
cedure, as to  the  rig h ts  o f m in o r ity  
shareholders, and as to  cred itors.
I t  is  im possib le in  the  p repa ra tion  of
a w o rk  of th is  k in d  to  sa tis fy  everyone. 
In  fac t i t  is  p robably im possib le to  sat­
is fy  any one in  a ll respects. They have, 
however, a fte r devoting  fifteen m onths of 
tim e  to  th is  task, d ra fted  an act w h ich  
probably comes as near as possible to  
m eeting the  general op in ions and v iew ­
po in ts o f the  m a jo rity . They have con­
fe rred  w ith  p ra c tic in g  Certified P ub lic 
Accountants and have tem pered the judg­
m ent o f these men w ith  th e ir  own wishes 
fro m  a legal v iew po in t. They have en­
deavored by research and by leng thy dis­
cussions to  e lim ina te  the  weaknesses 
wh ich they regard as ex is tin g  in  the  pres­
ent laws o f other states as w e ll as the 
present la w  in  I llin o is . The resu lt has 
undoubtedly been a step fo rw a rd  and 
towards the correction  o f the  evils, m is ­
understandings and lack of u n ifo rm ity  
now existing .
They have taken the words “ cap ita l 
stock”  ou t o f the  law , and in  dealing 
w ith  par value shares o r shares w ith o u t 
pa r value, the y  have substitu ted w o rd ing  
and defin itions of stated cap ita l and paid- 
in  surplus. The sum of stated cap ita l 
and pa id -in  su rp lus  represents the  con­
s idera tion received fo r  shares of stock, 
less certa in  fo rm a l reductions effected in  
a m anner pe rm itted  by  law . Considera­
t io n  is  separated in to  tw o  parts, under 
ce rta in  res tric tions , so as to  avoid frozen 
surplus and m ake i t  im possib le to  pay 
d ividends to  pre fe rred  shareholders w ith ­
out the  fo rm a lity  o f a w a itin g  accumula­
tio n  th rough  earnings. They safeguarded 
the  pre ferred shareholders by not pe rm it­
t in g  the  stated cap ita l to  be reduced be­
lo w  th e ir  share in  the assets in  the  case 
o f in v o lu n ta ry  liqu ida tion . They make 
i t  im possib le fo r  the  common sharehold­
ers to  benefit th rough  a declaration and 
paym ent o f dividends out o f the  pa id-in 
surp lus so created. They m ake i t  im ­
possible to  declare div idends from  sur­
p lus created th rou gh  appreciation o f 
fixed assets, excepting in  share dividends, 
and i t  is possible th a t they  m ay ca rry  
th is  s t i l l  fu r th e r  so th a t the  appreciation 
fea tu re w i l l  apply to  a ll assets.
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parties to  the  controversy nam ing  the 
a rb itra to r, o r a rb itra to rs , and agreeing 
to  abide by th e  decision rendered. The 
submission fo rm  also states the  m a te ria l 
facts in  the  controversy. I t  is  signed by 
or on behalf o f each p a rty  and the sig­
natures are du ly  acknowledged by a 
no ta ry  public.
I t  is advisable to  secure the  services 
or assistance o f the  Am erican A rb itra ­
t io n  T rib u n a l so as to  in su re  th a t the 
proceedings w i l l  be p ro pe rly  handled and 
no reason arise fo r  question ing the 
award because o f any ir re g u la r ity . The 
a rb itra to r, or a rb itra to rs , are d u ly  sworn 
to  hear the  evidence in  the  dispute and
decide the  issue fa ir ly .  The parties a r­
range themselves about a table. The a r­
b itra to r, o r cha irm an o f the a rb itra to rs , 
i f  the re  be m ore tha n  one, presides. 
Each p a rty  is called upon to  te ll h is s tory 
in  h is  ow n words, a fte r  be ing du ly  sworn. 
The a rb itra to r  asks such questions as he 
th in k s  necessary to  b r in g  out the  facts in  
add ition  to  the  statem ents made by the 
parties. The d isputants are then asked 
w hether they  have any m ore evidence to  
present. W hen each side feels th a t the 
facts upon w h ich  i t  re lies have been fu lly  
presented, the  hearing  is  closed.
T he  aw ard m ust be presented w ith in  
a s ta tu to ry  tim e  a fte r the  hearing. No 
appeal can be taken as to  the facts i f  the 
case has been p ro pe rly  handled. In  or­
der to  compel the  enforcement o f an a r­
b itra tio n  award, a ll th a t is  necessary is 
to  m ere ly  present to  the  cou rt hav ing 
ju r is d ic tio n  the  a rb itra to r ’s award and 
certa in  o ther legal papers and move the 
court to  confirm  the  aw ard and d irect 
judgm ent thereon. There is no f ilin g  of 
s u it w ith  its  consequent com plexity  of 
pleading. The judge cannot examine the 
m erits  o f the  case on th is  m otion  pro­
ceeding. Unless the re  are certa in  con­
d itions w h ich, when they exist, w i l l  be 
cause fo r  the vacation o r m od ifica tion  of 
the  award, the cou rt w i l l  au tom atica lly  
en ter judgm ent. Such a m otion  does 
not have to  take its  place upon th e  con­
gested cou rt calendar. A nsw er m ust be 
made to  the  m otion  w ith in  a ve ry  short 
tim e, usua lly  about a week.
I f  e ith e r p a r ty  should refuse to  a rb i­
tra te  a fte r  hav ing  signed a v a lid  a rb itra ­
tio n  agreement, a m o tion  in  cou rt m ay be 
made by  the  o ther p a rty  and w ith  the 
same lack  o f delay the  judge w i l l  no t 
on ly  order the  a rb itra t io n  to  proceed, bu t 
w i l l  designate the  a rb itra to r  on beha lf 
o f the  de fau lting  pa rty .
A rb itra t io n  aw ards have been contested 
in  the  courts  a fte r  the decision had been 
rendered, and in  every instance where 
the  proper procedure had been followed, 
the courts have sustained the award.
The costs of a rb itra t io n  are sm all. The 
schedule fixed by  the  ru les o f the  A m e ri­
can A rb itra t io n  Association provides th a t 
each p a rty  sha ll pay a fee of $10.00 when 
the controversy involves a c la im  o f $2,-
000.00 o r unde r; $20.00 when the c la im  is 
from  $2,000.00 to  $5,000.00; and $25.00 
on a ll am ounts over $5,000.00. T h is  
schedule is  in tended to  clover the costs 
o f an a rb itra t io n  where i t  involves but 
one hearing. F o r each ad d itiona l hear­
ing, each p a rty  pays a sum equal to  one- 
h a lf o f the  fee pa id fo r  the o rig in a l 
hearing. M any trade  organizations have 
rules p ro v id in g  th e ir  own schedules of 
a rb itra t io n  fees, bu t the foregoing sched­
ule m ay be considered as representative 
of the  costs of a rb itra tio n .
These fla t charges fo r  service relieve 
the  parties o f a ll deta ils connected w ith  
an a rb itra tio n  proceeding and enable
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them to  have an a rb itra t io n  conducted in  
an o rd e rly  way. Such an arrangem ent 
relieves the  pa rties  o f a ll resp on s ib ility  
in  technica l m atters. I t  also en titles  
them  to  the  use o f a panel of a rb itra to rs  
fo r  the  purpose of m ak ing  a selection, to  
a place fo r  hearings, to  the use o f ru les 
w h ich  they know  to  be in  accordance 
w ith  the  law, to  expert services in  the 
p repa ra tion  o f the  necessary form s, and 
to  c le rica l services in  the na ture  of 
notices, na tion a l service, and other pro­
cedural m atters. In  v iew  o f the fact tha t 
the  parties do not genera lly  engage at­
torneys to  prepare a case fo r  a rb itra tio n , 
i t  is im p o rtan t th a t these m atters be at­
tended to  by some one fa m ilia r  w ith  the 
a rb itra t io n  la w  and w ith  the  practice 
thereunder.
A n  a rb itra t io n  b i l l  was in troduced in  
our leg is la ture  a t the  last session, bu t 
apparently  was never reported out of 
comm ittee. The A m erican A rb itra tio n  
Association has prepared a d ra ft State 
a rb itra t io n  act w h ich  embodies the fu n ­
dam ental p rin c ip le s  established by the 
U n ited  States a rb itra t io n  act, as adapted 
to  State leg is la tive  conditions. Copies of 
th is  d ra ft m ay be obtained fro m  the 
Am erican A rb itra t io n  Association. A  
concerted e ffo rt should be made by the 
business men of th is  State fo r  the pass­
age of such an act d u rin g  the  com ing 
session o f our leg is la ture .
The d ra ft re ferred  to  has been ap­
proved by such organizations as the 
A m erican Bankers Association, the  Am er­
ican Jud ica tu re  Society, the  Association 
o f E lectrag is ts  In te rn a tio n a l, and hun­
dreds of others ju s t as representative of 
the business o f Am erica. M any o rgan i­
zations have proceeded fu rth e r. F o r in ­
stance, the  G ra in  Dealers N a tiona l Asso­
c ia tio n  has fo r  some years made com­
pu lso ry  upon its  members the  a rb itra tio n  
o f th e ir  disputes and the  perform ance of 
the  award of the  a rb itra to rs . I f  any 
m em ber refuses to  a rb itra te  a dispute 
w ith  another member o r refuses to  abide 
by  an aw ard rendered against h im , th a t 
member is  expelled fro m  the  organiza­
t io n  and p ra c tica lly  pu t ou t o f business, 
as th is  Association is dom inant in  its  
field.
A ltho ug h  the  enactment o f a modern 
a rb itra tio n  la w  in  Iow a  w ou ld  fa c ilita te  
the  a rb itra t io n  o f com m ercial disputes 
in  th is  State, I  do not w a n t to  create the 
im pression th a t i t  is  im possib le to  a rb i­
tra te  under ou r present laws. A r t ic le  9 
o f the  Standard Clauses fo r  Proposals ap­
proved by you r Association o f E lec tra ­
gists, In te rn a tio n a l, provides a standard 
fo rm  fo r  in s u rin g  a rb itra tio n , and a rb i­
tra t io n  awards m ay be enforced under 
our present statutes. The enactment o f 
m ore specific le g is la tio n  regard ing a rb i­
t ra t io n  would, however, be o f great ad­
vantage to  the  advancement of th is  mod­
ern and efficient m ethod o f se ttlin g  com­
m erc ia l disputes.
The President o f the  A m erican A rb i­
tra t io n  Association states th a t since the 
beg inn ing o f th a t organ ization, i t  has 
been ve ry  generously assisted by the 
A m erican Bankers Association, The 
A m erican Society o f C ertified  P ub lic  Ac­
countants, the  A m erican In s titu te  o f Ac­
countants, the  N a tiona l Association of 
C re d it Men, and the  N a tiona l Association 
o f Purchasing Agents.
As the  financ ia l r is ks  involved and the 
del ays in c ide n t to  l it ig a t io n  are an un­
s e ttlin g  influence in  the  business s truc­
ture, c red it men and bankers are very 
favorable to  the  use of a rb itra t io n  in  the  
settlem ent o f com m ercia l disputes and 
m any business concerns pro tect th e ir  
c red it by  the  use o f the  fa c il it ie s  fo r such 
a rb itra tio n . I  understand th a t eighteen 
o f the  lead ing departm ent stores are in ­
troduc ing  a rb itra t io n  clauses in  th e ir  
purchase contracts covering about $400,- 
0(70,000.00 annua lly .
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sipp i n o rth  and south o f Memphis, to 
create double the  w a te rfro n t in d u s tr ia l 
area Mem phis now has. La tes t new­
comer was N a tiona l Tube Company, sub­
s id ia ry  o f U n ited  States Steel, w h ich  re­
fuses to  d ivu lge plans, bu t h in ts  a t u l t i ­
mate development la rge r than  any now 
in  Memphis.
W ith  the advance of an in d u s tr ia l 
r iv e r  fro n t, M emphis has launched on 
a program  of c iv ic  beauty clim axed in  a 
rive rs ide  boulevard a lready nearing  com­
p le tion  th a t in  its  u ltim a te  development 
w i l l  p rov ide fo r  M emphis a counterpart 
o f Chicago’s Lake Shore D rive , reaching 
fro m  the  T w in  Bridges n o rth  to  Mem­
ph is ’ loop business d is tr ic t  and south to 
R iverside P ark  a t the  southern c ity  l im ­
its . O ther new parks and new boule­
vards w i l l  connect to  a m a jo r parkw ay 
system th a t w i l l  encirc le the c ity  on a ll 
fo u r sides, l in k in g  Overton P a rk  w ith  
its  a r t ga lle ry , zoological garden, elec­
tr ic a l foun ta ins and g o lf course, w ith  
R ivers ide  and the  w a te rfro n t boulevard.
M em phis isn ’t  a ll business, o f course. 
G olf the year round on seven o f the  
South’s prem ier courses, fish ing  the peer 
o f any in  Am erica  on lakes at M em phis’ 
ve ry  doors, h u n tin g  in  season, 33 parks 
and playgrounds in  a 2,000-acre recrea­
tio n a l system help make Memphis a c ity  
o f charms to  live  in  or to v is i t  casually.
Such is The Am erican Society o f Cer­
tif ie d  P ub lic  Accountan t’s 1931 conven­
t io n  c ity —a t the  crossroads o f the South. 
As a m a tte r o f fact, M em phis has been 
a convention c ity  fo r  centuries untold ,
even before Columbus. W hen DeSoto and 
h is  Spanish w a rrio rs  came to  the  s ite  o f 
Memphis in  1541, he found a m a jo r con­
ven tion  of the  Ch ickasaw Ind ians in  ses­
sion on the shores of the M ississipp i, be­
cause even then, Memphis was a t the 
crossroads of the  South w ith  aborig ina l 
t ra ils  converging here from  m any direc­
tions. F irs t  Spanish, then F rench and 
E ng lish  arm ies knew  it ,  and here b u ilt  
fo rts  to  command the m iddle South, be­
cause they knew  th a t i f  they commanded 
the  crossroads, they had the key to  con­
tro l.
A ndrew  Jackson saw the same th in g  in  
the fu tu re  when he came to  lay out the  
in fa n t c ity  in  1819. So Memphis has 
come fo rw a rd  th rough its  la test cen tury  
s t i l l  ho ld ing  the keys to  the  South be­
cause of its  position at the center o f the 
crossroads, where The Am erican Society 
o f Certified P ub lic Accountants w i l l  come 
next October fo r a glimpse of its  beauty 
and charm.
TALKING SHOP
Continued from page 200 
t is in g  accounts were as w e ll analyzed. 
Can any one te ll us, is M r. Larrabee an 
accountant?
T H E  Harvard Business Review fo r  A p r il 
had a good a rtic le  e n tit le d  “ Be­
com ing a D ire c to r.”  W e have kn o w n  
even a C. P. A . to be begu iled  in to  be­
com ing a d ire c to r o f a co rp o ra tion  
abou t w h ich  he kne w  a lm ost no th in g , 
so we can recom m end th is  a r t ic le  to 
ou r b re th ren , as w e ll as to  the  o rd i­
n a ry  business man. Several good 
th in g s  are  said about accountants and 
au d ito rs  too.
W E  had lu nch  w ith  H u gh  Reber in  
T ren to n , N. J., re ce n tly  and en­
joyed he a ring  h im  te ll abou t h is  m ost 
in te re s tin g  w o rk  in  governm enta l ac­
co u n tin g  a l l over the  map. N a tu ra lly  
he was speaking “ off the  reco rd ,”  and 
because o f the  in tim a te  con tact W hich 
he has had w ith  p o litic ia n s  a ll over, 
w r i t in g  abou t h is  experiences in  lin e  
o f d u ty  is ou t o f the  question : h is 
techn ica l w o rk  is re g u la r ly  p r in te d ; 
i t ’s im p o rta n t, b u t hum an pe rsona lities  
are o f necessity le f t  o u t. H ow ever, a 
State Society o f C. P. A . ’s o r a chap­
te r  the reo f, w h ich  cou ld  persuade M r. 
Reber to  g ive them  a trave logue  w o u ld  
be ve ry  fo rtuna te . “ A  W isconsin Ac­
coun tan t in  P e rs ia ”  w o u ld  go over 
b ig.
“ A P P L IE D  AC C O U N TIN G  P R IN C I­
P LE S ”  by E. R. S anford, C. P. A . 
o f C a lifo rn ia , Professor in  the  U n ive r­
s ity  o f M ontana, is the  la te s t tex tbook 
to  reach us. I t  is good o f its  k in d , b u t
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fa r  fro m  d is tingu ished . There is no 
doub t about the  a u th o r ’s earnest e f­
fo r t  and scho la rsh ip ; b u t in  o u r f ra n k  
op in ion , the p r in c ip a l reason fo r  p u b li­
ca tio n  o f th is  th ic k  vo lum e m ust have 
been the  desire o f the T. Y. C row e ll 
Com pany to get an accoun ting  te x t on 
its  lis t.  The a u th o r appears to  be 
som ewhat ou t o f date abou t the  o rder 
o f pay ing  c red ito rs  in  b a n k ru p tcy  
(page 461) and he m ig h t have said 
som eth ing about decedent’s estates in ­
stead o f re m a in in g  e n tire ly  s ile n t on 
th is  im p o rta n t sub ject. O r don ’t  peo­
ple in  M ontana have any in he ritance  
taxes to pay? O therw ise the  book 
seems a ll r ig h t  fo r  an in te rm ed ia te  
tex t.
T HOSE o f you who read M ichae l 
Cohen’s a rtic le  in  the  June num ber 
(and i f  you d id n ’t, you missed some­
th in g )  w i l l  f ind  the  fo llo w in g , fro m  the 
N. Y. T im es o f June 14th, d o ub ly  in ­
te re s tin g :
“ A lth o u g h  the New Y o rk  Stock E x ­
change m any years ago adopted the 
questionna ire  system by w h ich  i t  keeps 
its e lf  in fo rm e d  as to  the  fina nc ia l 
s tatus o f its  m embers, few  persons in  
W a ll S treet ou tside o f the  brokerage 
houses have ever seen one o f the  
“ fo rm s "  used in  th is  search ing in ­
qu iry . B rie fly , the  questionna ire , w h ich  
m ust be answered no t less th a n  tw ice  
a year, calls fo r  f u l l  in fo rm a tio n  as to 
member firm s ’ bank balances; the to ta l 
am oun t o f m oney bo rrow ed and the 
to ta l va lue  o f c o lla te ra l; the  m a rke t 
value o f nego tiab le  securities in  box 
and tra n s fe r books; the  to ta l o f ledger 
deb it and c re d it balances in  custom ers ’ 
accounts; the to ta l de b it and c re d it 
balances and the to ta l va lue o f long  
and sh o rt securities in  p a rtn e rs ’ ac­
counts; su rp lus  and u n d iv ide d  p ro fits , 
in c lu d in g  balances in  incom e and ex­
pense accounts; the  po licy  observed in  
com p ly ing  w ith  the section o f the  ru les  
w h ich  declares th a t ‘an agreement be­
tween a m em ber and a custom er * * * 
does no t ju s t i fy  the  m em ber in  p ledg­
in g  o r lo an ing  m ore o f such securities 
than is fa ir  and reasonable in  v ie w  o f 
the indebtedness o f said custom er to 
said member,’ and a descrip tion of any 
con tingen t l ia b il it ie s .”































New Ham psh ire 
New Jersey
New M exico 
New Y ork
T H E  C. P. A. thea tre  w i l l  be closed 
fo r  the  summer, a fte r a record break­
in g  ru n . O ld tim e r and Com pany w i l l  
resume th e ir  engagem ent on September 
te n th  and tru s t  th a t the y  w i l l  con tinue  
to deserve the en thus ias tic  pa tronage 
you have given them  in  the past.
In  the  m eanw hile , when in  New 
Y o rk , see T H E  B A N D  W AG O N, the 
best show w e’ve seen in  1931.
N o rth  C aro lina 





P h ilip p in e  Islands 
P orto  R ico 
Rhode Is land 
South C aro lina  
South Dakota
W a lte r K . Sm ith, 317 F irs t  N a tiona l Bank B u ild in g , Mobile. 
Charles E. Naghel, P. O. Box 813, Juneau.
W ill is  H. P lunke tt, A rizona F ire  B u ild ing , Phoenix.
Caddie H . K in a rd , 202 Masonic Temple, E l Dorado.
Reynold E. B loght, 1228 C. C. Chapman B u ild ing , Los Angeles; 
R. W. E. Cole, 210 W est Seventh Street, Los Angeles; B. W. 
Bours, 620 M arke t Street, San Francisco.
W illia m  D. M orrison, F irs t  N a tiona l B ank B u ild ing , Denver.
I r v i l le  A. May, 367 U nion Avenue, W est Haven.
A lfre d  H . Coe, Du Pont B u ild ing , W ilm ing ton .
W ill ia m  Gordon Buchanan, Tower B u ild ing , W ashington;
C. Vaughan Darby, Munsey B u ild ing , W ashington.
W a lte r M ucklow , 1606 B arne tt N a tiona l Bank Bldg., Jacksonville . 
Lew is L . Davis, 1423 A tla n ta  T ru s t Company B u ild ing , A tlan ta .
E. R. Cameron, 307-9 The S. M. Damon B u ild ing , Hono lu lu . 
Jerem iah W. Robinson, F irs t  N a tiona l Bank B u ild ing , Boise. 
George P. E llis , 30 N o rth  La  Salle Street, Chicago; Joseph H. 
G ilby, 105 West Adams Street, Chicago; E r ic  L. K oh le r, 1 La  
Salle Street, Chicago; George W. Rossetter, 33 N o rth  La Salle 
Street, Chicago; H ira m  T. Scovill, 217 Commerce Bldg., Urbana.
H . A. Roney, State L ife  B u ild ing , Ind ianapolis.
S idney G. W in te r, College of Commerce, Iow a C ity .
W illia m  H. M oberly, W heeler-Kelly-Hagny B u ild ing , W ich ita .
Sam W. Eskew, 1128 In ter-S outhern  B u ild in g , Lou isv ille .
E m ile  B ienvenu, 417 Masonic Temple, New Orleans.
R ichard  M. M ille tt, 513 Chapman B u ild ing , Portland.
E dw ard J. Stegman, 1214 C ontinenta l B u ild ing , Baltim ore .
Roscoe H. Belknap, 100 Summer Street, Boston; E dw in  L. Pride, 
40 Centra l Street, Boston; Charles F. Rittenhouse, 89 State 
Street, Boston.
Thomas H. Evans, D ime Bank B u ild ing , D e tro it; C arly le  E. 
Mounteer, 1664 F irs t  N a tiona l Bank B u ild ing , D e tro it; M ervyn
B. W alsh, 120 Madison Avenue, D e tro it.
W ill ia m  R. Thompson, 710 T o rrey  B u ild ing , D u lu th .
Lew is E. Crook, 1007 Threefoot B u ild ing , M erid ian.
P a rry  Barnes, Pioneer T ru s t B u ild ing , Kansas C ity.
Tie.
John W. H igh , 507 M edical A rts  B u ild ing , Omaha.
George K . Edler, Reno N a tiona l Bank B u ild ing , Reno.
Clarence I. D rayton, 1015 E lm  Street, Manchester.
Charles L . Hughes, 120 G arrison Avenue, Jersey C ity ; James F.
Welch, 129 M arke t Street, Paterson.
Fred R. Gould, Sunshine B u ild ing , Albuquerque.
A lexander S. Banks, 21 W est Street, New Y ork  C ity ; James F. 
F a rre ll, 110 W ill ia m  Street, New Y ork  C ity ; J. S. M o rris  Good­
loe, 165 Broadway, New Y o rk  C ity ; Leo G reendlinger, 13 A sto r 
Place, New Y o rk  C ity ; Joseph J. K le in , 19 W est 44th Street, 
New Y o rk  C ity ; M a rt in  K o rtjo h n , 10 East 40th Street, New Y ork  
C ity ; W ill ia m  M. Lybrand, 90 Broad Street, New Y ork  C ity ; 
F red L. M ain, 1 W a ll Street, New Y o rk  C ity ; A r th u r  H . Rosen­
kam pff, New Y o rk  U n ive rs ity , W ashington Square, New Y o rk  
C ity ; Norm an E. Webster, 50 Broadway, New Y ork  C ity ; John R. 
W ildm an, 15 Broad Street, New Y o rk  C ity .
George H. Em ery, 401 Stearns B u ild ing , Statesville .
E dw ard W. Brady, C liffo rd  B u ild ing , G rand Forks.
C. C. McConkie, P la in  Dealer B u ild ing , C leveland; W a lte r D. W all, 
44 W est Gay Street, Columbus.
B urney R. Clack, 310 Roberts B u ild ing , Tulsa.
Ray H. Lesher, G uaranty B u ild ing , Portland.
E rnest Crowther, 239 F o u rth  Avenue, P ittsb u rg h ; Horace P. 
G riffith , Bankers T ru s t B u ild ing , P h ilade lph ia ; E dw ard P. 
Moxey, Jr., 1416 Chestnut Street, P h ilade lph ia ; Clarence L. 
T urner, 820 P erry  B u ild ing , P h iladelph ia .
No election.
Jose P. Gorbea, P. O. Box 1234, San Juan.
Thomas V. Barb, 611 H osp ita l T ru s t B u ild ing , Providence.
M a rt in  T. Powers, Broad & Church Streets, Charleston.
C. O. Quickstad, 205 G ranite  Block, W atertow n.
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Tennessee E dw ard S. E ll io t t ,  Bank of Commerce & T ru s t B u ild ing , Memphis.
Texas W ill ia m  M. A ikm an, 901 M ilam  B u ild ing , San Antonio.
U tah L in co ln  G. K e lly , W a lke r B ank B u ild in g , S a lt Lake C ity.
V erm ont Charles F. Brooks, 99 East State Street, M ontpelier.
V irg in ia  A. Lee Raw lings, Law  B u ild ing , N o rfo lk .
W ashington W ill ia m  McAdam, 461 E m p ire  B u ild ing , Seattle.
W est V irg in ia  N athan G. Som erville, 1017 T w e lfth  Street, H un ting ton .
W isconsin C arl E. Dietze, 213 W est W isconsin Avenue, M ilwaukee.
W yom ing W ill ia m  B. Haselm ire, 211 Consolidated R oya lty  B u ild ing , Casper.
STATE SOCIETY NEWS
C A L IF O R N IA  
The officers and d irectors of the C a li­
fo rn ia  State Society of Certified Pub lic 
Accountants, elected at the annual meet­
in g  held on June 13, are as fo llow s: Pres­
ident, W a lte r K . M itc h e ll; V ice President, 
James E. Ham m ond; Vice President, M el­
v in  D. W ilson ; Secretary-Treasurer, B. 
W. Bours; D irectors, E. B. Cassidy, John
F. Forbes, W. C. Graves, J. K . G regory 
and H. E dw in  Nowell.
D IS T R IC T  OF C O LU M B IA  
The In s t itu te  o f C e rtified  P u b lic  Ac­
countants held its  annual m eeting in  
room s G and H  o f the  U n ited  States 
Cham ber o f Commerce on M onday a f­
te rnoon , June 15.
R eports  were presented by ou t-go ing  
p res iden t D w ig h t N. B u rn h a m  and the 
S ecre tary-T reasu rer, Oscar J. B e rn ­
ste in . R egu la r com m ittee  rep o rts  were 
file d  a fte r  w h ich  the  annua l e lection 
occurred. James B. G rice and Oscar J. 
Ber nste in  were elected m em bers o f the 
B oard  o f G overnors fo r  a pe riod  of 
th ree  years; H a ro ld  S. R oberts was 
elected a m em ber fo r  one year to f i l l  
a vacancy and re t ir in g  p res iden t B u rn ­
ham au tom atica lly  succeeded h is pred­
ecessor, H ow ard  C. Beck, as a m em ber 
o f the  Board.
F o llo w in g  the  business m ee ting  the 
B oard  organ ized by the e lection  o f 
James B. G rice as p resident, Oscar J. 
B e rns te in  as V ice -P res iden t and W ayne 
K e n d r ic k  as S ecre tary-T reasu rer.
A t the  conclusion o f the  a fte rn oon  
m ee ting  seven auto loads o f mem bers 
ad jou rned  to  the  V irg in ia  fa rm  o f 
W ayne K e n d r ic k  where they  were his 
guests a t a m ost en joyab le  p icn ic  
supper.
F LO R ID A  
A t the  annual m eeting of the F lo rida  
In s titu te  of Accountants, held at the 
Hote l M cA llis te r, M iam i, on June 19 and 
20, the fo llo w in g  officers were elected: 
President, B. E. James, of Jacksonville ; 
F irs t  V ice President, Jack Gunby, Jack­
sonv ille ; Second Vice President, O. W. 
Boyd, W est Palm  Beach; T h ird  Vice 
President, J. B. Asher, O rlando; Secre­
ta ry , Chas. H. Goodrich, Jacksonville ; 
Treasurer, Geo. A. Cassatt, St. Petersburg.
GEORGIA 
The Georgia State Society of Certified 
Pub lic Accountants met in  annual session 
on May 29, 1931, a t the  Ansley Hotel, 
A tlan ta , at w h ich  tim e  officers fo r  the en­
suing year were elected as fo llow s: P resi­
dent, T. J. O’B rien, of Savannah; Secre­
ta ry , S. T. Lee, of Savannah; Treasurer, 
W. J. Carter, of A tlan ta . Trustees elected 
fo r  tw o years were: H . H. H unt, o f A t­
lanta, U. A. M orton, of A tlan ta , and R. L. 
Ho lland, of Savannah.
The A tlan ta  Chapter of the Georgia 
Society has elected as officers: T. G. 
Douglas, C hairm an; N. D. Cann, F irs t 
Vice C ha irm an; H . H. Gardner, Second 
Vice C hairm an; L. F. Bennett, Treas­
u re r; and J. P. Peterson, Secretary.
The Accountants Club of A tla n ta  is o f­
ficered by: L. L. Davis, P resident; M. F. 
P ixton , V ice P resident; L. F. Bennett, 
T reasurer; and H . L . D ix, Secretary. 
M any A tla n ta  accountants belong to  both 
organizations.
IN D IA N A  
The Board of D irectors of the Ind iana  
Association of Certified P ub lic  Account­
ants met in  special session on June 13,
1931, and elected as President of the As­
sociation H a rry  Boggs, C. P. A., to  f i l l  the 
vacancy caused by the  res ignation  of J. 
C. O live, who is m oving fro m  Ind ianap­
olis to Chicago. J. Gardner W ilson, C. 
P. A., was elected to  serve the  unex­
p ired te rm  of M r. O live as a member of 
the Board of D irectors.
M A R Y LA N D  
A t the annual m eeting of the M ary­
land Association o f Certified Pub lic Ac­
countants, held on June 11, 1931, the  fo l­
lo w in g  officers were e lected: President, 
Charles W. S m ith ; V ice President, H enry
G. B u rke ; S e c re ta ry , Charles W. Amos; 
Treasurer, F. E a rle  Reuwer; A ud ito r, 
Raymond A. Rapp; Trustees a t Large, 
H erbe rt G. Grieb, W ill ia m  A. Stone and 
W illia m  R. W alter, Jr.
M IC H IG A N  
A t the  annua l m ee ting  of the  M ich ­
igan A ssoc ia tion  o f C e rtified  P u b lic  
A ccountan ts, he ld  on June 18, 1931, a t 
the  C ad illac A th le t ic  C lub, D e tro it, the 
fo llo w in g  officers and d irec to rs  were 
elected fo r  the  te rm  end ing  June 30,
1932: P res ident, F ranc is  E. Ross, 
A nn  A rb o r ; V ice -P res iden t, L u d v ig  
C orfitz  N ie lsen, B a tt le  C reek; Secre­
ta ry , C ornelius J. Lynch, D e tro it; Treas­
u re r, A lfre d  W . W ra y ; A u d ito r , E dgar 
W . W hee le r; D irec to rs , W ill ia m  H. 
B a ll, W ill ia m  M. Ferguson and W il­
lia m  E. Isenberg , o f D e tro it.
M ISSOURI 
The M issouri Society of Certified Pub­
lic  Accountants held its  annual m eeting 
on June 12, 1931, and elected officers as 
fo llow s: President, P rocto r H . K e rr, of 
Kansas C ity ; F irs t  V ice President, Gus
V. K e lle r, St. Lou is ; Second Vice Presi­
dent, W. A. Helm , St. Lou is ; Secretary, 
W. E. B a ird , Kansas C ity ; T reasurer, Ed­
w ard F raser; D irectors, P rocto r H . K e rr, 
Kansas C ity , L . W . T racy , St. Louis, John 
W. Snider, St. Louis, W. E. B a ird , K an­
sas C ity , and F. A. Sm ith, Kansas C ity.
OREGON
The election of d irectors and officers of 
the Oregon State Society of Certified 
P ub lic  Accountants, held at th e ir  annual 
m eeting on Wednesday, June 10, 1931, 
resulted as fo llow s: D irectors, Lou is D. 
K o rk , J. W. Hanks, H . W. M cIntosh and 
Conda J. Ham, elected fo r tw o  years; J.
G. G illingham , E. S. Farnand and E N. 
Hoff, elected fo r  one year. President, 
Louis D. K o rk ; V ice President, J. W. 
H a n ks ; Secretary, H . W . M c In tosh ; 
Treasurer, J. G. G illingham .
W A SH IN G TO N  
The Seattle Chapter o f the  W ash­
in g to n  Society o f C e rtified  P u b lic  A c­
countan ts has elected officers fo r  the  
ensuing yea r as fo llo w s : P res ident, 
E m il P. J a rv is ; V ice -P res iden t, Lou is  
E. S m ith ; S ecre tary-T reasurer, Samuel
E. F rie d m a n ; D irec to rs , C. E . A le x ­
ander, H a ro ld  L . S co tt; A u d ito r , Charles 
L. S tickney, J r.
A t the  May 27th m eeting of the Seattle 
Chapter of the W ashington Society of
C. P. A ’s, the  subject fo r  discussion was 
“ P riv ileged  Com m unications as Affect­
in g  Accountants.”  Samuel F. Racine was 
in  charge.
A t the m eeting on June 3, the fina l 
settlem ent of the Touche-Niven vs. U ltra ­
mares case was discussed. John E. 
Chambers presided.
The Spokane Chapter has elected 
H o w ard  S. B e ll, P res iden t; R. J. W o r t­
man, V ice -P res iden t; F red  Siegel, Sec­
re ta ry -T re a su re r; A . W . M o rr is , and 
L. F. R e inha rd , D ire c to r; and W a lte r
E. B lack, A u d ito r .
W ISC O N SIN 
A  special m eeting of the W isconsin So­
c ie ty  was held a t the  A thearn  H ote l, 
Oshkosh, on May 25, 1931, w ith  an attend­
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a n ce  of a b o u t  fifty  m em b e rs  a n d  g u ests .
F o llo w in g  d in n e r  a  p a p e r, p re p a re d  by  
M r. Isa a c  T o rg eso n , C a sh ie r  o f th e  K e l­
lo g g  C itiz en s  N a tio n a l B a n k  of G reen  
B ay , w a s  re a d  by  I. P . S m ith , o f G reen  
B ay, d u e  to  M r. T o rg eso n ’s in a b i l i ty  to  
be p re se n t. E n ti t le d  “ W h a t th e  B a n k e r  
E x p ec ts  of th e  A c c o u n ta n t,” th e  p a p e r  
p ro v o k ed  a  v a r ie ty  o f d isc u ss io n  by  a  
n u m b e r of b a n k e rs  w h o  w e re  g u e s ts  as 
w e ll a s  m em b e rs  of th e  soc ie ty .
R e p o rts  w e re  h e a rd  fro m  W illia m  
C h a rle s , C h a irm a n  of th e  B a n k in g  C om ­
m itte e , a n d  B. A. K ie k h o fe r, C h a irm a n  
of th e  L e g is la tiv e  C o m m ittee , w h o  re ­
p o rte d  on th e  v a r io u s  a c c o u n tin g  b ills  
a n d  a m e n d m e n ts  w h ic h  h a v e  b een  in t r o ­
d u ced  in  th e  W isco n s in  L e g is la tu re  r e ­
cen tly .
L E G ISL A T IO N
T h e  o n ly  a c c o u n tin g  le g is la tio n  p a sse d  
in  th e  C a lifo rn ia  A ssem b ly  w a s  a  b ill  in ­
c re a s in g  th e  a n n u a l  r e g is t r a t io n  fee  of 
C e rtified  P u b lic  A c c o u n ta n ts  f ro m  o ne  to  
five d o lla rs . T h e  b ill  w a s  s ig n e d  b y  th e  
G o v e rn o r J u n e  19.
T h e  W isco n s in  L e g is la tu re  a d jo u rn e d  
on  J u n e  27 w ith o u t  p a s s in g  a n y  b ills  re ­
la t in g  to  acc o u n ta n c y . D u r in g  th e  se s­
s io n  fo u r  d iffe re n t b ills , s u b s ti tu te s  a n d  
s u b s t i tu te  s u b s ti tu te s , w e re  b e fo re  th e  
le g is la tu re  in  som e fo rm . Som e w ere  
w ith d ra w n , o th e rs  w e re  a m e n d ed  and  
o th e rs  w ere  in d e fin ite ly  postp o n ed .
S h o r tly  a f te r  th e  F lo r id a  L e g is la tu re  
con v en ed , a  b ill w a s  in tro d u c e d  w h ic h  
in  effect m a d e  n u ll  a n d  v o id  th e  p re se n t  
re g u la to ry  law . T h is  b ill  w a s  k ille d  in  
C o m m ittee .
T h e  F lo r id a  I n s t i tu te  of A cco u n ta n ts  
d ra f te d  a  b ill  d e s ig n ed  to  c o rre c t c e r ta in  
te c h n ic a li t ie s  in  th e  p re s e n t  la w  a n d  th e  
b ill w as in tro d u c e d  in to  th e  S en a te . An 
e ffo rt w as m ad e  in  th e  S e n a te  to  a t ta c h  
a  m a n d a to ry  w a iv e r  c lau se . T h is  e ffo rt 
fa iled . T h e  b ill w a s  p a sse d  s u b s ta n tia l ly  
in  th e  o r ig in a l fo rm . I t  cam e  u p  fo r  con­
s id e ra t io n  in  th e  H o u se  n e x t  to  th e  la s t  
d a y  o f th e  se ss io n  a n d  a n  a m e n d m e n t w as 
offered  r e q u ir in g  th e  B o a rd  t o  issu e
C. P . A. c e r tif ic a te s  to  a ll m em b e rs  of th e  
A m e ric an  L eg io n  of good m o ra l c h a ra c te r  
a n d  to  a ll  p e rso n s  e n ro lled  to  p ra c t ic e  
b e fo re  th e  U. S. T re a s u ry  D e p a r tm e n t 
w h o  h a v e  h a d  e ig h t  y e a rs  s u b s ta n t ia l  
a c c o u n tin g  e x p e r ien c e  a n d  w h o  h a v e  r e ­
s id ed  in  F lo r id a  fo r  five y e a rs . I n  b o th  
cases a  p e rio d  o f t h i r t y  d ay s  w as g iv en  
fo r  a p p lic a tio n s  fo r  c e r tif ic a te s  to  be 
m ad e  u n d e r  th e  law . T h e  H o u se  p assed  
th e  b ill  w i th  th e s e  a m e n d m e n ts . T h e  
S e n a te  co n cu rre d , a s  is  u su a lly  d o n e  in  
c lo s in g  sess io n s . On re q u e s t of F lo r id a  
a c c o u n ta n ts , T h e  A m e ric a n  S o c ie ty  filed 
a  te le g ra p h ic  p ro te s t  to  G o v e rn o r C a rlto n  
a n d  th e  S e c re ta ry  of th e  S o c ie ty  th e n  
filed a  fo rm a l p ro te s t  b r ie f . T h e  Gov­
e rn o r  p e rm it te d  a  h e a r in g , a tte n d e d  by
re p re se n ta t iv e s  of th e  F lo r id a  I n s t i tu te  
o f A c co u n ta n ts . T h e  sp o k e sm a n  fo r  th e  
a c c o u n ta n ts  in  th e  h e a r in g  w as G eorge
H . F o rd , a  m em b e r of th e  F lo r id a  S ta te  
B o a rd  of A cco u n tan cy . L eg io n  officials 
of F lo r id a  h a d  n o t sp o n so red  th e  a m e n d ­
m e n t a n d  d id  n o t  a p p ro v e  of it ,  fe e lin g  
th a t  i t  w as m e re ly  a n  effo rt o n  th e  p a r t  
of so m e  d isg ru n tle d  in d iv id u a ls  “to  h id e  
b e h in d  th e  s k i r t s ” of th e  L eg ion .
In  v e to in g  th e  b ill, G o v e rn o r C a rlto n  
m ad e  th e  fo llo w in g  specific  re fe re n c e s  to  
th e  a m en d ed  p o r t io n  to  w h ic h  h e  ob­
je c ted :
“ S ec tio n  30, w h ic h  w a s  a p p a re n tly  in ­
tro d u ce d  b y  w a y  of a n  am e n d m en t, se ts  
up  a r b i t r a r y  s ta n d a rd s  w ith o u t  re g a rd  
to  th e  te c h n ic a l r e q u ire m e n t of a  certified  
p u b lic  a c c o u n ta n t a n d  acco m p lish ed  re ­
su lts  e v id e n tly  n e v e r  in te n d e d  b y  th e  b ill  
a n d  v ir tu a l ly  d e s tro y s  i t s  p u rp o se s .
“ S ec tio n  30 p ro v id e s— "The h o a rd  sh a ll  
issu e  a  ce rtif ic a te , a u th o r iz in g  th e  h o ld e r  
th e re o f  to  p ra c tic e  a s  a  ce rtif ied  p u b lic  
a c c o u n ta n t, to  a n y  m em b er of th e  A m e ri­
c a n  L eg io n  of good m o ra l c h a ra c te r  o r to  
a n y  p e rso n  e n ro lle d  t o  p ra c t ic e  w ith  th e  
U n ite d  S ta te s  T re a s u ry  D e p a rtm e n t, w h o  
h a s  h a d  e ig h t  ( 8 ) y e a rs  s u b s ta n t ia l  ac­
c o u n tin g  e x p e rien c e  a n d  w h o  h a s  b een  a  
r e s id e n t  of th e  S ta te  o f F lo r id a  fo r  5 
y e a rs ;  p ro v id ed  t h a t  su c h  p e rso n s  a p p ly  
to  th e  b o a rd  fo r  su c h  c e r tif ic a te  w ith in  
t h i r t y  (30) d ay s su b seq u e n t to  th e  p a s­
sag e  o f  th is  a c t.’
“U n d e r th e  f irs t c la ss if ica tio n , m em b e r­
sh ip  in  th e  A m e ric an  L eg io n  a n d  a  good 
m o ra l c h a ra c te r  a re  th e  o n ly  re q u ire ­
m en ts . T h ese  a re  m o st w o r th y  q u a lifica ­
tio n s  b u t  do n o t m ee t th e  p ro fe ss io n a l 
s ta n d a rd s  of a  c e rtif ie d  p u b lic  a c c o u n t­
a n t  a n y  m o re  th a n  th e y  w o u ld  p re p a re  
one fo r  th e  p ra c t ic e  o f  law , m ed ic in e , en ­
g in e e r in g , o r  a n y  o th e r  p ro fess io n .
“U n d e r  th e  second  c la ss if ica tio n  one 
m ig h t  b e  a d m itte d  to  p ra c t ic e  w ith  th e  
U n ite d  S ta te s  T re a s u ry  D e p a r tm e n t a n d  
h a v e  e ig h t  y e a rs  e x p e rien c e  w ith  five 
y e a rs  re s id e n c e  in  F lo r id a  a n d  y e t be  fa r  
sh o r t  of th e  s ta n d a rd s  of a  ce rtif ied  p u b ­
lic  a c c o u n ta n t.
“ I n  th e  th i r d  p lace  i t  p ro v id es  t h a t  o ne  
t a k in g  a d v a n ta g e  of th e s e  ex em p tio n s  
m u s t  a p p ly  w ith in  t h i r t y  d ay s  su b seq u e n t 
to  th e  p a ssa g e  o f th is  a c t. I f  th e s e  p ro ­
v is io n s  a r e  good, i t  is  u n n e c e ssa ry  to  l im it  
t h e i r  a p p lic a t io n  to  t h i r t y  d ay s  w ith in  
w h ic h  few  p eo p le  w ill le a rn  of th em . T he  
b ill m ig h t  s e rv e  c e r ta in  in d iv id u a ls  o r 
c e r ta in  c la sses  w h o  m ig h t  k n o w  of th is  
p ro v is io n  a n d  y e t  b e  o f  l i t t l e  a d v a n ta g e  to  
t h e  a p p lic a n ts  a s  a  w h o le  a n d  w o u ld  c e r­
t a in ly  r e s u l t  in  lo w e rin g  th e  s ta n d a rd s  
of th e  p ro fe s s io n  o f a cc o u n ta n c y .”
A  sp e c ia l s e ss io n  o f th e  le g is la tu re  w as 
co n v en ed  im m e d ia te ly  a f t e r  th e  close of 
th e  r e g u la r  sess io n . T h e  G o v e rn o r’s  v e to  
h a v in g  b e en  m ad e  w ith in  th e  p re sc r ib e d  
lim it  o f t im e , w a s  c o n s id e re d  b y  th e  
S e n a te  a n d  th e  v e to  w as su s ta in e d .
L a te r  th e  b ill , a s  p re p a re d  b y  th e  
F lo r id a  I n s t i tu te  of A c co u n ta n ts , w a s  in ­
tro d u c e d  in  th e  sp e c ia l s e ss io n  w ith  a n  
a m e n d m e n t w h ic h  i t  is  u n d e rs to o d  w ill 
p e rm it  th e  r e g is tr a t io n  of th re e  a c c o u n t­
a n ts  w ho  n eg le c te d  to  r e g is te r  w h en  th e i r  
o r ig in a l r e g u la to ry  law  w as  p a sse d  in
1927. T h is  b ill  w a s  p a sse d  a n d  h a s  been  
s ig n ed  b y  th e  G o v ernor.
STATE BOARD NEWS
OKLA HOM A 
T h e  G o v e rn o r of O k lah o m a  h a s  a n ­
n o u n ced  th e  fo llo w in g  a p p o in tm e n ts  to  
th e  B o a rd  of A cco u n tan cy  u n d e r  th e  p ro ­
v is io n s  of th e  n e w  acc o u n ta n c y  law : W .
I. N ich o lso n , J r . ,  of T u ls a ;  W . J . L aw , of 
A rd m o re ; C has. A. W rig h t , M uskogee, 
a n d  H . C. H a m m o n d s , O k la h o m a  C ity . A 
f if th  m em b e r of th e  B o a rd  is  y e t  to  be  
a p p o in te d .
N E W  H A M P S H IR E  
J o h n  E . S u lliv a n , fo rm e r  B a n k  C om ­
m is s io n e r  a n d  b y  v i r tu e  of t h a t  office a  
m em b e r of th e  S ta te  B o a rd  of A cco u n t­
ancy , h a s  te n d e re d  h is  re s ig n a tio n  a n d  
h a s  b e en  a p p o in te d  S ta te  In s u ra n c e  Com ­
m is s io n e r . W illa rd  D. R a n d  h a s  b een  
a p p o in te d  to  th e  B a n k  C o m m iss io n e r­
sh ip . M r. R a n d  m a jo re d  in  a cc o u n tin g  
a t  B o sto n  U n iv e rs ity . L a te r  h e  ta u g h t  
a c c o u n tin g  in  B u r d e tt  C ollege, B oston . 
H e  h a s  b e en  a sso c ia te d  w ith  tw o  a c c o u n t­
in g  o rg a n iz a t io n s  in  B o sto n  a n d  one in  
C oncord .
N E W  JE R S E Y  
A n n o u n c em e n t h a s  b een  m ad e  b y  th e  
G o v ern o r of N ew  J e rs e y  of th e  re a p p o in t­
m e n t of Ja m e s  F . H u g h e s  a s  a  m em b er of 
th e  N ew  Je rse y  S ta te  B o a rd  o f P u b lic  
A c co u n ta n ts .
V IR G IN IA  
W . L. E lk in s , of R ich m o n d , h a s  been 
a p p o in te d  b y  G o v e rn o r P o lla rd  a s  a  m em ­
b e r  of th e  V irg in ia  S ta te  B o a rd  o f Ac­
c o u n ta n c y  to  succeed  J . A. L each , J r .  A. 
L ee R a w lin g s , of N o rfo lk , a n d  C. S. G olds­
to n , of R ich m o n d , D r. W m . L. P r in c e , of 
th e  U n iv e rs i ty  of R ich m o n d  a n d  Jo h n  
G a lleh er, E sq ., of L eesb u rg , w e re  r e ­
a p p o in te d  a s  m em b e rs  of th e  B o ard .
W YOM ING 
T h o m as E . R o g ers , o f G reen  R iv e r , 
W y om ing , h a s  su cceed ed  E . D. H isk e y  
a s  a  m em b er of th e  S ta te  B o a rd  o f Ac­
c o u n ta n c y  of th e  S ta te  o f W yom ing .
Classified Advertisements
N E W  Y O R K  A C C O U N T IN G  F I R M  d e s ir e s 
t o  fo r m  p r o f e s s io n a l  c o n n e c t io n  W ith  
a c c o u n t in g  f ir m s  o f  o t h e r  c i t i e s  in  o r d e r  
t o  h a n d le  lo c a l  w o r k . (C e r t if ie d .)  A d ­
d r e s s  T H E  C E R T I F I E D  P U B L IC  A C ­
C O U N T A N T , B o x  K -2 5 7 .
Reasons w hy the NEW REMINGTON
is the M ost M odern o f A ccounting M achines
1 . E lectric alphabet k eys.
2 . E lectric num eral keys.
3 .  E lectric lin e  spacer.
4 . E lectric carriage return.
5 . Front feed.
6. V ertical and horizontal com putation.
7. A utom atic p ro o f o f  accuracy.
8 .  F u ll synchronization  o f  c o m p u t in g  d e v ic e s  and p rin ting  
m echanism .
9 . N o n eed  o f  m ental com putation  . . .  R em edy o f  error is  s im ple.
10 . Credit balances prin t red,—follow ed  by CR sym bol . . .  even  
identified  on  carbon copies.
1 1 . O perating sim plicity  and speed.
1 2 . A ll en tries m ade are p la in ly  v isib le  . . .  n o  carriage raising, 
n o  guessing.
1 3 . A m ounts and descriptive en tries m ay be typed anyw here on  
the sheet.
1 4 . A s in g le  depression  o f  th e date k ey  prints m onth , day and  
year w herever wanted.
1 5 . O nly ten  num eral keys, e lim in atin g  ted iou s co lu m n  selection .
1 6 . T abulating keys . . . con ven ien tly  located  . . . are released  
w ith  a downward pressure.
1 7 . N o dup lication  o f  figure keys . . . th e  keyboard confined to  
an area n o  larger than  a typew riter keyboard.
The new Remington com pletely electrified Accounting  
Machine has been developed by Remington Rand so that 
accounting may keep pace w ith modern business.
N o other accounting device has so definitely simplified and 
reduced the cost o f operating records.
Its many electrically powered and genuinely automatic 
features cut operating tim e and make accounting work 
simpler, easier, more definitely accurate, and less costly.
Let the Remington Accounting Machine man in your local­
ity  tell you more about the new Remington Electrified  
Accounting Machine, and how it provides a new, practical 
m ethod o f automatic accounting. » » The coupon is fo r  
yo u r convenience. » » Accounting M achine D ivision , Rem­
ington Rand Business Service, Buffalo, New York. Offices 
in  all principal cities.
Remington Rand
Please have your local representative call and give me 
more details about the new Remington.
Nam e 
Address-
C. P . A .— 7
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BURROUGHS  
T y p e w r i t e r  b o o k k e e p i n g  
M a c h i n e
S P E E D S  U P  T H E  W O R K  A N D  
C U T S  B O O K K E E P I N G  C O S T S
T h o u san d s  of firm s find th a t  B u rro u g h s 
T ypew rite r B ookkeeping M ach ine  n o t only  
fu rn ish e s  n e a te r , m o re  a c c u ra te  records 
a n d  sim plifies a n d  speeds u p  bookkeeping , 
b u t  a lso  c u ts  bookkeep ing  costs.
For, besides p o s tin g  ledger, s ta te m e n t 
a n d  fu ll-w id th  jo u rn a l (or an y  o th e r  com ­
b in a tio n  of re la ted  records) a t  one tim e , i t  
p e rfo rm s m a n y  o p e ra tio n s  au to m a tic a lly .
I t  is  e s p e c ia l ly  
designed  to  h a n d le
acco u n ts  receivable, B u r r o u g h s
a cc o u n ts  payab le , g en era l ledger, d is tr i­
b u tio n , payro ll, s to ck  records a n d  s im ila r  
a cc o u n tin g  w ork. C an  be fu rn ish e d  in  a  
varie ty  of m odels fo r d is tr ib u tio n  to  a n y  
n u m b e r  of c lassifica tions u p  to  tw en ty .
Call th e  local B u rro u g h s  office fo r com ­
p le te  i n f o r m a t io n  o r  a  d e m o n s t r a t i o n  
w ith o u t o b lig a tio n  o n  y o u r p a r t  . . .  o r 
w r i te  to  B u r r o u g h s  A d d in g  M a c h in e
C o m p a n y ,  6 4 0 7  
S econd B oulevard,
D e tro it, M ich ig an .
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THE CERTIFIED
To those who 
plan to take 
the next C.P.A. exam ination
I N  addition to  its regular Course, the International 
A c c o u n ta n ts  S o c ie ty , I n c .,  
o f f e r s  a s p e c ia l  C o a c h in g  
Course for Accountants who 
are planning to  take the C. P . 
A . Exam ination.
T his Course will be supplied  
on ly  to  those who are already 
c o m p e te n t  a c c o u n ta n ts ,  as 
n o attem p t is m ade to  teach  
g e n e r a l  a c c o u n t in g  in  th is  
c o u r s e .  T h e  in s t r u c t io n  is  
pointed  directly a t the C. P . 
A . Exam ination.
S o m e t h in g  m o r e  th a n  a 
k n o w le d g e  o f a c c o u n tin g  is  
necessary to  insure success in  
t he exam ination room.
S olv ing  exam ination  prob­
lem s is vastly  different from  
t h e  u s u a l  w o rk  o f m a k in g
P a rticu la rly  n otew orth y  
fea tu res o f  the tra in in g  are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts
Elaborate explanations and comments 
th a t include, in addition to  the finished 
statem ents or solutions, such items as 
suggestions for “Notes to  the Exam iner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a  C. P . A. or an A. I. A. examina­
tion, or (2) specially prepared to  train  
the  candidate in handling certain points 
likely to  be encountered in the  examination.
Personal correction, criticism, and grad­
ing of every examination paper by  a  
Certified Public Accountant who has him­
self passed the C. P . A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty  of the 
International Accountants Society, Inc.
audits, installing system s, or 
c o n d u c tin g  in v e s t ig a t io n s .  
M any m en w ith  little  or no 
practical experience can solve  
C. P . A . problem s rea d ily —- 
m a n y  o th e r s  w ith  y e a r s  of 
experience flounder p itifully  in 
the exam ination room. W H Y?  
T he candidate is required to  
work at top speed. H e m ust 
work with lim ited information. 
H e h as to  co n str u c t d e fin i­
tions. Very often it  is neces­
sary for him  to  use unusual 
working sheets.
T h e  C . P . A . C o a c h in g  
Course given  by the Interna­
tio n a l A cco u n ta n ts  S o c ie ty , 
I n c .,  p rep a res y o u  to  m eet  
such conditions. T he fee is $42, 
and the text consists of tw enty  
lessons.
A S P E C IA L  booklet, “How to Prepare fo r  the C. P . A . E xam ination , ” is  now ready fo r  those who are interested. For a free copy, ju s t write your name and address below and m ail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y , I nc.
A D ivision o f  the ALEXANDER HAM ILTON IN STITU TE
To the International Accountants Society, Inc., 8411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the C. P . A. Exam ination,” 
which describes your special Coaching Course for Accountants.
Nam e............................. ........................................................... Company.
Address ......... .......................... ....................... .............................. ........... ..
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
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“Make no little plans; they have no magic to stir 
men’s blood, and probably will not be realized. Make 
big plans. . . . Rem em ber that our sons and grand­
sons will do things that would stagger us.”
— D a n ie l  H . B u r n h a m .
PRESIDENT’S COLUMN
THE MEMPHIS MEETING
THE success of any national meeting depends largely upon two primary conditions:
First— Program; Second— Attendance.
The American Society of Certified Public Account­
ants has been most fortunate during its ten years of 
existence in having programs for its annual meetings 
which have been interesting, instructive, and a stim­
ulus to those who attend to work for the advance­
ment of the profession. Consider for the moment 
the value of the following which were part of last 
year’s program.
Committee Reports: Arbitration, Education, Nat­
ural Business Year, State Legislation, State Rela­
tions, Federal Legislation, Classification of Account­
ancy Services.
Addresses: Arbitration of Commercial Disputes, 
Costs Allocation, Budgets, Accountants Responsi­
bility.
Round Table Discussions: Regulatory Legislation, 
Examinations, State Society Programs, Ethics.
A  program, no matter how well planned, must have 
attendance. The attendance in the past has been 
gratifying. Certified public accountants, whether 
members or not, cannot afford to miss these annual 
meetings. They are planned for your benefit. Mem­
bers of the profession lose many possible advantages 
by non-attendance.
The social side of our meeting has been most de­
lightful and entertaining. Those attending have been 
the recipients of a type of hospitality which has al­
ways been the finest possible.
The remuneration for attending a convention does 
not evidence itself in specific tangible matters, but 
it does pay dividends. Ask those who attend from 
year to year.
Memphis is planning a great program for the ac­
counting profession. Committees are hard at work 
in an unselfish desire to make this one of the greatest 
meetings known in the history of our profession.
I urge you to attend, plan to participate in its pro­
gram and enjoy the hospitality of the City of Mem­
phis and the Tennessee Society of Certified Public 
Accountants. They have assured us as to the pro­
gram; our job is to assure them as to attendance. 
Every C. P. A. owes it to himself to be present.
HERM AN C. J. PEISCH.
CLASSIFICATION AND CERTIFICA­
TION OF ACCOUNTANCY 
SERVICES
THE history of the organization development of the idea that accountants render various types 
of services dates from 1925, when John R. Wildman, 
Chairman of the Committee on Education of the 
American Institute of Accountants, reported that his 
committee had been investigating “the kind and char­
acter of activities which constitute the practice of 
accountancy.”
A report was made in 1926 which went to the 
Council, to the Institute, and to the Executive Com­
mittee, in turn. In 1927 the President appointed, on 
authorization of the Executive Committee, a special 
committee to study the subject and to report back to 
the Executive Committee.
In 1927 The American Association of University 
Instructors in Accounting requested the American 
Institute of Accountants and The American Society 
of Certified Public Accountants to “make a statement 
classifying, defining and differentiating the various 
classes of service rendered by the profession,” as “it 
would be helpful to this Association in planning the 
education of students who are preparing for the ac­
counting profession.”
In compliance with that request The American So­
ciety appointed a committee which submitted its first 
report in December, 1929, the publication of which 
appeared in T h e  C e r t i f ie d  P u b lic  A c c o u n ta n t  for 
January, 1930.
That report was sent to all members of The 
Society and of the Association, asking for sug­
gested changes, and to officers of all State societies
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su g g e stin g  th a t it  m ig h t be d iscussed  w ith  profit at 
an  early m eetin g  o f th e  S ta te  organ ization  and re­
q u estin g  a report thereon.
F o llow in g  th e receip t o f su ggestion s, a second re­
p ort w as prepared by th e C om m ittee of The A m eri­
can  S ociety  and presented  to the annual m eetin g  in  
Septem ber o f 1930 and w as thereupon approved and  
tran sm itted  to  th e  A ssocia tion  o f U n iv ersity  In ­
stru ctors.
T his second report o f  the C om m ittee o f The A m eri­
can  Society  w as sen t to  officers of all S ta te  societies  
w ith  th e  su ggestion  th a t it  m ig h t be utilized  in  So­
c ie ty  propaganda as an educational docum ent. The 
w idespread  d iscussion  o f th e  U ltram ares case had  
g iv en  added im petus to  th e  classification  idea and the  
fea tu re  o f proper certification  w as closely  associated  
w ith  it. In resp on se to  an offer to  supply  ex tra  copies  
o f  th is  report a t cost, The A m erican  Society  has fu r ­
nished  over 15,000 copies to  societies and individuals.
F o llow in g  th e  second report, th e  A ssocia tion  of 
U n iv ers ity  In stru ctors, on th e  su ggestion  o f M r. 
W ildm an, appointed  “a com m ittee to  study th e  prob­
lem  o f how  a course o f study, based on th e c lassifica­
tion  o f accountancy serv ices as presented  by The 
A m erican  S ociety ’s C om m ittee, m ay be w orked out 
fo r  students w ho are p rep arin g  to  enter th e  p ro fes­
sional field o f accou n tan cy .”
L ater a Jo in t C om m ittee of The A m erican  Society  
of Certified P u b lic  A ccountants and th e  A m erican  
A ssocia tion  o f U n iv ers ity  In stru ctors in  A ccou n tin g  
w as appointed by M essrs. P eisch  and Stevenson , 
presid en ts o f th e  resp ective  organ izations, to  m ake a 
study o f  th e  education  problem . The C om m ittee o f  
T he A m erican  S ociety  con sists  o f E ric  L. K ohler, 
a ctin g  as C hairm an o f th e  J o in t C om m ittee, H arold  
B enington , G eorge P . E llis  and G eorge W. R ossetter. 
The C om m ittee o f th e  A m erican  A ssocia tion  con sists  
of C hester M. L ay, H iram  Scovill, D avid  H im m elblau  
and F a y ette  E lw ell.
The N ew  Y ork S ta te  S ociety  o f Certified P ublic A c­
countants, th rou gh  jo in t action  o f its  C om m ittees on 
C lassification o f A ccountancy S erv ices and P ractice  
Procedure, has been able to  concentrate a larger  num ­
ber o f its  m em bers on a carefu l study of n ot only th e  
classification  fea tu re  but th e  certification  fea tu re  as  
w ell, it  b ein g  th e  first accountancy organ ization  to  
g iv e  studious and con stru ctive  consideration  to th a t  
related phase of th e  m ain  subject. T hree of th e  m em ­
bers o f its  C om m ittee on C lassification  o f  A ccount­
ancy Services, M essrs. P h ilip  F . A lther, Joseph  J. 
K lein and John R. W ildm an, are m em bers o f the  
C om m ittee o f The A m erican  Society.
T heir Jo in t C om m ittee has agreed on a report w hich  
it  has subm itted  to  th e m em bers of th e  N ew  Y ork  
S ta te  Society . T he C om m ittee o f The A m erican  So­
c ie ty  has agreed  upon th e  sam e report. I t  w as sub­
m itted  to  th e  B oard  o f  D irectors and th e Board or­
dered it  subm itted  to  the m em bers o f The A m erican  
Society . I t  w ill be acted upon a t th e M em phis m eet­
in g . Several S ta te  societies appointed  com m ittees
on th is  subject fo llo w in g  th e second report and other  
com m ittees w ill be appointed  by p resid en ts recently  
elected.
The A m erican  S ociety  has again  subm itted  to o f­
ficers o f all S ta te  societies copies of th e th ird  report 
of i t s  c o m m itte e ,  w hich  is the sam e as the report sub­
m itted  by th e N ew  Y ork S tate  Society  C om m ittee to  
its  m em bers. I t  is  hoped th a t by not la ter than  Octo­
ber in  the neighborhood o f ten  or a dozen accounting  
societies w ill have officially passed favorab ly  upon  
presented  reports.
W hen first su ggested  m any prom inent accountants, 
b asin g  th eir  conclusions on th e  h igh ly  ind ividualistic  
n atu re o f accounting  practice, looked upon the  
“ C lassification” idea as lack in g  practicab ility . The 
discussion  developm ents during  th e la st th ree years  
have convinced th e m ost carefu l students o f account­
in g  trends th a t it  is  one o f th e m ost constructive  
m ovem ents w hich  has engaged  the consideration  o f  
p rofession a l accountancy organ izations.
I t is  understood gen era lly  th a t a final report w hich  
w ould d ispose o f all questions possib le to  be raised  
cannot n ow  be and probably never w ill be prepared, 
but it  is  recognized th a t the p rofession  can advance  
fa ster  and fu rth er  by m eans o f partia l decisions 
reached and acted upon than  by an en tire  absence o f  
affirm ative action fo r  fea r  th a t som ebody w ill not 
approve.
ELECTION
TH E June election  o f rep resen ta tives developed  th e  g rea test in terest and secured th e  largest  
vote w hich  The A m erican  Society  has ever had. The  
vote w as an extrem ely  close one in  m any instances. 
In th ree  sta tes th e rep resen tative  elected  had fifty  
per cent o f th e vote, the other fifty  per cen t b ein g  
divided. Only tw o  rep resen ta tives elected did not 
receive fifty  per cent of th e  vote  cast in th e ir  respec­
tiv e  sta tes. In s ix  sta tes th e election  w as decided by  
a bare m ajority  of one. In tw o  sta tes, e lectin g  m ore 
than  one rep resen tative, th ree  o f those elected w ere  
separated  from  each other by sin g le  votes. In one 
S ta te  tw o  m em bers actually  rece iv in g  a m ajor ity  of 
the votes cast w ere  not elected, one h a v in g  received  
one less vote than  th e  low est w inner and the other  
h av in g  received  th ree less votes. In tw o sta tes there  
w as but a d ifference of ten  votes betw een  th e  h igh est  
and th e  s ix th  m em ber on th e list.
T he first ballot in M ontana resulted  in a tie . In  
the second ballot, D ouglas N . W ilson of G reat F a lls  
w as elected.
Odd num bered d istr icts, e lec tin g  D irectors th is  
year, selected  th e fo llo w in g :
F ir s t— Charles F . Brooks, V erm ont.
T hird— E rn est C row ther, P en n sy lvan ia .
F if th — E ric  L. K ohler, Illino is.
S even th — W alter M ucklow, F lorida.
N in th — P arry  B arnes, M issouri.
E leven th — R eynold E . B lig h t, C alifornia.
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Memphis, C ity  of H osp ita lity
CHICAGO of th e  S o u th  in  t ra n s p o r t  a n d  in d u s try  . . .  a  b u sy  beeh iv e  of a c ity  ty p ic a l of th e  s tr id e s  
th e  n ew  S o u th  is m a k in g  in  th e  n a tio n ’s 
h is to ry , w ill w elcom e T h e  A m e ric an  So­
c ie ty  of C ertified  P u b lic  A c co u n ta n ts  
w h en  i t  com es to  M em p h is fo r  i ts  a n ­
n u a l m ee tin g , O ctober 5-8.
N o t on ly  w ill th e  co n v en tio n  v is i to r  be 
c h a rm ed  w ith  th e  in d iv id u a l h o sp ita li ty  
he  w ill e n co u n te r , b u t he  w ill find a n  o r­
g an ized  h o sp ita li ty , p e rh a p s  re in c a rn a te d  
from  th a t  f a r  fam ed , m y th ic a l so m e th in g  
c alled  “so u th e rn  h o s p i ta l i ty ” of w h ich  
h e  h a s  so o ften  h e a rd  an d  read .
M em p h is’ lo ca tio n  in  i ts  co m m a n d in g  
p o sitio n  on th e  C h ick asaw  B luffs, w ith  
i ts  tw o b rid g es  th e  o n ly  ones c ro ss in g  
th e  M iss issip p i so u th  of th e  m o u th  of th e  
Ohio, h a s  been  th e  b ig g es t s in g le  fa c to r  
in  i ts  p ro g re ss . N o t on ly  h a s  i t  con­
t r ib u te d  to  b u sin e ss  ex p an s io n , b u t i t  h a s  
a lso  fu rn ish e d  th e  b as is  fo r  th e  c ity  p lan  
of M em phis, w h ich  h a s  g ro w n  an d  ex ­
p a n d ed  w ith  th e  r iv e r  as i ts  s ta r t in g  
p o in t, th e  b u s in e ss  d is t r ic t  a lo n g  th e  
r iv e r  a n d  th e  r e s id e n tia l  se c tio n s  f u r th e r  
to  th e  east.
U p tow n  M em phis, a lo n g  th e  r iv e r  f ro n t, 
p re se n ts  m an y  p o in ts  of in te r e s t  to  h im  
w ho v is i ts  c a su a lly  or a s  a  c o n v en tio n  
de legate . A t th e  h ead  of M ad ison  A ve­
nue, w h e re  a re  m o st of M em p h is’ b an k s  
and  p r in c ip a l office b u ild in g s , s ta n d s  th e  
new  $1,000,000 U. S. C ustom  H ouse, o v er­
lo o k in g  th e  r iv e r  an d  M ud Is la n d , w h ich  
fo rw a rd  lo o k in g  c ity  p la n n e rs  h av e  v is­
ioned as th e  c i ty ’s fro n t-d o o r a ir p o r t  of 
th e  fu tu re . N ex t to  th e  cu sto m  house  is 
C o n fed era te  P a rk ,  o v erlooked  by office
b u ild in g s , w h e re  th e  C o n fed era te  fo rces 
h e ld  th e i r  p o s itio n  w h en  F e d e ra l g u n ­
b o a ts  a tta c k e d  th e  c ity  fro m  th e  r iv e r . 
N o rth  an d  so u th  a re  th e  offices of th e  
m an y  p h a se s  of th e  co tto n  tr a d e  a n d  its  
a llied  in d u s tr ie s  th a t  h av e  h ad  th e  p r i ­
m a ry  p a r t  in  m a k in g  M em phis g re a t  as 
th e  la rg e s t  in la n d  co tto n  m a rk e t  in  th e  
w o rld . A m ong th e m  is th e  n ew  12-story 
hom e of th e  M em phis C o tton  E x ch an g e .
E a s t  f ro m  th e  cu sto m  h o use  one block 
is M ain  S tre e t,  once th e  b u s in e ss  m ecca 
of a to w n  th a t  h a s  s in ce  ex p an d ed  over 
b lock  a f te r  b lock  of a spac io u s y e t com ­
p a c tly  a r ra n g e d  loop d is tr ic t .  N o r th  of 
th e  c e n tra l  a x is  is th e  M em phis A u d i­
to r iu m , co m p le ted  in  1924 a t  a  c o s t of 
$3,000,000, an d  a  s t ru c tu re  a lm o s t u n iq u e  
in  i ts  c lass .
T w elve th o u sa n d  se a ts  a re  in  th e  g re a t 
c e n tra l  h a ll of th e  b u ild in g  . . . b u t th is  
h a ll can  be, an d  fo r m o st g a th e r in g s  
u su a lly  is, d iv id ed  in to  tw o  sm a lle r  h a lls , 
one se a tin g  6,500 an d  th e  o th e r  2,500 w ith  
a  b ro a d  s ta g e  b e tw een . T h e  n o r th  h a ll  
can  be ch an g ed  in  an  h o u r  by  rem o v a l 
of i ts  se a ts  to  an  e x h ib it h a ll, or to  a  
b a llroom . Once i t  h o u sed  a  c ircus. 
T he so u th  h a ll  fu rn ish e s  a co m p act th e a ­
te r .  W ith  b o th  to g e th e r, th e  s tag e  is low ­
ered  on h y d ra u lic  p is to n s  an d  ad ded  se a t­
in g  th e re  p ro v id ed  w ith  a sm a ll c e n tra l  
p la tfo rm  fo r  sp eak ers , w hose voices a re  
ta k e n  by a m p lif ie rs  to  e v e ry  c o rn e r of 
b o th  h a lls . B esides th ese , th e re  is a n ­
o th e r  e x h ib it  h a ll, w ith  15,000 sq u a re  
feet of floor space, a n d  m ore  th a n  a 
dozen sm a lle r  h a lls  se a tin g  fro m  25 to  
500.
A block  to  th e  so u th  is th e  H o te l
C larid g e , w ith  i ts  400 room s, one of th e  
n ew er h o s te lr ie s . N ot f a r  aw ay  is th e  
E lk s  C lub an d  h o te l, w ith  200 g u e st 
room s a n d  i ts  e la b o ra te ly  fitted  lo u n g es 
a n d  a th le tic  q u a r te rs .
B ack  n e a r ly  to  M ad iso n  A venue  is 
C o u rt S q u are , a  b i t  of g re en  an d  a  b i t  of 
w ild  life  in  th e  m id s t  of th e  s te rn n e s s  
of a  co m m erc ia l hub b u b . B u ild in g s  a ll 
a ro u n d — th e  21-story  C o lum bia  T o w er on 
one side, th e  19-story  E x ch a n g e  B u ild in g  
on  th e  o th e r  . . .  in  th e  c e n te r  th e  s q u ir ­
re ls  an d  p ig eo n s of th e  sq u a re  m ak e  
th e i r  hom e, b lith e ly  sa tis fied  a n d  in d if ­
fe re n t  to  th e  r u s h  th a t  goes on a ro u n d  
a n d  a m o n g  th em . V e rita b ly  a n  u n u su a l 
spo t.
F a r th e r  so u th  com es th e  c ity ’s th e a te r s ,  
a  g ro u p  of p lay h o u ses  f a r  b eyond  th e  
u su a l q u o ta  of a  c ity  ju s t  b eyond  th e  
q u a r te r  - m illio n  m a rk  in  p o p u la tio n . 
T h e re  is W a rn e r  B ro th e rs , w ith  1,900 
se a ts , done in  a n  e la b o ra te  F re n c h  m o tif ;  
th e re  is L oew ’s P a lace , w ith  its  in te r io r  
e sp ec ia lly  a d a p te d  to  so u n d  p ic tu re s ;  
a n d  L oew ’s S ta te , w ith  i ts  e la b o ra te  in ­
te r io r ;  a n d  f a r th e r  so u th  th e  new  
$1,500,000 O rpheum , w ith  2,600 sea ts , th e  
u l tim a te  th e a tre  d esig n  a n d  c o n s tru c tio n , 
a n d  a m odel of th e  fam o u s P a lace  of th e  
R-K-O in  C hicago.
D ow n th e  ax is  of M ad ison  A venue  a n ­
o th e r  b lock. On th e  n o r th  one finds 
M em p h is’ c e n te r  of pu b lic  b u ild in g s , w ith  
th e  c o u rth o u se , a  c la ss ica l s t r u c tu r e  de­
s ig n ed  by  Ja m e s  G am ble R o gers, a n d  a  
m odel of m u n ic ip a l a rc h ite c tu re  w ith  i ts  
lo n g  G rec ian  c o lo n n ad es ; th e  c e n tra l  po­
lice  h e a d q u a r te rs , a n d  th e  new  c r im in a l  
c o u rts  b u ild in g , w ith  i ts  m odel se c tio n
T e n n e sse e
C e r tif ie d
P u b lic
A c c o u n ta n ts
I n v i te
Y ou  to
M e e t T h e m
M e m p h is , 
T en n e sse e , 
O c to b e r  
5-8, 1931 ,
H e a r ty  W e lco m e  
G ood  P r o g r a m ,  
F in e  F e llo w sh ip .
— C o u r t e s y  M e m p h i s  C h a m b e r  o f  C o m m e r c e
M e m p h i s  S k y l i n e
228 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T  August,
M e m p h is ' $1,000,000 F e d e r a l  B u ild in g  lo o k s  
d o w n  on  M a d iso n  A v e n u e  I n d u s tr ia l  D is t r i c t .
fo r  th e  in c a rc e ra t io n  of th e  c o u n try ’s 
p r iso n e rs .
S o u th  o f th is  Second  S tre e t, one finds 
th e  18-story F i r s t  N a tio n a l B a n k  B u ild ­
in g , w ith  i ts  e la b o ra te  n ew  an n ex . A n­
o th e r  b lock  finds th e  B a n k  of C om m erce 
an d  T ru s t  C o m p an y ’s new  $1,500,000 
hom e, w ith  few  r iv a ls  o u ts id e  th e  la rg e s t  
b a n k in g  c e n te rs  in  th e  n o r th  a n d  e a s t. 
T h en  th e  H o te l P eabody , w ith  i ts  625 
ro o m s a n d  i ts  I ta l ia n  R e n a issan c e  lobb ies, 
i ts  G eo rg ian  d in in g  room , a n d  i ts  s tu d io  
a p a r tm e n ts — a n  in n o v a tio n  in  A m e ric an  
ho te ls.
A n o th e r  b lock  f a r th e r  ou t, a n d  th e re  
is M em p h is’ ta l le s t  office s tru c tu re ,  th e  
new  29-story S te r ic k  B u ild in g , a n o th e r  
ev id en ce  of th e  p ro g re ss  o f  M em phis.
A w ay  fro m  th e  b u s in e ss  d is t r ic t  one 
finds m o re  in  n a tu r a l  b e au ty . R iv e r­
s id e  P a rk ,  on  th e  so u th  of th e  b u s in e ss  
d is tr ic t ,  show s o ne  of th e  c ity ’s m o st im ­
p re ss iv e  v iew s of th e  g re a t  r iv e r , in  a  
s e t t in g  of a lm o s t w ild  fo liage, c lea red  
a w a y  on ly  in  th e  p o r tio n  of th e  p a rk  
w h e re  a re  th e  g reen s , tees, a n d  fa irw a y s  
of one of th e  c i ty ’s seven  co urses . T he 
S o u th  P a rk w a y  ta k e s  one fro m  th is  p a rk , 
a ro u n d  th e  c ity  to  th e  n o r th e a s t ,  w h e re  
is  O v erto n  P a rk ,  w ith  a n o th e r  go lf co u rse , 
one of th e  n a t io n ’s  m o st co m p le te  free  
zoos, th e  B ro o k s M em o ria l A r t  G allery , 
a n d  th e  D oughboy  M em o ria l S ta tu e , 
M em p h is’ t r ib u te  to  h e r  fa lle n  ones in  th e  
la te  w a r.
F a r th e r  to  th e  e a s t  th e r e  a re  G allow ay  
P a rk ,  th e  n ew es t of th e  p u b lic  golf 
co u rses , an d  th e  c o u n try  c lubs. M em phis, 
C olonial, C h ick asaw , a n d  R id g ew ay  offer
th e ir  l in k s  to  o th e r  fo llo w ers of th e  a n ­
c ie n t  a n d  h o n o ra b le  sp o rt.
To h im  w h o  m ak e s  m o to rin g  h is  sp o rt, 
n a tio n a l  h ig h w a y s  u n su rp a ss e d  in  A m ­
e r ic a  ra d ia te  f ro m  M em phis to  ta k e  h im  
to  h is  d e s tin a tio n . T h e  n ew ly  co m p le ted  
M em p his-to -B risto l ro u te  ta k e s  one on a  
40-foot rib b o n  of c o n cre te  o u t of M em ­
p h is  to  th e  n o r th e a s t ,  c o n n ec tin g  a t  
N a sh v ille  a n d  B ris to l w i th  h ig h w a y s  to  
th e  n o r th  a n d  e as t.
N o rth , th e  Je ffe rso n  D av is  ro u te  ta k e s  
one over n ew ly  co m p le ted  c o n cre te  ro ad s  
to  th e  K e n tu c k y  lin e , th e r e  jo in in g  ro ad  
sy s te m s  of o th e r  s ta te s .
S o u th , th e re  a re  h ig h w a y s  th a t  lead  
to  N ew  O rlean s  a n d  B irm in g h a m  a n d  
beyond . T o  th e  w est, th e  g re a t  b rid g e  
a n d  th e  H a ra h a n  V ia d u c t th a t  sp a n s  th e  
th re e  m ile s  of  M iss iss ip p i flood lands b e ­
tw e en  th e  r iv e r  an d  th e  levee, ta k e  five 
n a tio n a l  h ig h w a y s  a c ro ss  th e  M iss issipp i. 
T h ey  r a d ia te  to  S h re v e p o rt, H o u s to n , a n d  
G a lv e s to n ; to  T e x a rk a n a , D a llas, a n d  
F o r t  W o rth ;  to  L it t le  R ock, o r to  St. 
L ou is , a n d  th e  Pac ific  N o rth w e s t.
A nd  if  fish in g  h a p p en s  to  be th e  con­
v e n tio n  v is i to r ’s hobby, n o w h ere  in  th e  
w o rld  c an  th e  sp o rt-lo v in g  fish e rm a n  e n ­
jo y  h im se lf  m o re  p ro fita b ly  th a n  on  th e  
S t. F r a n c is  R iv e r, ju s t  a n  h o u r  a n d  a  
h a lf  by  a u to m o b ile  fro m  M em phis. S u p ­
p le m e n tin g  th e se  w o n d e r f u l  fish in g  
g ro u n d s  a re  n u m e ro u s  n e a rb y  lak es . T h e  
S t. F ra n c is  R iv e r  p ro v id es  l im itle s s  sm a ll­
m o u th e d  b lack  bass. T r ip  lic e n ses  cost 
one d o lla r  an d  a  h a lf . F is h in g  c lub  
m em b ers th ro w  b ack  a ll  b ass  u n d e r  e lev ­
en in ch es. H o rsesh o e  L ak e  a n d  M oon
L ak e  a re  filled w ith  ev ery  k in d  of fish 
in d ig e n o u s  to  th is  te r r i to ry ,  as w e ll a s  
th e  k in d  of fish  th a t  a t ta c h  th em se lv es  
to  th e  hook.
M em p h is’ a i r p o r t  is  o n e  of th e  m o st 
c o m p le te ly  e q u ip p ed  in  th e  S o u th . A ir ­
l in e s  c o n n ec t w ith  S t. L o u is  a n d  N ew  
O rlean s, C hicago, a n d  o th e r  m id -w es te rn  
p o in ts . O th e r l in e s  w ill b r in g  you  in to  
M em phis by  a i r  f ro m  N ew  Y ork , C leve­
lan d , C in c in n a ti , L o u isv ille , o r D a lla s  a n d  
th e  W est.
T h e re  is, of co u rse , in d u s tr ia l  M em phis. 
T h e re  is  th e  la rg e s t  h a rd w o o d  flo o rin g  
p la n t  in  th e  w o rld , t h a t  of th e  E . L. 
B ru ce  C o m p an y ; th e  la rg e s t  co tto n  w a re ­
h o u se  in  th e  w o rld , th a t  of th e  F e d e ra l 
C o m p ress an d  W are h o u se  C o m p an y ; 
tw e lv e  of th e  c o u n try ’s la rg e s t  c o tto n ­
seed  oil p la n ts , a n  in d u s try  in  w h ich  
M em phis is  th e  w o rld ’s f irs t p ro d u c e r;  
tw o  of th e  S o u th ’s la rg e s t  a u to m o b ile  
bo d y  p la n ts ;  one of th e  la rg e s t  golf c lub  
fa c to r ie s  in  A m e ric a ; o ne  of th e  la rg e s t  
w heel sp o k e  fa c to r ie s  in  A m e ric a ; r iv e r  
an d  r a i l  te rm in a ls  t h a t  h a n d le  ev ery  y e a r  
a  su ffic ien tly  g re a t  to n n a g e  of tu b u la r  
s te e l fo r  th e  g re a t  o il c o u n try  of th e  
S o u th w e s t to  m ak e  M em phis th e  la rg e s t  
n o n -p ro d u c in g  d is t r ib u to r  of i ro n  a n d  
stee l in  th e  n a tio n .
T h ese  a re  ju s t  a  few  of th e  h in ts  a s  
to  th e  re a l i ty  t h a t  m ay  be v isio n ed  in  
M em phis— th e  s to ry  o f in d u s tr ia l  a w a k e n ­
in g  th a t  is b e in g  u n fo ld ed  in  th e  S o u th , 
a n d  in  M em phis a s  n o w h ere  e lse. T h ey  
m a y  f u rn is h  to  th e  v is i to r  of T h e  A m e ri­
can  S o c ie ty  of C e rtified  P u b lic  A cco u n t­
a n ts ’ c o n v en tio n  in  O ctober en o u g h  to  
m ak e  h im  w a n t to  seek  fo r  h im se lf  th e  
th in g s  t h a t  m o st in te r e s t  h im , to  th e  
end  t h a t  h e  m ay  b e tte r  know , a n d  b e tte r  
te ll th e  w o rld  a b o u t M em phis.
E d  E l l i o t t  w i l l  c a ll  th e  r o ll  a t  th e  
R e u n io n  o f  th e  B ig  S ix , O c to b e r  
5-8, M e m p h is , T en n .
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 229
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T H E  th ir ty -f if th  a n n u a l  m e e tin g  of th e  A m e ric an  A cadem y of P o li t i ­cal a n d  Social Sc ience  w as h e ld  
a t  P h ila d e lp h ia  on  A p ril 17 a n d  19, 1931. 
T h e  re p re s e n ta t iv e s  of T h e  A m e ric an  So­
c ie ty  of C ertified  P u b lic  A c co u n ta n ts  
w e re  H a ro ld  A. K luge , E d w a rd  A. C ough ­
la n , C. L. T u rn e r ,  w h o  a c ted  a s  c h a irm a n  
of th e  g ro u p ; H u g o  R. B re id en , J .  N. 
A itk in , J r . ,  a n d  M ichael S igafoos. E a c h  
m em b er of th e  co m m itte e  a tte n d e d  a  se s­
sio n  in  th e  o rd e r  n a m e d  a n d  re p o rte d  
th e re o n .
T h e  to p ic  of th e  f irs t  se ss io n , a f te r  th e  
u su a l a d d re sse s  of w elcom e, w as “ D evelop­
m e n ts  in  G e rm an y  a n d  O u r R e la tio n  to  
T h em .” In  a d d itio n  to  th e  r e g u la r  sp e a k ­
e r s  w h o se  a d d re sse s  a re  o u tlin e d , Geo. W. 
E d w a rd s , D ean  of th e  School o f B u sin e ss  
a n d  C iv ic  A d m in is tra t io n , C ollege o f th e  
C ity  of N ew  Y ork , a n d  M ag n u s W. 
A lex an d e r, P re s id e n t  of th e  N a tio n a l I n ­
d u s t r ia l  C o n fe ren ce  B o a rd , to o k  p a r t  in  
th e  d iscu ssio n .
P ro fe sso r  Ja m e s  W . A n g e ll of C o lum bia  
U n iv e rs ity  s ta te d  t h a t  G e rm an y , w h ic h  is  
o u r th i r d  la rg e s t  E u ro p e a n  c u s to m e r a n d  
th e  la rg e s t  so u rce  of su p p ly  of th e  U n ite d  
S ta te s , h a s  b een  th e  h e a v ie s t  su ffe rer, 
w ith  th e  p o ss ib le  e x cep tio n  of E n g la n d , 
d u r in g  th e  c u r re n t  d ep ress io n . T h e re  a re  
a b o u t 5,000,000 u n em p lo y ed , w h ich  c o n s ti­
tu te s  a b o u t 25%  of th e  la b o r  su p p ly .
U n d e r th e  Y oung  P la n , tw o -th ird s  of 
th e  re p a ra t io n  p a y m e n ts  m ad e  b y  G er­
m an y  a re  ap p lie d  b y  th e  fo rm e r  A llie s 
u n t i l  1966 in  re d u c tio n  of th e  A llie s ’ deb t 
to  th e  U n ited  S ta te s . A f te r  1966, 100% 
of th e  r e p a ra t io n  p a y m e n ts  w ill be a p ­
p lie d  to  th e  A m e ric a n  d e b t; th e re fo re , in  
effect, th e  A m e ric a n  p u b lic  d e b t is  to  a  
la rg e  e x te n t , b e in g  p a id  b y  G erm an  re p a ­
r a tio n s  so  t h a t  th e  tw o  q u e s tio n s  c an n o t 
w ell be  se p a ra te d .
T h e  f in an c ia l p o s itio n  o f G erm an y  is so  
b ad  th a t  G e rm an y  co u ld  n e v e r  co m p le te ly  
p a y  h e r  w a r  d e b ts  u n d e r  th e  p re se n t 
p lan , a s  i t  i s  n e c e ssa ry  fo r  G e rm an y  to  
b o rro w  to  m ee t th e  y e a r ly  r e p a ra tio n  
p a y m e n ts .
G erm an y  can  o n ly  p a y  th ro u g h  ex ­
c h a n g e  of goods a n d  th e  h ig h  ta r if f  of 
th e  U n ited  S ta te s  a n d  th e  W o rld  
ten d e n cy  to w a rd  h ig h  ta r if f  p re se n ts  an  
a d d itio n a l o b stac le  to  fu lf illin g  th e  re p a ­
r a t io n  d em an d s.
H e  p o in te d  o u t th a t ,  i f  th e  leg a l a n d  
e th ic a l b a s is  of th e  re p a ra t io n  p a y m e n ts  
w e re  w a ived , th e  A m e ric a n  p u b lic  m ay  
d e m a n d  a  re v is io n  of th e  r e p a ra tio n s  
q u estio n .
D octo r T h eo d o r P la u t  o f th e  U n iv e r­
s i ty  of H a m b u rg  e la b o ra te d  on  D octo r
A n g e ll’s t a lk  a n d  s ta te d  t h a t  th e r e  w ere  
th re e  m a jo r  p ro b lem s fa c in g  G erm an y , 
n a m e ly :
1. U n em p lo y m en t, a r is in g  to  som e ex­
te n t ,  fro m  lac k  of cap ita l.
2. C a p ita l le a v in g  G erm an y .
3. R e p a ra tio n  p a y m e n ts .
H e  s ta te d  t h a t  G e rm an y  could  n o t go 
th ro u g h  a n o th e r  w in te r  of u n em p lo y ­
m e n t su c h  a s  th e  p a s t  w in te r .
T h e  h ig h  ta r i f f  w a lls  e rec te d  b y  th e  
U n ited  S ta te s ,  th e  ten d e n cy  to w a rd  h ig h  
ta r i f f  in  o th e r  c o u n tr ie s  a n d  th e  p ro te s t  
a g a in s t  t h e  G e rm an y -A u s tria  T ra d e  
A g re em e n t h a s  cau sed  th e  G erm an  people  
to  h a v e  a  la c k  o f  confidence in  I n te r n a ­
tio n a l  L aw .
H e fe lt th a t  a ccep tan ce  o f th e  G erm any- 
A u s tr ia  T ra d e  A g re em e n t by  T h e  H ag u e  
w ou ld  le a d  to  o th e r  c o m m erc ia l t r e a t ie s  
of l ik e  c h a ra c te r  w h ic h  h e  fe lt w ou ld  be 
a n  im p o r ta n t  s te p  to w a rd  re v iv a l of b u s­
in ess.
T h e  second  se ss io n  h a d  to  do w ith  
th e  g e n e ra l to p ic  “ Is  O u r Im m ig ra tio n  
P o licy  S a tis fa c to ry ? ” T h e  p o in ts  of th e  
tw o  le a d in g  sp e a k e rs  a re  n o ted .
P ro fe ss o r  R oy  L aw re n c e  G a rr is , V a n d e r­
b i lt  U n iv e rs ity , N ash v ille , T en n essee , 
g av e  a n  e x h a u s tiv e  h is to ry  o f  o u r  Im m i­
g ra tio n  po licy . H e  s ta te d  th a t  w h ile  
P re s id e n t  C lev e lan d  in  1897, a n d  P re s i ­
d e n t W ilso n  in  1915, co n sid e red  th e  r e ­
s tr ic t io n s  th e n  im posed  a s  a  d e p a r tu re  
fro m  o u r  e s ta b lish e d  policy , th e  po licy  of 
th e  A m e ric an  G o v e rn m en t in  re g a rd  to  
im m ig ra t io n  h a d  b een  one o f a llo w in g  it 
w h en  i t  w as of b enefit to  u s  a n d  r e s t r ic t ­
in g  i t  w h en  i t  w a s  n o t of benefit. H e  
w as in  th o ro u g h  acco rd  w ith  th e  r e s t r ic ­
tio n s , a n d  ca lled  p a r t ic u la r  a t te n tio n  to  
th e  p o litic a l s i tu a t io n  re s u l t in g  fro m  
h a v in g  so  m a n y  u n n a tu ra liz e d  im m i­
g ra n ts  v o tin g  in  th is  co u n try , t h a t  of 
n e c e ss ity  th e  p o lit ic ia n s  m u s t  c a te r  to  
th e  im m ig ra n t  vo te , even  p re s id e n tia l  
c a n d id a te s  h a v in g  b een  k n o w n  to  do so.
H e w a s  fo llow ed  b y  H a ro ld  F ie ld s , 
C h a irm a n , C o n fe ren ce  on Im m ig ra tio n  
Policy , N ew  Y o rk  C ity . T h e  b u rd e n  of 
h is  t a lk  w as t h a t  th e  im m ig ra tio n  po licy  
sh o u ld  be  in te rn a t io n a l  r a th e r  th a n  do­
m es tic . H is  p r in c ip a l  th o u g h t  w as th e  
n e c e ss ity  o f  h u m a n iz in g  th e  im m ig ra tio n  
law s fo r  th e  p u rp o se  of u n i t in g  fam ilie s . 
H e  called  sp ec ia l a t te n t io n  to  su c h  in c i­
d e n ts  a s  th e  J a p a n e se  c o m p lica tio n s  in  
1924.
O ur re p re s e n ta t iv e  w as d isa p p o in te d  
t h a t  th e r e  w as n o t a  sp e a k e r  to  g ive  m o re  
p o in te d ly  th e  o th e r  s id e  of th e  q u e s tio n ; 
n am e ly , freed o m  fro m  re s tr ic tio n s .  I t  is  
a  m oo ted  q u e s tio n  w h e th e r  th e  m ig ra t io n
of p eop le  f ro m  o ne  c o u n try  to  a n o th e r  
is n o t c o n tro lled  by  d e fin ite  econom ic  
law s w h ich  h a v e  w ith in  th em se lv es  th e i r  
ow n  co rre c tio n .
T h e  th i r d  se ss io n  co n sid e red  “R u s­
s ia n  C o n d itio n s  a n d  O u r A tt itu d e  to w a rd  
R u ss ia .”
T h e  H o n o ra b le  H a m ilto n  F is h ,  J r . ,  
m em b er o f C o n g re ss f ro m  N ew  Y ork , 
C h a irm a n  o f th e  C o n g re ss io n a l C om m is­
s io n  to  in v e s tig a te  c o n d itio n s  in  R u s s ia  
a n d  c o m m u n is tic  a c t iv it ie s  in  t h is  co u n ­
try ,  w a s  t h e  f irs t sp e a k e r  a n d  sp o k e  of 
th e  a c t iv it ie s  of th e  C o m m u n is ts  a s  a s ­
c e r ta in e d  b y  th e  in v e s tig a tio n  of th e  
C o m m ission . T h e  re p o r t  o f th e  C om m is­
sio n , fro m  w h ic h  M r. F is h  f re q u e n tly  
q u o ted , w a s  a ssa ile d  b y  P ro fe sso r  Je ro m e  
D av is, Y ale  U n iv e rs ity , w ho  fo llow ed  M r. 
F is h  o n  th e  p ro g ram .
M r. F is h  c h a rg e d  th a t  S a n d in o  is  b e in g  
financed  by  th e  C o m m u n is ts  a n d  de­
n o u n ced  th e  S ta te  D e p a rtm e n t fo r  w a rn ­
in g  A m e ric an s  in  N ic a ra g u a  t h a t  th e y  
w ill re m a in  in  th e  in te r io r  of th a t  co u n ­
t r y  on ly  a t  th e i r  ow n p e r il .  “W h a t r ig h t  
h a s  th e  S t a t e D e p a r tm e n t,” a sk e d  M r. 
F ish , “ to  a l te r  o r  sc ra p  th e  t r a d i t io n a l  
po licy  of th e  U n ited  S ta te s  to  p ro te c t th e  
liv es a n d  p ro p e r ty  of i ts  c it iz e n s? ”
N in e  A m e ric an  c itiz e n s  a t  w o rk  on  
th e i r  p la n ta tio n s  in  N ic a ra g u a  h av e  been  
b ru ta l ly  m u rd e re d  by th e  b a n d its  u n d e r  
S an d in o , fin an ced  by  t h e  C o m m u n is ts  A n ti- 
Im p e ra lis t ic  L eag u e, w i th  h e a d q u a r te r s  
a t  N ew  Y ork, a n d  th e  on ly  re a so n  is th a t  
o u r po licy  h a s  b een  ch an g ed  a g a in  a n d  
w e w ill w ith d ra w  o u r  m a r in e s  n e x t 
m o n th .
“T h e  q u e s tio n  is  n o t th a t  of in te rv e n ­
tio n  by  o u r m a rin e s , b u t  th a t  of m a in ­
ta in in g  th e  sa c re d  t r a d i t io n a l  po licy  of 
p ro te c tin g  th e  liv es an d  p ro p e rty  of o u r 
c itiz e n s  w h e n  th e  c o n s t itu te d  a u th o r i t ie s  
a re  u n a b le  to  do  so. T h e  A m e ric an  peo­
p le  do n o t p ro p o se  to  th ro w  o v e rb o a rd  
t h e i r  r ig h ts  w h e re v e r  th e y  m ay  be. W e 
a r e  a  peace  lo v in g  peop le  a n d  n a tio n  a n d  
h a v e  n o  a s p ira t io n s  fo r  a d d it io n a l  t e r r i ­
to ry  to  co n q u er o r  ex p lo it, b u t  th e  A m er­
ican  peop le  s t i l l  b e liev e  in  th e  o ld -tim e 
A m e ric a n  po licy  t h a t  a  n a tio n  th a t  does 
n o t p ro te c t i t s  ow n c itize n s  is  u n w o rth y  
of th e  n a m e  of g o v e rn m e n t, a n d  t h a t  th e  
o n ly  w ay  to  m ak e  A m e ric an  c it iz e n sh ip  
re sp ec ted  a n d  s e c u re  is  to  m ak e  o u tra g e  
u p o n  i t  d a n g e ro u s  to  th e  a g g re sso rs .” M r. 
F is h  c o n tin u e d  h is  re m a rk s  a t  q u ite  som e 
le n g th  a n d  ad v o ca ted  th e  d e p o r ta tio n  
fro m  th e  U n ited  S ta te s  of a ll  a lie n  Com ­
m u n is ts .
P ro fe ss o r  D av is , re jo in in g , sa id  t h a t  
su ch  a  po licy  w ou ld  d e fea t i ts e l f  becau se
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i t  w o u ld  s im p ly  “ d riv e  C om m unism  
u n d e rg ro u n d .”
I n  h is  r e b u tta l  M r. F is h  s ta te d  th a t  
to d a y  th e r e  a re  15,000,000 C o m m u n is ts  in  
G e rm an y  a n d  t h a t  th e y  w o u ld  r is e  a t  a 
w o rd  fro m  R u ss ia , w h en  sh e  is  re a d y  to  
g iv e  th e  m il i ta r y  b a c k in g  fo r  th e  be­
g in n in g  of a  w a r  b e tw ee n  C o m m u n ism  
a n d  C a p ita lism .
P ro fe ss o r  D av is  c ite d  th e  d ifficu lties 
w h ich  p re v e n te d  A m e ric an s  fro m  g e tt in g  
a n  a c c u ra te  p ic tu re  a s  to  w h a t  w a s  h a p ­
p e n in g  in  R u ss ia . T h ese  in c lu d e d  th e  
co m p lex ity  of th e  p ro b lem , p ro p a g an d a , 
b ias , r a tio n a liz a t io n s ,  e tc ., a n d  w e n t on 
to  sa y  th a t :
“B ecau se  o f th e s e  o b sta c les  A m erica  
h a s  b een  th e  v ic tim  of a  lo t of fa lse  
c h a rg e s  a g a in s t  R u ss ia . N o t lo n g  ago 
S e c re ta ry  H y d e  of th e  H o o v er C a b in e t 
c h a rg e d  R u ss ia  w ith  a t te m p tin g  to  sp ecu ­
la te  u n ju s tif ia b ly  o n  th e  C h icag o  w h e a t 
m a rk e t.  T h ese  c h a rg e s  w e re  b ro a d c a s t 
a ll  o v e r  th e  c o u n try  w ith o u t  f i r s t  g iv in g  
a n  o p p o r tu n ity  fo r  th e  S o v ie t re p re s e n ta ­
t iv e s  to  d iscu ss  th e  m a t te r  w ith  M r. H y d e  
a n d  e x p la in  t h e i r  p o s itio n . S in ce  th e n  
th e  fo rm e r  P re s id e n t  o f th e  A m e ric an  
B a r  A sso c ia tio n , M r. S tra w n , a  s ta u n c h  
R e p u b lic an  w h o  is  v io le n tly  opposed  to  
C o m m u n ism , h a s  a d m itte d  t h a t  th e  R u s ­
s ia n s  d id  n o th in g  ex cep t a  le g it im a te  
t r a n s a c t io n  a n d  t h a t  i t  d id  n o t m a te r ia lly  
a ffect th e  p r ic e  o f w h ea t.
“A n o th e r  fa lla c io u s  c h a rg e  is  t h a t  R u s­
s i a  is  ‘d u m p in g ’ g o ods o n  th e  w o rld  
m a rk e t  to  u n d e rm in e  p r ic e s  a n d  fo m en t 
re v o lu tio n . N o sc ien tif ic  ev id en ce  h a s  
b een  ad v an c ed  to  sh o w  t h a t  R u ss ia  h a s  
b een  se llin g  goods a b ro a d  a t  le ss  th a n  th e  
b e s t m a rk e t  p r ic e  sh e  c an  get. T h e  on ly  
re a so n  R u ss ia  is  e x p o r tin g  is to  p a y  fo r  
im p o rts . W h a t R u s s ia  se lls  to  A m erica  
is  la rg e ly  r a w  m a te r ia ls  w h ich  w e tu r n  
in to  fin ish ed  p ro d u c ts . R u s s ia  b u y s  fro m  
th e  U n ited  S ta te s  five t im e s  a s  m u ch  a s  
sh e  se lls . A n y  in d iv id u a l  su c h  a s  H a m ­
i lto n  F is h  w h o  w o u ld  p ro h ib it  R u ss ia n  
im p o r ts  is  m ere ly  c u tt in g  off f ro m  A m eri­
c a n  la b o r  o n e  h u n d re d  a n d  s e v e n ty  m il­
l io n  d o lla r s  W orth  o f  o rd e rs . T h is  is  a  
p r e t ty  la rg e  p r ic e  t o  p a y  fo r  a n  e m o tio n a l 
a n a ly s is  of th e  p ro b lem .
“A g a in  i t  is  s a id  t h a t  R u ss ia n  goods 
a re  p ro d u ced  by  co n v ic t lab o r. I t  is  t r u e  
t h a t  c o n v ic ts  do  w o rk  ju s t  a s  th e y  do in  
C o n n e c ticu t a n d  o th e r  s ta te s  h e re , b u t  in  
R u s s ia  no  conv ic t-m ad e  goods a re  sh ip p e d  
o u t  o f  th e  c o u n try . I t  is  s a id  w ag es in  
R u ss ia  a r e  low . A c tu a lly  th e  a v e ra g e  
w ag e  in  1930 w a s  a b o u t 80 ru b le s  a  
m o n th . S in ce  th e  m o n th  h a s  less  th a n  
24 a c tu a l  w o rk in g  d a y s  in  i t ,  t h is  m ea n s  
t h e  a v e ra g e  w o rk e r  w a s  g e t t in g  $1.74 a  
day. T h is  co m p ares fa v o ra b ly  w ith  som e 
o th e r  E u ro p e a n  c o u n tr ie s . W e do  n o t 
n eed  a n y  o th e r  dev ice  th a n  th e  ta r i f f  to  
p ro te c t  u s  a g a in s t  lo w  w ag e  s ta n d a rd s .
“A m o n g  th e  b e s t te s tim o n y  n o w  a v a il­
a b le  a b o u t c o n d itio n s  in  R u s s ia  is  th e
co llective  e x p e rien c e  o f A m e ric an  b u s i­
n e ss  firm s w ho a r e  d o in g  b u s in e ss  w ith  
S o v ie t R u ss ia  a n d  w h o  c an  obse rv e  con­
d itio n s  a t  f irs t  h a n d . R e c e n tly  I  s e n t  
a  p e rso n a l le t te r  to  th e  la rg e s t  a n d  b e s t 
k n o w n  firm s in  A m e ric a  w h o  w e re  e n ­
g ag ed  in  R u s s ia n  b u s in e ss . T h ey  re ­
p o rted  a lm o s t u n a n im o u s ly  t h a t  t h e i r  ex­
p e rie n ce  h a d  been  e n ti r e ly  s a t is fa c to ry  
w ith  S o v ie t R u s s ia  a n d  t h a t  th e y  be ­
liev ed  i t  w o u ld  be  h ig h ly  a d v a n ta g e o u s  to  
se n d  a n  official c o m m issio n  to  R u s s ia  to  
in c re a se  t r a d e  re la tio n s . M any  be liev ed  
w e sh o u ld  im m e d ia te ly  reco g n ize  S o v ie t 
R u ss ia  b u t  d id  n o t w ish  to  h a v e  th e i r  
n a m e s  u sed  in  th is  co n n ec tio n  on  a cco u n t 
of w h a t  th e y  te rm e d  ‘th e  u n re a so n a b le  
p re ju d ic e s ’ o f th o s e  w h o  w e re  ig n o ra n t  
a b o u t R u ss ia n  c o n d itio n s .”
M r. F ish , in  re p ly in g  to  P ro fe sso r  
D avis, s ta te d , “ I ’m  n o t a  P ro p a g a n d is t,  
n o t a n  E m o tio n a lis t ,” b u t  t h a t  h e  d id  
look  u p o n  th e  a c t iv it ie s  of C o m m u n is ts  
a s  a la rm in g . B o th  h e  a n d  M r. W a sse r ­
m an , o n e  o f th e  o th e r  sp e a k e rs , c o n tra ­
d ic te d  th e  s ta te m e n t  of M r. D av is  t h a t  no  
goods p ro d u ced  in  R u ss ia  b y  c o n v ic t la ­
b o r  a r e  b e in g  sh ip p e d  o u t of th e  c o u n try . 
T h ey  re c i te d  t h a t  in v e s tig a tio n s  h a d  d is ­
closed  t h a t  lu m b e r  w a s  sh ip p e d  in to  th is  
c o u n try  w h ic h  h a d  b een  c u t  a n d  p re p a re d  
fo r  th e  m a rk e t  by  c o n v ic t lab o r.
P ro fe s s o r  D a v is  s ta te d  t h a t  n o  eco­
n o m ic  sy s te m  y e t fo rm u la te d  h a d  p ro v en  
p e rfe c t, t h a t  f a u lt  co u ld  a lso  b e  fo u n d  
w ith  th e  C a p ita lis t ic  sy s tem , h a v in g  in  
m in d  th e  p re se n t  b u s in e ss  d e p ress io n  
th ro u g h o u t th e  w o rld .
M r. F is h  re p lie d  t h a t  o n  th e  c o n tra ry  
p a s t  ex p erien ces  h a d  p ro v e n  t h a t  th e  
econom ic  sy s te m  in  A m e ric a  w as so und , 
s ta tin g , “W e’ve  b een  a b le  to  so lv e  in  
A m e ric a  ev ery  p o lit ic a l  a n d  ev ery  eco­
n o m ic  p ro b lem  in  th e  p a s t .” T o  th is  
s ta te m e n t  th e re  w a s  a  lo u d  o u tb u r s t  of, 
“O oo!” , f ro m  th e  a u d ie n ce . T o w h ich  
M r. F is h  re to r te d ,  “ I  d id n ’t  r e a l iz e  th e re  
w ere  so  m a n y  S o c ia lis ts  h e re . I ’m  so r ry  
fo r  P h ila d e lp h ia .”
T ra d e  w ith  R u ss ia  w as a d v o ca te d  a s  a n  
a id  in  h a s te n in g  th e  r e tu r n  o f p ro sp e r ity  
a n d  w as a lso  opposed  fo r  i t s  p o ss ib il it ie s  
of p ro p a g an d a .
M r. G ilb e rt B ow les, m em b e r o f  th e  
S o c ie ty  of F r ie n d s  (Q u ak ers , J a p a n )  
spoke  on  th e  re c o g n itio n  o f th e  S o v ie t 
G o v e rn m en t by  J a p a n .
H e s ta te d  t h a t  n o tw ith s ta n d in g  th e  
fa c t th a t  m a n y  J a p a n e s e  v iew  w ith  g re a t  
co n ce rn  w h a t  th e y  b e liev e  to  be  a n  ex­
te n s io n  in to  J a p a n  o f C o m m u n is ts  p ro p a ­
g a n d a , t h a t  he  w as n o t a w a re  th a t  th e y  
q u e s tio n  th e  w isdom  of J a p a n ’s official 
re co g n itio n  of th e  S o v ie t G o v e rn m en t. H e  
s ta te d  th a t  t h a t  s te p  b ro u g h t th e  official 
in te r p r e te r s  of p re se n t-d a y  R u ss ia n  p o li­
cies in to  d ire c t  c o n ta c t w ith  J a p a n e s e  
life , a n d  th a t  t h e  re c o g n itio n  o f th e  p re s ­
e n t R u ss ia n  G o v e rn m en t b y  J a p a n  w as 
b u t  one e x p re ss io n  of J a p a n ’s  d e te rm in a ­
tio n  to  u n d e rs ta n d  th e  w o rld  in  w h ich  
sh e  liv e s  a n d  e sp ec ia lly  th e  n a tio n s  w ith  
w h ich  h e r  ow n  d e s t in ie s  a r e  lin k e d .
T h e  to p ic  fo r  th e  fo u r th  se ss io n  
w as “A  T a r if f  P o licy  fo r  th e  U n ited  
S ta te s  in  t h e  T w e n tie th  C e n tu ry .”
“W e c an  e n te r  a  p e r i o d  o f  u n e n d in g  
p ro sp e r ity , w ith  p o v e rty  d r iv e n  o u t o f 
th e  w o rld ,”  w as th e  o p in io n  of S ir  G eorge  
P a ish , of L on d o n , o n e  of th e  m o st d is­
t in g u ish e d  o f  l iv in g  eco n o m ists .
S w ee p in g  a w ay  o f  ta r i f f  b a r r ie r s  w as 
th e  g u a ra n te e  u rg e d  b y  S i r  G eorge  a n d  
h e  in s is te d  u n le s s  t h a t  w e re  b ro u g h t 
a b o u t, w a rs  m o re  t e r r ib le  th a n  a n y  e v e r  
d re am ed  of w o u ld  be  th e  p e n a lty .
“ I  w ill s ta k e  m y  r e p u ta tio n  t h a t  th e re  
w ill b e  f re e  t r a d e  th ro u g h o u t  th e  w o rld  
w ith in  five y e a rs ,” S ir  G eorge  e n la rg e d  
on th e  r e m a rk s  in  a n  in te rv ie w  a f te r  h is  
a d d re ss .
“C re d it  th ro u g h o u t  th e  w o rld  h a s  
b ro k e n  do w n . T ra d e  is  n o t m o v in g . T h e  
s i tu a t io n  w ill  com pel w o rld -w id e  a d o p tio n  
o f  f re e  t r a d e  w ith in  th e  n e x t five y e a rs .
“ T h a t  w ill n o t m ean  th e  le a s t  lo w e rin g  
of re a l  w ag es  o r  of th e  s ta n d a rd  o f l iv in g  
in  th e  U n ite d  S ta te s . Su ch  p ro sp e r i ty  
w ill r e s u l t  fro m  th e  a b o litio n  o f ta r i f f  
b a r r ie r s  th ro u g h o u t  th e  w o rld  t h a t  th e  
U n ited  S ta te s  w ill b e  b e t te r  off th a n  e v e r  
before . I l l im ita b le  d em an d  fo r  goods w ill 
re su l t .
“A n d  A m e ric a n  p ro d u c tio n  is  so  e f­
f ic ien t t h a t  w ith  w o rld -w ide  f re e  t r a d e  
you  c a n  co m p ete  su c c ess fu lly  th ro u g h o u t 
th e  w o rld  b o th  in  a g r ic u ltu ra l  p ro d u c ts  
a n d  in  m a n u fa c tu re d  goods.”
T h e  G o v e rn m en ts  of th e  w o rld  o u g h t to  
be ca lled  in to  co n fe ren ce  on  th e  c re d it  
s i tu a t io n  a n d  th e  p ro b lem  o f ta r if f  w a lls , 
“w ith  th e  le a s t  p o ss ib le  d e lay ,” d e c la re d  
S ir  G eorge, in  h is  a d d re ss .
“T h e  c re d it  of th e  w o rld  m u s t n o t  be  
a llo w ed  to  b re a k  dow n,” h e  in s is te d .
S ir  G eorge  P a is h ’s  d e c la ra t io n  t h a t  to  
c o n tin u e  to  a llo w  ta r i f f  w a lls  to  b lo ck  
t r a d e  b e tw een  th e  n a tio n s  m e a n s  “ th e  
s u ic id e  o f  E u ro p e ” a n d  “ u n iv e rs a l b a n k ­
ru p tc y — a n d  w ith  i t  u n iv e rs a l  re v o lu ­
tio n ,” b ro u g h t  fro m  H . P a r k e r  W illis , of 
N ew  Y ork , e d ito r  of th e  J o u rn a l  o f C om ­
m erce , th e  d e c la ra t io n  t h a t  w h ile  h e  be ­
liev es  in  a  g e n u in e  “p ro te c tiv e ” ta r if f , h e  
th in k s  th e  p ro te c tiv e  p r in c ip le  h a s  been  
g ro ss ly  ab u sed .
“T h e  ta r if f ,” h e  m a in ta in e d , “h a s  
o m itte d  to  p ro te c t o u r  la rg e s t  a n d  m o st 
p ro fita b le  in d u s t ry — fo re ig n  tra d e .  T h e  
p re se n t  ta r i f f  h a s  b ro k e n  dow n. O u r 
p la n ts  a r e  f a r  ab o v e  d o m es tic  p o w er to  
consum e. O u r A m e ric an  d e m a n d  fo r  
au to m o b ile s  is  a b o u t 3,500,000 a  y e a r, a n d  
w e c a n  p ro d u c e  5,500,000 a  y e a r . T h e  
s te e l  in d u s try  is  a b o u t one-fifth  above  
d o m es tic  c o n su m p tio n  d em an d .”
D r. W illis  p o in te d  o u t t h a t  e x p o rt  
t r a d e  is  e s se n tia l  fo r  A m e ric an  p ro sp e r- 
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couple  of sh o p  ta lk e r s  w e re  re c e n tly  
a d v o c a tin g  th e  n e c e ss ity  fo r  p ro fe s­
s io n a l a d v e r t is in g ;  th e  p ro fe ss io n  a s  a  
w hole , w ith  in d iv id u a ls  in te rd ic te d . T h ey  
w a n t to  see  a  s te a d y  s e r ie s  of d isp la y  a d s  
in  a ll  k in d s  of t r a d e  jo u rn a ls  w ith  th e  
k e y n o te  “B a la n ce  y o u r  books e v e ry  d ay—  
see  y o u r  a c c o u n ta n t  a t  le a s t  tw ice  a  
y e a r .” A n d  l ik e  t h e  good e th ic a l  C. P . A ’s 
th e y  a re , th e y  w o n ’t  e v en  le t  u s  g iv e  
th e m  c re d it  fo r  th e  id ea . T h e  a d s  w o u ld  
be p a id  fo r  by  s ta te  so c ie tie s  o r  c h ap te rs .
T H E  C o sm o p o litan  B ook  C o rp o ra tio n  
h a s  a n n o u n ce d  fo r  a u tu m n  p u b lic a ­
t io n  a  lo n g  n a r ra t iv e  poem  b y  J o h n  V. 
W eaver. I t  is  t i t l e d  “ T r ia l  B a la n ce .” I f  
i t  d o esn ’t  b a la n ce , i t ’s  a  tra g e d y . B u t 
re c a ll in g  w ith  p le a su re  M r. W e a v e r’s 
book  o f a  few  y e a rs  b a c k  ca lled  “M a rjie  
W in e  th e  G am e,” w e th in k  i t  w ill be 
com ic. W e w o u ld  l ik e  to  h a v e  som e 
re a d e r  m ak e  a n  a u d it  r e p o r t  on  th is .
T H E  fo llo w in g  com es fro m  th e  N . Y. 
T im e s  of J u ly  5:
“M an y  m e rc a n ti le  e s ta b l ish m e n ts  b o a st 
o f th e i r  sy s te m  o f  checking, a n d  double  
c h ec k in g  ca sh  incom e. T h e  c a sh  r e g is te r  
n o w  does e v e ry th in g  b u t  sa y  ‘th a n k  y o u ’ 
to  th e  c u s to m e r. O ne N ew  Y o rk  com pany , 
ho w ev er, b o a s ts  t h a t  i t  g e ts  a lo n g  w ell 
w i th o u t  a n y  e la b o ra te  m ec h an ic a l p re ­
c au tio n s . T h is  is  th e  D a n ie l R eeves 
s to re s , o f  w h ich  800 a re  sc a tte re d  
th ro u g h o u t  th e  m e tro p o lita n  d is tr ic t .  
J a m e s  R eeves, h e a d  o f th e  co n ce rn , be­
lie v e s  th e  h e lp  sh o u ld  be  t ru s te d ,  a n d  
th e y  a re . T h e re  is  n o  re g is te r ,  n o  b e ll 
to  r in g . I n  th e s e  s to re s , d e a lin g  on ly  in  
cash , th e  c le rk  m e re ly  to sse s  th e  m oney  
in to  a n  o ld -fash io n e d  d ra w e r  a n d  co u n ts  
o u t th e  c h an g e . N o r  h a v e  a n y  d is­
co v eries  o f  p e c u la tio n s  b een  m ad e  a m o n g  
th e  se v e ra l  th o u sa n d  em ployees w ho  h av e  
access to  th e  open c a s h  d ra w e r .”
W h a t w e’d l ik e  to  h a v e  M r. R eev es te l l  
us, is  h o w  e a c h  s to re  m a n a g e r  d e te r ­
m in es  th e  v o lu m e  of h is  d a y ’s sa les. 
E v e ry  a u d ito r  k n o w s th a t  a  ca sh  r e g is te r  
a t  b e s t i s  o n ly  a  d e te r r e n t ;  i t  n e v e r  w as 
th e  p re v e n tiv e  w h ic h  th e  e ld e r  P a t te r s o n  
c la im ed  i t  w as. B u t a s  a n  a id  to  reco rd  
k eep in g , i t  a lw ay s  w a s  good; a n d  in  re ­
ta i l in g  is  p ra c t ic a lly  a  n ecess ity .
O N E  of th e se  re c e n t h o t e v en in g s  w e 
go t o u t a  book  w e h a d  s tu d ie d  in  a  
co llege c o u rse  a n d  h a d  n o t looked  a t  fo r  
y e a rs . I t  w as “ T h e  A ge  of th e  D esp o ts ,” 
by  J . A. Sym onds, b e in g  a  v o lu m e  of h is  
m o n u m e n ta l w o rk  on  th e  R e n a issa n c e  in  
I ta ly . W e w e re  soon  re w a rd e d  b y  co m in g  
on th e  fo llo w in g :
“G ian  G aleazzo V isco n ti h a d  a  love of
o rd e r  so  p re c ise  th a t  h e  ap p lie d  th e  
m eth o d  of a  b a n k e r ’s office to  th e  c o n d u c t 
of a  s ta te .  I t  w as h e  w h o  in v e n te d  B u­
re a u c ra c y  by  c re a tin g  a  sp ec ia l c la ss  of 
p a id  c le rk s  a n d  s e c re ta r ie s  in  d e p a r t­
m en ts . T h e ir  d u tie s  c o n s is te d  in  com ­
m it t in g  to  b o oks a n d  le d g e rs  th e  m in u te s t  
ite m s  of h is  p r iv a te  e x p e n d itu re s  a n d  th e  
o u tg o in g s  o f  h is  p u b lic  p u rs e ;  in  n o tin g  
th e  d e ta i ls  o f th e  se v e ra l  ta x e s  so  a s  to  
be  ab le  to  p re s e n t  a  su rv e y  o f th e  w h o le  
s ta te  re v en u e . A  s e p a ra te  office w as de­
v o ted  to  co rre sp o n d en ce , of a ll  o f w h ich  
he  k e p t a c c u ra te  co p ies.”
G ian  G aleazzo  d ied  in  1402. T h a t  w as 
43 y e a rs  b e fo re  th e  b i r th  of P acc io li. So  
a p p a re n tly  m o d e rn  b o o k k eep in g  d id  n o t 
b e g in  w ith  th e  fam o u s F ra .  B u t h e re  is 
w h a t s tru c k  u s  a s  m o st c u rio u s . In sp ire d  
b y  o u r  find  ab o v e  q uo ted , w e w e n t 
th ro u g h  th e  w h o le  v o lu m e  lo o k in g  fo r  
so m e  m e n tio n  of P a cc io li a n d  fa iled  to  
find it .  W h e th e r  th e  m o s t e ru d ite  Sy­
m o n d s d id n ’t  k n o w  a b o u t h im , o r  w h e th e r  
h e  d eem ed  h im  o f in su ffic ien t im p o rta n c e  
to  m e n tio n  is  a  q u e s tio n  w h ic h  w e w ill 
le a v e  fo r  W ilm e r  G reen  o r  H e n ry  R a n d  
H atfie ld  to  a n sw e r.
W E  h a v e  m e n tio n e d  b e fo re  in  th is  col­
u m n  th e  o v ercro w d ed  c o n d itio n s  ex ­
i s t in g  in  th e  N ew  Y o rk  p ro fe ss io n a l ex ­
a m in a tio n s  w h ic h  m a k e  th e m  f a r  m o re  
d ifficult th a n  th e y  in t r in s ic a l ly  a re . W e 
re m e m b e r  w ith  p le a su re  th e  n e a r ly  id ea l 
c o n d itio n s  u n d e r  w h ic h  w e to o k  o u r  F lo r ­
id a  e x a m in a tio n s . B u t w e re c e n tly  h a d  
a n  o p p o r tu n ity  to  o b se rv e  e x a m in a tio n s  
w h ic h  a p p e a r  to  b e  a  f a i r e r  te s t  o f th e  
c a n d id a te s  th a n  a n y  w e h av e  e v e r  k n ow n . 
A nd th e  q u e e r  p a r t  o f  i t  w as t h a t  th e y  
w e re  g iv en  b y  a  U. S. D e p a rtm e n t, w h e re  
w e w ou ld  h a v e  ex p ec ted  th e  m o st s t r in g ­
e n t  d isc ip lin e  to  p re v a il.
H e re  is  h o w  i t  w o rked . T h e  c an d id a te s  
w e re  b e in g  e x am in ed  fo r  p ro m o tio n ; 
th e re  w e re  se v e ra l g ra d e s  b e in g  te s te d  
s im u lta n e o u s ly . M en ta k in g  th e  sa m e  
e x a m in a tio n  w ere  n o t s e a te d  n e x t to  each  
o th e r . T h e  official in  c h a rg e  k e p t  a n  
in d iffe re n t lo o k o u t o n  th e  m en . O th e r­
w ise  th e y  w e re  on  th e i r  ho n o r. T a lk in g , 
n o t c a lc u la te d  to  d is tu rb  o th e rs  w as p e r­
m itted , b u t n o t to  th e  q u estio n . T h a t  is, 
su c h  r e m a r k s  a s  “ H o w rey e  m a k in ’ o u t;  
p re t ty  to u g h , e h ? ” etc. C o n d itio n s  of 
lig h t, v e n ti la t io n  a n d  sp ace  w ere  excel­
len t. S m o k in g  w as p e rm itte d .
T h e  e n t i r e  p a p e r  w as n o t g iv en  o u t a t  
o ne  t im e . T h e  q u e s tio n s  w ere  issu e d  
s in g ly  o r in  g ro u p s  of n o t m o re  th a n  
th re e . A nd , w o n d e r o f w o n d e rs , th e re  
w as n o  t im e  lim it!  W h en  a  c o n v en ien t 
s to p p in g  p o in t w a s  reach ed , a  m a n  could
go  to  lu n c h ;  h e  h a n d e d  in  a ll  h e  h a d  
d o n e  t i l l  th e n , a n d  th a t  w as th e  la s t  h e  
sa w  of th o s e  p a p e rs . I f  h e  w a n te d  t o  
p u sh  th ro u g h  th e  e x a m in a tio n  in  o n e  
d ay , h e  co u ld  do  so. I f  n o t, w h e n  h e  g o t  
t i r e d  in  th e  la te  a f te rn o o n , h e  h a n d e d  in  
w h a t  h e  h a d  fin ished , a n d  r e tu rn e d  th e  
n e x t  d a y  to  co m p le te  h is  quiz.
T h e  th e o ry  of th is  sy s te m  is  b e a u t i fu l ly  
s im p le . T h e  b ig  id e a  is  to  te s t  w h a t  t h e  
c a n d id a te  k now s. T o  co m p le te  h is  w o rk  
a n d  do  i t  a c c u ra te ly  is  th e  m a in  th in g .  
T h e  m a n ’s  a c tu a l  t im e  is  c a re fu lly  n o te d ; 
t h a t  seem ed  to  be th e  su p e rv iso r’s  c h ie f  
d u ty . T h e  e x a m in in g  b o a rd  in  W a sh in g ­
to n  h a s  a  s ta n d a rd  t im e  n o t  a n n o u n c e d , 
w h ich  is  b e lieved  to  be  th e  t im e  a  m a n  
w ou ld  n o rm a lly  re q u ire . P a p e rs  a r e  f i r s t  
g ra d e d  fo r  co m p le tio n  a n d  a c c u ra c y . 
T h e n  r e la tiv e  g ra d in g s  a r e  m ad e . T h a t  
is, a  m a n  w h o  fin ish es  in  te n  h o u rs  d o es 
n o t g e t a s  h ig h  a  p lace  on  th e  p ro m o ­
tio n  l is t  a s  a  m a n  w h o  a n sw e re d  ju s t  a s  
c o rre c tly , b u t  d id  so  in  e ig h t  h o u rs . B u t  
a  m a n  w h o  g o t th e  p a s s in g  g ra d e  o n  co r­
re c tn e s s  (w e b e lieve  i t  i s  75 p e r  c e n t)  
cou ld  n o t be  flunked , ev en  if  h e  to o k  14 
h o u rs .
W h ich  i s  g o in g  to  be th e  f irs t  C. P . A . 
b o a rd  to  a d o p t t h is  s e n s ib le  sch em e?
V A R IE T Y  is  a  fam o u s p e r io d ica l de ­
v o ted  to  th e  th e a t re  a n d  a c to rs . T h e  
is su e  o f J u ly  te n th  c o n ta in s  so m e in te r ­
e s t in g  d a ta  fo r  o u r  p ro fe ss io n . O ne  m o v ie  
c o m p an y  h a s  fo r  th re e  y e a rs  b een  c a n ­
v a ss in g  H a rv a rd , C o lum bia , N. Y. U., 
P e n n sy lv a n ia , Y ale  a n d  P r in c e to n  fo r  
m en  to  p u t  in to  th e  film  b u s in e ss . O ver 
s ix  h u n d re d  a p p lic a n ts  w e re  in te rv ie w e d  
a n d  m o st o f  th e m  w e re  flops. H a rv a rd  
q u a lified  o n e ; h e  w as fro m  i ts  b u s in e ss  
sch o o l; N . Y. U. q u a lified  five, th r e e  o f  
w hom  s t i l l  re m a in . C o lu m b ia  q u a lified  
o n e ; Y ale  q u a lif ied  fifteen , o f w hom  th r e e  
s tu c k , e tc .
N ow  th e  p o in t is  th a t  th e s e  m en  w e re  
n o t w a n te d  fo r  a c tin g , p ro d u c tio n  o r  
sa le s ;  th e y  w e re  w a n te d  in  th e  bo o k k eep ­
in g  a n d  a c c o u n tin g  offices. A nd  th e  s t a ­
t is t i c s  p ro v e  th a t  N. Y. U. led  th e  field, 
w ith  Y a le  second. T h a t  w o n ’t  b e  m u c h  o f  
a  s u r p r i s e  to  th e  th o u sa n d s  w h o  h a v e  
s tu d ie d  u n d e r  D e an s  H a sk in s , J o h n s o n  
a n d  M adden  a t  th e  N ew  Y o rk  in s t i tu t io n .  
B u t, ev en  if  H a rv a rd  d id  w in  a t  N e w  
L o n d o n  th is  y e a r, Y ale  b e a t h e r  in  
m ovies, a n d  R u d y  V allee  is n ’t  co u n te d  
e ith e r ,  th o u g h  he  w as g ra d u a te d  fro m  
N ew  H a v en  in  1927.
I N  a  se rm o n  p re a c h e d  o n  J u n e  21, th e  
R ev. D r. R . R . W icks, o f P r in c e to n  
U n iv e rs ity , sa id  in  p a r t :
“ T he  p ro fe ss io n a l w ay  is  m o re  a n d
232 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T August,
m o re  c ro p p in g  u p  in  th e  c o m m erc ia l 
w orld , to  m o d ify  i ts  sh e e r  c o m m erc ia lism . 
A nd  th e  co m m erc ia l w ay , u n fo r tu n a te ly ,  
is  c ro p p in g  u p  in  so m e  of o u r  m o st r e ­
lia b le  p ro fe ss io n s .”
W e w o n d e r if  th e  good p re a c h e r  h a d  
se e n  a  se t o f  law  books, p u t  o u t b y  a  w ell 
a d v e r tis e d  c o rre sp o n d en ce  school. T h e re  
a re  fo u rte e n  (14) v o lu m es in  th e  se t, b ig  
f a t  books. “L eg a l E th ic s ” w h ic h  m ig h t  
be e x p ec ted  to  a p p e a r  r ig h t  a t  th e  b e g in ­
n in g  is  g iv en  ju s t  fifteen  p a g es  in  th e  
e le v e n th  vo lum e.
T H I S com es fro m  th e  N. Y. T e leg ra m  o f 
Ju ly  te n th .  I t  seem s th a t  th e  w o rld  
is  g e tt in g  acco u n tin g -co n sc io u s .
“ T h e  a c c o u n tin g  d e p a r tm e n t  o f  o ne  of 
th e  s m a r te r ,  b ig g e r  a n d  h ig h e r-p rice d  
h o te ls , b e tw een  P a r k  a n d  M ad iso n  A ve­
n u e s , w as te r r ib ly  sh ocked  a b o u t i ts  b ill  
f ro m  th e  N ew  Y o rk  T e lep h o n e  Co.
“ . . . I t  w a s  f a r  to o  h ig h  fo r  th e  m o n th , 
c o m p a red  w ith  re co rd s  of p re v io u s  y e a rs , 
a n d  th e re  w e re  to o  m a n y  c h a rg e s  a g a in s t  
v a r io u s  d e p a r tm e n ts  t h a t  n e v e r  b e fo re  
h a d  been  so  e x tra v a g a n t  w ith  th e i r  te le ­
ph ones. . . . N o tice s w e n t o u t to  d e p a r t­
m e n t h e a d s  to  h a v e  th e i r  w o rk e rs  c u rb  
p e rso n a l calls , a n d  to  re d u ce  a ll  o th e r  
c a lls  a s  m u ch  a s  p o ss ib le . . . .  I n  th e  
m ea n w h ile  th e y  in v e s tig a te d  so m e  m ore, 
b e ca u se  a c c o u n tin g  d e p a r tm e n ts  n e v e r  le t  
a n y th in g  drop , w h en  i t  com es to  m oney.
. . . A nd  th e y  p in n e d  i t  dow n. . .
“ One of th e  n ig h t  ’p h o n e  g ir ls  h a d  a  
sw e e th e a r t  in  C a lifo rn ia  a n d  one of h e r  
coast-to -coast c h a ts  a lo n e  r a n  up  a  b ill  of 
$80.70!”
O N E  of th e  le n g th ie s t  cases we h av e  
seen  in  m o n th s  is  379 M ad iso n  Ave­
n u e , In c . (23 B TA  29). A  N ew  Y o rk  C ity  
r e a l ty  le a se  is re p ro d u c e d  a lm o s t in  fu ll. 
A nd  on p ag e  43 a  c u r io u s  c o ro lla ry  of 
th e  B o n w it T e lle r  c ase  is  re ac h ed . See 
a lso  23 B T A  303.
OF course , a l l  v is i to r s  to  W ash in g to n  
k n o w  L a n s b u rg h ’s  D e p a r tm e n t S to re . 
I f  you w a n t to  k n o w  s t i l l  m o re  a b o u t th is  
c o rp o ra tio n , see  23 B T A  66.
T H E  case  of C o c h ran e  (23 B T A  202) is  
ch o ck  fu ll of h u m a n  in te re s t .  You 
m u s t  re a d  i t  y o u rse lf. O th e r  d iv o rce  d a ta  
are  fo u n d  a t  p ag e  304, case  of S a n d e rso n .
A ND o u r  o ld  school f r ie n d , D ean  A che ­
son, E sq ., to o k  th e  p e t i t io n e r ’s  s id e  in  
a  47 p a g e  p a te n t  case  (23 B T A  71). T h e re  
w e re  “m o re  th a n  1500 p ag es of t r a n s c r ip t  
in  a d d it io n  to  le n g th y  e x h ib its  in  th e  
fo rm  of c a re fu lly  com p iled  g ra p h s , e tc .” 
Som e case!
Som e in te re s t in g  l ig h t  is  th ro w n  on 
p a te n t  a tto rn e y s  a n d  th e i r  m e th o d s  in  
th e  E v a n s  case  (23 B T A  156) in  w h ich  
G. P . G rah am , C. P . A., go t a  ru le  50 
decis io n .
A N O T H E R  b ig  case  in v o lv in g  o il is  th e  
23 p age  C o n tin e n ta l Oil Co. m a t te r
a t  23 B T A  311. B u t, o u r e steem ed  
R o b e rt M on tg o m ery  re q u ire d  on ly  e lev en  
p ages to  ge t a  ru le  50 v e rd ic t in  th e  m a t­
te r  of Cook, e t a l, b e g in n in g  on p ag e  335. 
I t  w as a n  e s ta te  ta x  m a tte r .
W E  re g re t  lack  of sp ace  in  w h ic h  to  l is t  
th e  n u m e ro u s  in te re s t in g  an d , in  
som e cases, im p o r ta n t  d is s e n tin g  o p in ­
io n s in  Vol. 23, No. 1, of B T A  re p o rts .
O N E  of th e  m o st v ex in g  p ro b lem s ac­
c o u n ta n ts  a r e  ca lled  u p o n  to  h a n d le  
is s t r ic t ly  a c c u ra te  in te r e s t  a n d  d isc o u n t 
c o m p u ta tio n s  on in s ta l lm e n t sa les . P ro b ­
ab ly  th e  m o st p o p u la r  re fe re n c e  book  fo r 
a ll p re se n t v a lu e  a n d  a c c u m u la tio n  p ro b ­
lem s is  S p ra g u e ’s A c c o u n ta n c y  o f I n v e s t ­
m e n t.  Y et th e  ta b le s  th e re in  g iv en  ru n  
o n ly  fro m  1 p e r  c en t to  6 p e r  cen t. No­
w h ere  t h a t  w e k n o w  a r e  th e r e  ta b le s  fo r  
f ig u r in g  a  p ro b lem  su c h  a s  “T h e  p re se n t  
v a lu e  o f 96 eq u al n o te s  g iv en  in  p a y m e n t 
of a  h o u se  a n d  lo t;  o n e  n o te  d ue  each  
m o n th , a t  8 p e r  c en t in te re s t .”
M ost in te r e s t  ta b le s  a r e  co m piled  a n d  
p u b lish ed  in  N ew  Y o rk  o r  B o sto n  w h e re  
6 p e r  cen t is  th e  p re v a ilin g  an d  leg a l 
ra te .  T h e  S o u th  w ith  i ts  p re v a le n t  7 o r 
8 p e r  c e n t  (M iss iss ip p i goes to  10) is 
ig n o red . T h e  p ro b lem  is  e v en  h a rd e r  in  
th is  fo rm : “P u rc h a se  o f  h o u se  a n d  lo t to  
be m ad e  in  96 eq u al m o n th ly  p a y m e n ts , 
in c lu d in g  in te re s t  a t  8 p e r  cen t.” W ill 
on e  o f o u r  D ix ie  b re th re n  w r ite  a n  a r ­
t ic le  a b o u t how  he  does it ,  w ith  s im p le  
( if  p o ss ib le ) fo rm u la e  a n d  d e ta ile d  ex ­
p la n a tio n s .
W E  h a v e  seen  en o u g h  of sy n d ic a te s , 
pools a n d  jo in t  v e n tu re s  to  re a liz e  
t h a t  q u e s tio n  20 on  p ag e  210 of th e  Ju ly  
n u m b e r  is  a  p e rfe c tly  p ra c t ic a l  p rob lem , 
ta k e n  r ig h t  o u t of th e  files of th e  m an  
w ho s u b m itte d  it .  W e a lso  k n o w  w e 
a re  d a rn  g lad  w e d id  n o t m ee t u p  w ith  
i t  on a n  e x a m in a tio n .
[S u g g estio n  by  th e  E d ito r :  T h ese  a re  
up-to -date  q u e s tio n s  a n d  s im ila r  cond i­
tio n s  w ere  n o t com m on  a  few  y e a rs  ago 
w h en  o u r  c o lu m n is t secu red  h is  c e rtif i­
ca te .]
STATE BOARD NEWS
H A W A II
T he v acan cy  on th e  H a w a ii  T e r r i to r ia l  
B o a rd  of A cco u n tan cy , cau sed  by  th e  
d e a th  of A. F . B au m a n , h a s  b een  filled  by  
th e  a p p o in tm e n t o f M. M. G ra h am  of 
H o no lu lu .
N E W  YORK 
T h e  S ta te  B o a rd  of C ertified  P u b lic  
A c co u n ta n t E x a m in e rs  of N ew  Y o rk  h a s  
re c e n tly  re o rg a n ize d  a s  fo llow s: C h a ir­
m an , N o rm a n  E . W eb s te r, N ew  Y ork  
C ity ; V ice C h a irm a n , G eorge E . B e n n e tt, 
S y ra c u se ; S e c re ta ry , W a lte r  N. D ean , 
N ew  Y o rk  C ity ; M em bers, E d w in  E . L ef­
fler, of B uffalo, a n d  E rn e s t  B. Cobb, of 
N ew  Y ork  C ity .
COMMERCIAL A R B IT R A T IO N  
N E W S
W isco n s in  h a s  been  ad d ed  to  th e  l is t  
of s ta te s  w h ich  h a v e  co m m erc ia l a rb i­
t r a t io n  law s s u b s ta n t ia l ly  in  a g re e m e n t 
w ith  th e  F e d e ra l  A ct a n d  th e  D ra f t  S ta te  
A ct p re p a re d  a n d  a d v o ca ted  by  th e  
A m e ric an  A rb i t r a t io n  A sso c ia tio n . T h is  
c o n d itio n  re s u l ts  fro m  th e  p assag e  by  th e  
L e g is la tu re  a n d  a p p ro v a l by  th e  Gov­
e rn o r  of th e  S ta te  of a n  A rb itra t io n  B ill 
w h ich  w as in tro d u c e d  in  th e  re c e n t ses­
sio n  of th e  fo rm er.
C ertified  P u b lic  A c co u n ta n ts  of th e  
S ta te  lived  u p  to  th e  r e p u ta tio n  w h ich  
th e y  h a v e  g a in e d  fo r su p p o r tin g  m eas­
u re s  in  th e  p u b lic  in te re s t .  T h e ir  co­
o p e ra tio n  to o k  th e  fo rm  of a c c e le ra tin g  
p u b lic  in te re s t  a n d  b r in g in g  th e  A rb i t r a ­
t io n  B ill to  th e  a t te n tio n  o f m em b ers of 
th e  L e g is la tu re  w ith  th e  re a so n s  w h y  i t  
sh o u ld  rece iv e  th e i r  fa v o ra b le  c o n s id e ra ­
tio n . T h ey  w e re  p re v e n te d  fro m  a p p e a r­
in g  a t  a  c o m m itte e  h e a r in g  on th e  b ill 
because  of h a v in g  to  a p p e a r  a t  a  h e a r in g  
h e ld  by  a n o th e r  co m m itte e  a t  th e  sam e  
tim e  on a  b ill  w h ic h  w as d esig n ed  to  r e ­
m ove th e  C. P . A. L aw  fro m  th e  S ta tu te s  
of th e  S ta te ,  w h ic h  w as so m e th in g  q u ite  
too  im p o r ta n t  to  b e  neg lec ted . H ow ever, 
th e  p a ssa g e  of th e  A rb i t r a t io n  B ill p ro v ed  
th a t  th e  w o rk  p re v io u s ly  done m ad e  un­
n e c e ssa ry  a p p e a ra n c e  a t  th e  h e a r in g  
th e re o n .
C a r l P e n n e r , one of th e  s ta lw a r ts  in  th e  
W isco n s in  S o c ie ty  a n d  a c tiv e  in  th e  s u p  
p o r t  of th e  A rb i t ra t io n  B ill, ad v ises th a t  
w h e n  F re d  K ellogg , c h a irm a n  of th e  
W isco n s in  S o c ie ty ’s  co m m itte e  on a rb i­
t r a t io n ,  in fo rm e d  th e  m em b ers  p re se n t 
a t  a  re c e n t m e e tin g  o f th e  S o c ie ty  th a t  
th e  A rb i t r a t io n  B ill h a d  p a sse d  th e  L eg­
is la tu re , h is  a n n o u n c e m e n t w as rece iv ed  
w ith  e n th u s ia sm  a n d  ap p lau se .
A  m em b e r of th e  N ew  Y o rk  B a r  h a s  
re c e n tly  p o in te d  o u t t h a t  of a  la rg e  n u m ­
b e r o f c o m m erc ia l cases e x am in ed , a d ­
ju d ic a tio n  of 48 p e r  cen t re q u ire d  fro m  
tw o  to  tw o  a n d  o n e-half y e a rs ;  14 p e r  
cen t re q u ire d  fro m  s ix  m o n th s  to  one 
y e a r ;  a n d  on ly  29 p e r  c e n t w e re  a d ju d i­
ca ted  in  less  th a n  s ix  m o n th s ; t h a t  in  
p e rso n a l in ju r y  cases 90 p e r  c en t r e ­
q u ire d  fro m  tw o  to  tw o  a n d  o n e-half 
y e a rs .
T h e  A m e ric an  A rb i t r a t io n  A sso c ia tio n  
a n n o u n ce s  th a t  i t  w ill r e p r in t  a n d  f u r ­
n is h  to  su b sc r ib e rs  of A m e ric an  A rb i t r a ­
t io n  S erv ice , a s  a  su p p lem en t, a n  e x h a u s­
tiv e  s tu d y  of th e  e n fo rc e m e n t of co m m er­
c ia l a r b i t r a t io n  a g re e m e n ts  in  th e  F e d ­
e ra l  C o u rts  w h ich  a p p ea red  in  th e  la s t  
D ecem ber a n d  M arch  n u m b e rs  of T h e  
N ew  Y o rk  U n iv e rs ity  L aw  Q u a rte r ly  R e­
view .
C o m m erc ia l A rb i t ra t io n  w as one of th e  
su b je c ts  in c lu d e d  in  th e  d e lib e ra tio n s  of 
th e  re c e n t m e e tin g  in  W ash in g to n , D. C.,
C o n tin u e d  on p a g e  249
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Illinois Suprem e C ourt D ec is io n — Legal 
Practice by Banks
D ocket No. 18801— A g en d a  35— D ecem ber,
1928. T he  P eo p le  ex  re l. T h e  I l lin o is
S ta te  B a r  A sso c ia tio n  e t a l. R e la to rs ,
v. T h e  P eop les S to ck  Y ard s  S ta te  B ank ,
R esp o n d en t.
M r. J u s t i c e  Orr d e l iv e r e d  t h e  o p in io n  
o f  t h e  c o u r t :
T h is  is a n  o r ig in a l p ro ceed in g  in s t i tu t ­
ed  in  th is  c o u r t by  in fo rm a tio n  in  th e  
nam e  of th e  Peop le , on th e  r e la tio n  of th e  
I l l in o is  S ta te  B a r  A sso c ia tio n  a n d  th e  C hi­
cago B a r  A sso c ia tio n , a g a in s t  th e  Peop les 
S to ck  Y ard s S ta te  B an k , a  b a n k in g  co r­
p o ra tio n  of I l lin o is , a s  re sp o n d en t, seek ­
in g  to  h a v e  re sp o n d e n t p u n ish e d  fo r  con­
te m p t of th is  c o u rt  fo r  en g ag in g  in  th e  
p ra c tic e  of law  a n d  a lso  to  e n jo in  i t  f ro m  
c o n tin u in g  su ch  p ra c tic e . L eave  to  file  th e  
in fo rm a tio n  h a v in g  b een  g ra n te d , a  ru le  
w as  e n te re d  r e q u ir in g  th e  re sp o n d e n t to  
an sw e r. I t  filed i ts  a n sw e r , a n d  th e  
cau se  w as th e n  re fe r re d  to  T h o m as J. 
H o lm es, a  m a s te r  in  c h a n c e ry  o f th e  su ­
p e r io r  c o u rt  of C ook co u n ty , a s  co m m is­
s io n e r  of th is  c o u rt, to  ta k e  th e  ev idence  
a n d  r e p o r t  h is  c o n c lu s io n s  o f fa c t  an d  
law . T h e  co m m iss io n e r h e a rd  th e  evi­
dence  a n d  su b m itte d  h is  re p o rt ,  recom ­
m e n d in g  th a t  re lie f  be g ra n te d  a s  p ra y e d  
in  th e  in fo rm a tio n . O b jec tio n s of r e ­
sp o n d e n t to  th e  r e p o r t  w e re  o v e rru le d  
a n d  by  s t ip u la t io n  of th e  p a r tie s  i t  w as 
a g ree d  t h a t  th o se  o b jec tio n s  sh o u ld  s ta n d  
as  ex cep tio n s in  th is  c o u rt. A f te r  th e  
filin g  of th e  re p o r t  b r ie fs  w ere  filed on 
b e h a lf  of b o th  p a r tie s .  On m o tio n  of th e  
C o rp o ra te  F id u c ia r ie s  A sso c ia tio n  of C hi­
cag o  a n d  th e  I l lin o is  B a n k e rs  A sso c ia tio n
t
leav e  w a s  g ra n te d  to  H o ra ce  K e n t T en n ey  
to  file a  b r ie f  a s  a m ic u s  c u r ia e , an d  su b ­
se q u e n tly  leav e  w as a lso  g ra n te d  to  P e rc y
B. E c k h a r t  to  file a  b r ie f  a s  a m ic u s  
c u r ia e .
In  h is  re p o r t  th e  c o m m iss io n e r finds 
th e  fa c ts  s u b s ta n t ia l ly  a s  fo llo w s: R e­
sp o n d e n t is  a  d u ly  o rg a n iz ed  b a n k  u n d e r  
I l lin o is  law s a n d  h a s  com plied  w ith  th e  
law s of th is  S ta te  w ith  re sp e c t to  t r u s t  
com pan ies. I t s  p lace  of b u s in e ss  is  a t  
S o u th  A sh lan d  A v en u e  a n d  W est F o rty - 
se v e n th  s tre e t ,  in  th e  c ity  of C hicago. T h a t  
lo ca tio n  is a  c o m m u n ity  cen te r , m o s tly  of 
c itiz e n s  of fo re ig n  b i r th  em ployed  a s  in ­
d u s tr ia l  w o rk e rs . T h e  b a n k  h a s  a b o u t 
2500 c h ec k in g  a cc o u n ts  an d  40,000 de­
p o s ito rs  in  th e  sav in g s  d e p a rtm e n t. A bout 
seven ty-five  p e r  c e n t of th e  c u s to m e rs  of 
th e  b a n k  a re  of fo re ig n  b ir th  a n d  som e 
do n o t sp eak  th e  E n g lish  lan g u a g e  flu­
en tly . T h e  b a n k in g  in s t i tu t io n  h a s  n o t 
on ly  th e  u su a l c o m m erc ia l d e p a r tm e n ts  
of a  m o d e rn  b a n k  b u t  a lso  a  t r u s t  de­
p a r tm e n t,  a  re a l  e s ta te  d e p a r tm e n t  in
w h ich  th ro u g h  d u ly  lic en sed  law y e rs  i t  
t r a n s a c te d  fo r i ts  c u s to m e rs  a n d  o th e rs  
a lm o st ev ery  fo rm  of leg a l b u s in e ss  ex­
cep t th e  h a n d lin g  o f d iv o rce  cases. T he 
officers of th e  b a n k  a t  v a r io u s  tim e s  con­
d u c ted  w h a t  th e y  ca lled  “d r iv e s” in  o rd e r 
to  se c u re  new  c u s to m e rs  fo r  th e  b an k . 
T h e  d riv es  w ere  co n ducted  th ro u g h  p e r­
so n a l so lic ita tio n , by  te lep h o n e  a n d  c ir ­
c u la r  le t te r s  o r o th e r  fo rm s of a d v e r t is ­
ing . I t  w as la rg e ly  em ployees of th e  
b a n k  w ho en g ag ed  in  th is  w o rk  of se c u r­
in g  new  b u sin ess . P r iz e s  of d iffe ren t 
v a lu e s  w ere  a w ard e d  to  th o se  se c u rin g  
new  b u sin ess . P r iz e s  w ere  g iv en  to  th o se  
se c u rin g  n ew  d ep o sit a cco u n ts . O th e r 
p rize s  w e re  g iv en  fo r  p ro c u rin g  p e rso n s  
w ho  by  w ills  o r o th e r  leg a l d o cu m en ts  
w ou ld  n am e  th e  b a n k  a s ex ecu to r o r t r u s ­
tee  o r w ho  w o u ld  em ploy  th e  se rv ice s  of 
th e  b a n k  in  o th e r  w ays. T h e  b a n k  p e r­
fo rm ed  leg a l se rv ice s  n e ce ssa ry  in  th e  
a d m in is t ra t io n  of e s ta te s  in  th e  p ro b a te  
c o u rt o f Cook co u n ty . I t  a c ted  a s  ex ecu­
to r  o r a d m in is t r a to r  in  v a r io u s  e s ta te s , 
as c o n se rv a to r  fo r  d is tra c te d  p e rso n s  an d  
a s  g u a rd ia n  fo r  m in o rs , a n d  th ro u g h  i ts  
leg a l d e p a r tm e n t p e rfo rm e d  leg a l se rv ices 
w ith  re fe re n c e  to  su ch  e s ta te s , c h a rg in g  
th e  u su a l fees fo r  su ch  se rv ice s. In  ad ­
d itio n  th e re to , b y  th e  u se  of th e  n am e  
o f e i th e r  E d w a rd  J . W a rre n  o r E m a n u e l 
N y lin , o r  o th e r  a tto rn e y s  in  i ts  em ploy, 
i t  co llected  a n d  a p p ro p ria te d  to  i ts  ow n 
u se  th e  fees w h ic h  w ere  a llow ed  by  th e  
p ro b a te  c o u r t of Cook co u n ty  fo r such  
leg a l se rv ice s. F ro m  1924 to  A p ril, 1927, 
re sp o n d e n t h a d  on i ts  books, a n d  h an d led , 
a n  a v e ra g e  of a b o u t 200 e s ta te s  in  th e  
p ro b a te  c o u rt  each  y ea r. T h e re  is  no 
ev id en ce  r e la t in g  to  th e se  m a t te r s  p r io r  
to  1924, n o r  w as th e  co m m iss io n e r ab le  
to  d e te rm in e  o r a p p ro x im a te  th e  a c tu a l 
a m o u n t of a tto rn e y s ’ fees w h ich  th e  b a n k  
rece iv ed  a n d  a p p ro p ria te d  fo r  leg a l se rv ­
ices fro m  1924 to  1927. T he  books of th e  
b a n k  w o u ld  u n d o u b ted ly  d isc lose  th e se  
am o u n ts . A lth o u g h  a  d em an d  w as se rv ed  
on co u nse l fo r  re sp o n d e n t to  p ro d u ce  such  
books an d  reco rd s , i t  fa iled  to  com ply  
w ith  th e  d em an d s  excep t as to  a  s in g le  
acc o u n t c a r r ie d  u n d e r  th e  n am e  of E d ­
w a rd  J . W a rre n , a n  a tto rn e y  in  i ts  em ­
ploy, c o v e rin g  a  p e rio d  of s l ig h tly  m ore  
th a n  th e  y e a r  1925. R e sp o n d e n t a lso  d u r ­
in g  th e  sam e  p e rio d  an d  th ro u g h  i ts  le ­
gal d e p a r tm e n t, co n d u c ted  a n u m b er of 
fo rec lo su re  p ro ceed in g s  in  th e  c irc u it  an d  
su p e r io r  c o u r ts  of Cook co u n ty . In  m o st 
of su ch  p ro ceed in g s  i t  w as th e  ow n er of 
th e  lo an s  secu red  by th e  t r u s t  deeds be­
in g  fo rec losed , b u t  in  a  n u m b e r  i ts  cus­
to m e rs  o r c lie n ts  w e re  th e  o w n ers of th e  
loans. In  cases w h e re  th e  b a n k  w as th e
ow n er of th e  lo an s  an d  th e  c o m p la in a n t 
in  su ch  fo rec lo su re  p ro ceed in g s , th ro u g h  
i ts  lega l d e p a r tm e n t i t  p ro v ed  up  a n d  
w as a llow ed  th e  u su a l a n d  c u s to m a ry  
so lic ito r ’s fees by  th e  c irc u it  an d  su p e r io r  
c o u rts  an d  a p p ro p ria te d  to  i ts  ow n use  
a ll su ch  so lic ito r ’s fees a llow ed . Su ch  
p ro ceed in g s  w ere  con d u cted  in  th e  n a m e  
of E d w a rd  J . W a rre n  o r E m a n u e l N y lin  
a s  th e  a t to rn e y  fo r th e  c o m p la in a n t 
th e re in , b u t th e se  a tto rn e y s  d id  n o t re ­
ceive d ire c tly  a n y  p a r t  of th e  fees a l­
low ed to  th e m  as su ch  so lic ito rs . I t  
does n o t a p p ea r  th a t  th e  re sp ec tiv e  c o u rts  
a n d  m a s te rs  in  c h a n c e ry  th e re o f  b e fo re  
w hom  th e  p ro o fs  w e re  ta k e n , an d  th e  
p a r tie s  to  th e  l it ig a t io n , w e re  a t  any  
tim e  in fo rm e d  of th e  fo reg o in g  fa c ts . In  
cases w h e re  su c h  fo rec lo su re  p ro ceed in g s  
w ere  co n d u c ted  by  th e  b a n k  on b e h a lf  
of i ts  c u s to m e rs  a n d  c lie n ts , th e  fees a l­
low ed by  th e  c irc u it  a n d  su p e r io r  c o u rts  
to  th e  so lic ito r  a p p e a r in g  of re c o rd  on 
b e h a lf  of th e  c o m p la in a n t w ere  co llec ted  
a n d  a p p ro p ria te d  by  th e  b an k . T h e  sam e  
c o n d itio n s  e x is te d  in  th is  c la ss  of p ro ­
ceed in g s a s  e x is te d  w ith  re fe re n c e  to  
su ch  p ro c ee d in g s  w h e re  th e  b a n k , a s  
t r u s te e  o r  o th e rw ise , w as  a  p a r ty .  I t s  
books a n d  reco rd s , if  p rod u ced , w ou ld  
p ro b a b ly  sh o w  th e  a m o u n ts  a c tu a lly  a l­
low ed a s  so lic ito r ’s fees in  su ch  cases 
an d  rece iv ed  a n d  a p p ro p ria te d  by  i t  to  
i ts  ow n use , b u t i t  h a s  fa iled  to  p ro d u c e  
su ch  books fo r  in fo rm a tio n , n o tw ith s ta n d ­
in g  d em an d  th e re fo r  w as m ad e  u p o n  it. 
F o r  th is  re a so n  th e  co m m iss io n e r w as u n ­
ab le  to  a s c e r ta in  e x a c tly  th e  a m o u n ts  of 
m oney  so rece iv ed  a n d  a p p ro p ria te d  by  
re sp o n d en t.
Jo sep h  W o jn o w sk i, a n  a tto rn e y  em ­
p loyed  in  th e  b a n k  fro m  O ctober 1, 1922, 
to  D ecem ber 31, 1925, w as ca lled  a s  a  
w itn e s s  by  re la to rs . T h e  c o m m iss io n e r 
fo u n d  h im  to  be re sp o n sib le , re lia b le  a n d  
tru s tw o r th y , a n d  on th e  b a s is  of h is  te s ­
tim o n y  fo u n d  th a t  th e  n u m b er of fo re ­
c lo su re  p ro c ee d in g s  in  w h ich  th e  b a n k  
p a r tic ip a te d  d u r in g  th e  y e a rs  1923 to  
1925 w as fro m  e ig h t to  te n  each  m o n th , 
b u t th e  w itn e s s  w as u n a b le  to  s ta te  th e  
to ta l  a m o u n t of a t to r n e y ’s fees re ce iv e d  
by re sp o n d e n t fo r  su ch  se rv ice s  d u r in g  
th o se  y e a rs . D u r in g  th e  sam e p e rio d  of 
t im e  re sp o n d e n t fo llow ed  th e  p ra c tic e , 
th ro u g h  i ts  leg a l d e p a r tm e n t, of d r a f t in g  
a n d  a t te n d in g  to  th e  ex ec u tio n  of w ills  
fo r  i ts  c lie n ts  a n d  cu s to m ers . C h a rg es  
w ere  m ad e  fo r  su ch  se rv ices ra n g in g  
fro m  $5 to  $25 o r m ore. T he  n u m b e r  of 
w ills  so d ra w n  a m o u n te d  to  150 o r 200 
each  y e a r  d u r in g  th e  th re e -y e a r  p e rio d  of 
W o jn o w sk i’s em p lo y m en t a s  a n  a tto rn e y  
by  th e  b an k . H e  te s tif ied  th a t  in  p e r ­
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fo rm in g  su ch  se rv ice s  h e  w as in s tru c te d  
by th e  officers of th e  b a n k  to  e n d ea v o r 
to  h av e  th e  b a n k  n a m e d  a s e x ecu to r, an d  
th a t  in  th e  e v en t i t  w as  so  n am ed  he  w as 
in s tru c te d  to  m ak e  no  c h a rg e  fo r  h is  
se rv ic e s  in  d ra f t in g  a n d  a tte n d in g  to  th e  
e x ec u tio n  of th e  w ills , b u t  t h a t  o th e rw ise  
a n  a p p ro p ria te  c h a rg e  w as  to  be, a n d  w as, 
m ade . T h e  b a n k  fa iled  to  p ro d u ce  i ts  
b o o k s a n d  reco rd s , a n d  th e  co m m iss io n e r 
w a s  th e re fo re  u n a b le  to  d e te rm in e  from  
th e  ev id en ce  th e  to ta l  n u m b e r  of w ills  
d ra w n  by  th e  b a n k  o r th e  a m o u n t re ­
ce iv ed  b y  i t  a s  a t to rn e y ’s fees fo r  such 
se rv ice s .
R e sp o n d e n t a lso  d u r in g  th e  sam e  pe­
r io d  of tim e , th ro u g h  i ts  leg a l d e p a r t­
m en t, h a n d le d  a n d  co n d u c ted  fo r  i ts  cu s­
to m e rs  a n d  c lie n ts  a ll  th e  d e ta ils  of v a ­
rio u s  re a l  e s ta te  t r a n s a c tio n s  w h e re  re a l 
e s ta te  w as b o u g h t, so ld , ex ch an g ed  o r 
o th e rw ise  d e a lt in , in c lu d in g  n o t  on ly  
th o se  se t o u t in  d e ta il  in  th e  in fo rm a tio n  
h e re in  b u t  a  la rg e  n u m b e r  o f o th e r  dea ls  
of s im ila r  c h a ra c te r .  I n  th e s e  re a l  e s ta te  
t ra n s a c tio n s , th e  b an k , th ro u g h  i ts  legal 
d e p a rtm e n t, w o u ld  in te rv ie w  th e  p a r tie s , 
a s c e r ta in  th e  fig u res a n d  c o n c lu sio n s a t  
w h ich  th e y  h a d  a r r iv e d  a n d  d r a f t  an d  
a tte n d  to  th e  e x ecu tio n  of th e  c o n tra c ts  
fo r  th e  sa le  o r  ex ch a n g e  of th e  re a l  e s­
ta te . I t  w o u ld  a tte n d  to  th e  b r in g in g  
dow n of a b s tra c ts  a n d  g u a ra n ty  po lic ies , 
e x am in e  su ch  a b s tra c ts  a n d  p o lic ies  a n d  
re n d e r  o p in io n s  of t i t l e  th e re o n , u s in g  
th e  n am e , u su a lly , of E d w a rd  J . W a rre n  
on  su c h  o p in io n s . I t  w o u ld  a tte n d  to  a ll 
th e  d e ta ils  of c le a r in g  th e  t i t l e  to  th e  
re a l  e s ta te  inv o lv ed , e i th e r  in  e x ch an g e  
o r  sa le, in c lu d in g  th e  p re p a ra tio n  a n d  
e x e c u tio n  o f  a ffidav its  w h e n  n e ce ssa ry  
to  c le a r  up  defects , a n d  w o u ld  d r a f t  and  
a tte n d  to  th e  e x ec u tio n  a n d  re c o rd in g  of 
a ll n e c e ssa ry  deeds, m o rtg a g es , t r u s t  
d eed s a n d  o th e r  d o c u m e n ts  b e tw een  th e  
p a r t ie s  in te re s te d . I t  w o u ld  co n d u c t th e  
n e g o tia tio n s  b e tw een  th e  p a r t ie s  a t  th e  
c lo s in g  o f th e  d ea ls  in  w h ic h  i t  is 
c u s to m a r i ly  n e ce ssa ry . I t  w o u ld  a lso  
a d ju s t  a ll d ifferences b e tw een  th e  p a r ­
t ie s  w ith  re fe re n c e  to  tax e s , in su ra n c e , 
re n ts , a n d  o th e r  c h a rg e s  a n d  a llo w ­
ances, a n d  d u r in g  th e se  tr a n s a c tio n s  
i t  g ave  to  th e  p a r t ie s  su c h  leg a l 
ad v ice  a s  w as  so u g h t, f re q u e n tly  re p re ­
s e n t in g  b o th  s id e s  of a  t ra n s a c tio n . F o r  
th e s e  se rv ice s fo r  m a n y  y e a rs  i t  m ad e  
an d  co llec ted  a  c h a rg e  o f a p p ro x im a te ly  
fro m  $5 to  $10 fo r  th e  d r a f t in g  of a  
c o n tra c t  o f sa le  o r ex ch an g e , $20 to  $25 
fo r  th e  r e n d it io n  of a n  o p in io n  of t i t le ,  
a n d  $10 to  $20 fo r  o th e r  se rv ices, in c lu d ­
in g  th e  d ra f t in g , ex ec u tio n  an d  d e liv e ry  
of deeds, m o rtg a g es , t r u s t  deeds an d  
o th e r  t i t l e  p ap ers . T h e  p ro o f sh o w s th a t  
b e tw een  th e  y e a rs  1921 a n d  1926, in c lu s ­
ive, su c h  tr a n s a c tio n s  n u m b ere d  a p p ro x i­
m a te ly  200 p e r  y e a r . T h e  fees co llected  
by  th e  b a n k  fo r  th e s e  se rv ice s  re n d e re d  
by  i t s  officers a n d  em ployees w e re  a p ­
p ro p r ia te d  by  th e  b a n k  to  i ts  ow n use . 
R e sp o n d e n t a lso  d u r in g  th e  sam e  p e rio d  
of tim e  d ra f te d  o r c au sed  to  be d ra fte d  
in  i ts  leg a l d e p a rtm e n t, fo r  i ts  c u s to m ers , 
m an y  o th e r  leg a l p a p e rs , c o n s is tin g  of 
deeds c o n ta in in g  c o v e n a n ts  to  s ta n d  
se ized  to  th e  u se  of th e  g ra n to r ,  con­
t r a c ts  a n d  a g re e m e n ts  w ith  re g a rd  to  
v a r io u s  k in d s  of e asem en ts , b u ild in g  con­
t r a c ts  a n d  c o n tra c ts  fo r  th e  e re c tio n  of 
h ouses, g a rag e s , a n d  o th e r  b u ild in g s , 
c h a t te l  m o rtg a g es  of an y  k in d , h o u se  an d  
a p a r tm e n t  leases, an d  m a n y  o th e r  leg a l 
docu m en ts . T h e  b a n k  c h a rg e d  a n d  col­
lec ted  fees fo r  su ch  se rv ice s, th e  a m o u n t 
of w h ic h  th e  c o m m iss io n e r w as u n ab le  
to  e s tim a te  o r  ap p ro x im a te . I n  th e  con­
d u c t of a ll  th e  b u s in e ss  above  r e fe r re d  to, 
th e  b a n k  co llected  la rg e  a m o u n ts  fro m  
y e a r  to  y e a r. One w itn e s s  te s tif ie d  t h a t  
th e  b a n k ’s incom e fro m  th is  sou rce  fo r  
1924 w as a b o u t $14,000. R e sp o n d e n t p ro ­
d u ced  th e  a c c o u n t of E d w a rd  J . W a rre n , 
one of th e  a tto rn e y s  in  i ts  em ploy. T h is  
a cco u n t w a s  in tro d u c e d  in  ev id en ce  by  
re la to r s  a n d  show ed  re c e ip ts  of th e  b a n k  
fro m  th is  b u s in e ss  w ere  $20,239.97 fro m  
J a n u a ry  1, 1925, to  M arch  6, 1926. Such  
a n  a cco u n t u n d o u b ted ly  w a s  k e p t  by th e  
b a n k  fo r  o th e r  y e a rs  b u t  w a s  n o t p ro ­
duced. T h e  co m m issio n e r, on th e  b a s is  
of th e  ev idence, fo u n d  t h a t  th e  re c e ip ts  
of th e  b a n k  in  c o n d u c tin g  i ts  leg a l de­
p a r tm e n t  d u r in g  th e  y e a rs  1924 to  1926, 
in c lu siv e , w e re  in  excess of $14,000 p e r  
y e a r.
A b o u t N o vem ber 1, 1926, th e  a t te n t io n  
of th e  officials of re sp o n d e n t w as d irec te d  
to  th e  q u e s tio n  of th e  u n a u th o r iz e d  p ra c ­
tic e  of law  by  c o rp o ra tio n s , in c lu d in g  
b a n k s  a n d  t r u s t  com p an ies , in  th is  S ta te , 
by a  le t te r  f ro m  a  co m m itte e  of th e  
I l l in o is  S ta te  B a r  A sso c ia tio n . R e sp o n d e n t 
c la im ed  th a t  s in c e  t h a t  t im e  i t  h a s  e n ­
t ir e ly  ceased  th e  p ra c tic e s  above re fe r re d  
to . U pon th is  su b je c t th e  co m m iss io n e r 
fo u n d  th a t  th e  b a n k  d id  n o t cease  su ch  
p ra c tic e s  b u t  o rg a n iz ed  a  p u rp o r te d  law  
firm , u s in g  th e  n a m e s o f th r e e  you n g  
law y e rs  in  i ts  em p lo y  a n d  p a y in g  th e m  
fixed sa la r ie s , a n d  th a t  f ro m  th e  m id d le  
of N ovem ber, 1926, to  A p ril, 1927, d u r in g  
th e  e x is te n c e  of th is  law  firm , th e  b a n k  
co n tin u e d  th e  p ra c tic e s  above  re fe r re d  to .  
I t  c la im ed  th a t  a f te r  A p ril 1, 1927, i t  e n ­
t ir e ly  ceased  a ll  su c h  p ra c tic e s , so  f a r  
as th e y  m ig h t  be h e ld  to  c o n s t itu te  p ra c ­
t is in g  la w ; b u t  in  th is  re g a rd  th e  com ­
m is s io n e r  fo u n d  th a t  i t  c o n tin u e s  to  
h a n d le  fo r  i t s  c u s to m e rs  a n d  c lie n ts  a ll  
th e  leg a l d e ta ils  of re a l  e s ta te  sa les  a n d  
ex ch an g es  a n d  c h a rg e s  a n d  co llects fees 
th e re fo r  as p rev io u s ly . H e  a lso  fo u n d  i t  
h a s  ceased  to  re n d e r  o r c h a rg e  fo r  op in ­
io n s  o f t it le , b u t th a t  i t  s t i l l  c o n tin u e s  to  
p re p a re  deeds, m o rtg ag es , t r u s t  deeds, 
c o n tra c ts  of sa le  an d  o th e r  c o n tra c ts  w ith  
re sp e c t to  re a l  e s ta te , c h a t te l  m o rtg ag es , 
b u ild in g  c o n tra c ts , lea se s  of re a l  e s ta te  
a n d  d o cu m en ts  of th a t  n a tu re  a n d  c h a rg e s
a n d  co llec ts  fees th e re fo r , b u t th a t  i t  h a s  
ceased  to  d r a f t  w ills  o r a c t as a tto rn e y  
in  th e  p ro b a tin g  of e s ta te s  o r to  co llect 
a t to rn e y ’s fees a llo w ed  in  fo rec lo su re  
cases.
I t  is co n ten d ed  by re sp o n d e n t t h a t  th is  
c o u rt  h a s  no  ju r is d ic t io n  to  e n te r ta in  an  
o r ig in a l p ro c ee d in g  of th is  n a tu r e ;  th a t  
re sp o n d e n t’s p a r tic ip a tio n  in  th e  p ro ceed ­
in g s  in  th e  t r i a l  c o u r ts  d id  n o t  c o n s t itu te  
a  co n te m p t of th is  c o u r t;  th a t  th e  lega l 
se rv ice s  w h ic h  re sp o n d e n t p e rfo rm e d  o u t­
sid e  of c o u r t  d id  n o t c o n s t itu te  a  con­
te m p t of a n y  c o u rt, w h e th e r  su ch  se rv ice s 
a m o u n te d  to  p ra c t ic in g  law  o r n o t, a n d  
th a t  p r io r  to  th e  filin g  of th e  in fo rm a tio n  
i t  h a d  ceased  to  p e rfo rm  se rv ice s  a s  
m ig h t c o n s t itu te  p ra c t ic in g  law , an d  
th e re fo re  sh o u ld  n o t be p u n ish e d  fo r  i ts  
p r io r  co n d u ct. T h e  a m ic i c u r ia e  a lso  
q u e s tio n  th e  ju r is d ic t io n  of th is  c o u rt to  
e n te r ta in  th is  p ro c ee d in g  o r  to  g r a n t  
th e  re lie f  p ra y e d  in  th e  in fo rm a tio n .
U n d e r th e  c o n s t itu t io n  of th is  S ta te  th e  
ju d ic ia l  p o w er is  v e s ted  so le ly  in  th e  
co u rts . (C o n s t. a r t .  6, sec. 1, a n d  a r t .  3; 
M is so u r i  R iv e r  T e le g ra p h  Co. v. F ir s t  
N a t. B a n k ,  74 I l l . 217; In  re  D a y , 181 id . 
73.) In c lu d e d  in  th is  g r a n t  a re  a ll  pow ­
e rs  n e c e ssa ry  fo r  co m p le te  p e rfo rm a n c e  
of th e  ju d ic ia l  fu n c tio n s . ( S ta te  o f  I l l i ­
n o is  v. I l l in o is  C e n tr a l  R a ilr o a d  Co., 246
I l l . 188.) A lth o u g h  th e  c o n s t itu t io n  does 
n o t e x p re ss ly  c o n fe r u p o n  th is  c o u rt 
pow er an d  ju r is d ic t io n  w ith  re sp ec t to  
t h e  a d m iss io n  of a tto rn e y s  to  p ra c tic e  
law , su c h  p o w er an d  ju r is d ic t io n  a re  
n e c e s sa r ily  im p lied  a n d  a re  in h e re n t  in  
t h is  c o u rt. ( In  re  D a y , s u p r a .)  A s a  
p a r t  of su ch  in h e re n t  p o w er th is  c o u rt 
m ay  n o t on ly  d e te rm in e  th e  e d u ca tio n a l 
a n d  m o ra l q u a lif ica tio n s  of a p p lic a n ts  fo r 
a d m iss io n  to  th e  b a r  b u t m ay  a lso  d isc i­
p lin e  o r d isb a r  a tto rn e y s  fo r  m isco n d u c t. 
(P e o p le  v. C ham b e r la in , 242 I l l . 260; P e o ­
p le  v. C za rn e ck i, 268 id . 278.) A tto rn e y s  
a re  officers of th is  c o u r t  a n d  th e i r  con­
d u c t a s  su ch  is su b je c t to  su p e rv is io n  by  
it. T h ey  a re , in  effect, a  p a r t  of th e  
ju d ic ia l  sy s te m  of th e  S ta te . (In  r e  D a y ,  
s u p r a ;  P e o p le  v. C za rn e c k i, s u p r a ;  E x  
p a r te  S eco m b e , 19 H ow . 9; E x  p a r te  W a ll,  
107 U. S. 265.) T h e  po w er to  p re sc r ib e  
th e  q u a lif ica tio n s  w h ich  w ill e n t i t le  a n  
a p p lic a n t  to  be  a d m it te d  to  th e  b a r  is 
ju d ic ia l ,  a s  is  a lso  th e  po w er to  d isc ip lin e  
o r  d isb a r  a tto rn e y s  fo r p ro fe ss io n a l m is ­
co n d u c t e i th e r  in  c o u r t  p ro ceed in g s  o r  
th e i r  re la tio n s  w ith  c lie n ts  o u ts id e  of 
c o u rt. (P e o p le  v. M a c a u le y , 230 I l l . 208; 
P e o p le  v. M e y e r o v itz ,  278 id. 356.) T he 
re sp ec tiv e  fu n c tio n s  a n d  p o w ers of th e  
c o u r ts  a n d  th e  le g is la tu re  in  th is  S ta te  
a s  to  w ho  sh a ll  be  p e rm it te d  to  p ra c tic e  
law  a n d  in  fix in g  th e  q u a lif ica tio n s  fo r  
a d m iss io n  to  th e  b a r  w e re  c o n sid e red  a t  
g re a t  le n g th  in  In  r e  D a y , su p ra ,  an d  
n eed  n o t be  a g a in  an n o u n ced .
T h e  c h a llen g e  of th e  ju r is d ic t io n  o f 
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I T A K E  i t  th a t  th e re  is  no  n e ce ss ity  to  s t r e s s  in  th e se  re m a rk s , th e  d e s ira ­ib ility  of— in  fa c t th e  need  fo r— re ­
p o r ts  of c o m p e ten t a n d  d e p en d ab le  ac­
c o u n ta n ts  in  th e  re v ie w  of th e  a ffa irs  of 
o u r c lie n ts  to  w hom  w e, a s  b a n k e rs , ex­
te n d  u n se c u re d  c re d it.  T h e  la rg e r  in d u s ­
t r ia l  an d  m e rc a n tile  co n ce rn s  of co u rse  
m a in ta in  th e i r  ow n  co rp s  of a c c o u n ta n ts  
b u t w h a t  w e  a re  to  d isc u ss  h e re  to d a y  is  
n o t th e  r e p o rts  w h ic h  o r ig in a te d  w ith in  
th e  sta ffs  of o u r  c u s to m e rs , b u t th o se  
w h ich  a re  p re p a re d  by  in d e p e n d e n t a u d i­
to rs  u n d e r  th e  te rm s  of a n  e n g ag e m e n t 
w ith  th e i r  a n d  o u r  c u sto m e rs .
T h e re  a re  tw o  p r im a ry  re a so n s  fro m  
o u r s ta n d p o in t  w h y  re p o r ts  of f in an c ia l 
co n d itio n  sh o u ld  be  p re p a re d  b y  p a r tie s  
n o t co n n ec ted  w ith  th e  su b je c t of th e  re ­
p o rt.
T h e  f irs t  is  to  p ro v id e  a  ch eck  on 
a c tu a l d ish o n e s ty . T h is , fo r tu n a te ly ,  is  
r a re ly  n e c e ssa ry  a m o n g  b u s in e ss  m en  of 
th is  d a y  a n d  ag e ; b u t  i t  is  th e  u n u su a l 
a g a in s t  w h ich  w e m u s t p ro te c t  o u rse lv es .
T h e  second  re a so n  is  of m u ch  m o re  
g e n e ra l a p p lic a tio n .
T h e re  is a  la rg e r  n u m b e r of b u s in e ss  
m en  w h o  a re  la c k in g  in  th e  co n cep tio n  
of p ro p e r  c la ss if ica tio n  of a s s e ts  a n d  
lia b ili t ie s , a n d  w ho, w i th  t h a t  h ope  an d  
o p tim ism  w h ic h  a re  so co m m en d ab le  in  
th e i r  p ro p e r  p lace, a n d  w ith  no  re a l  in ­
t e n t  to  deceive, a r e  in c lin e d  to  p lace  upo n  
th e i r  a s se ts  v a lu e s  w h ic h  w o u ld  n o t  c o in ­
cide  w ith  th e  ju d g m e n t of th e  im p a r t ia l  
m in d , o r  to  o m it f ro m  th e i r  s ta te m e n ts , 
l ia b i li t ie s  o f a  c o n tin g e n t  n a tu r e  w h ich  
m ay  a p p ea r  to  th e m  to  be re m o te  a n d  
of n o m in a l consequence.
T o  m y  w a y  of th in k in g  th e  re p o r t  of 
th e  in d e p e n d e n t a c c o u n ta n t  is  ju s t  a s  
n e ce ssa ry  in  g u a rd in g  o u rse lv es  a g a in s t  
in s ta n c e s  of th e  l a t t e r  so r t ,  a s  th e  fo r ­
m er.
B u t i f  w e  h a v e  b e fo re  u s  a  b a la n ce  
sh e e t s ig n ed  b y  a  p u b lic  a c c o u n ta n t, o r 
even  a  C e rtified  P u b lic  A c co u n ta n t, m ay  
w e th e n  r e s t  se c u re  in  th e  th o u g h t  th a t  
th e  fig u res p re s e n t  th e  t r u e  p ic tu re  of 
th e  fin an c ia l c o n d itio n  of th e  su b je c t?  
T h e  a n sw e r is  t h a t  w e m ay  n o t;  th e re  
a re  o th e r  fa c to rs  th a t  w e f irs t m u s t  ex­
am in e .
T h e  f irs t of th e s e  is  th e  h u m a n  e lem en t 
a s  a p p lie d  to  th e  a c c o u n ta n t. I t  h a s  been  
sa id  t h a t  a  b u s in e ss  is  b u t  th e  le n g th e n e d  
sh ad o w  of a  m an , a n d , t o  a p p ly  a  sim ile , 
th e  a c c o u n ta n t’s c e r tif ic a te  o r re p o r t  is  
b u t  th e  le n g th e n e d  sh a d o w  of th e  Ac­
c o u n ta n t;  h is  ce rtif ic a te , a tta c h e d  to  a  
r e p o rt  o r  a  b a la n c e  sh e e t, is  a s  good a n d  
a s  re lia b le  a s  h is  h o n e s ty  a n d  h is  a b il i ty  
m ak e  i t— n o  b e t te r  a n d  n o  w o rse . T h e re ­
fo re , if  one is  to  p lac e  re lia n c e  u p o n  th e
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re p o r t  h e  m u s t k n o w  th e  e s ta b lish e d  
r e p u ta tio n  of th e  a c c o u n ta n t w h o  m ad e  
it.
T h e  law s of th e  v a r io u s  s ta te s  g o v e rn ­
in g  a d m iss io n  to  p ra c tic e  a s  C ertified  
P u b lic  A c c o u n ta n ts  a r e  s t r i c t  a n d  of 
g re a t  benefit. T h e  s ta n d a rd s  of th e  p ro ­
fe ss io n  h av e  been  ra is e d  a lso  by th e  ac­
t iv i t ie s  of p ro fe s s io n a l soc ie ties , su ch  a s  
th e  A m e ric an  In s t i tu te  of A c co u n tan ts , 
a n d  T h e  A m e ric a n  S o c iety  of C ertified  
P u b lic  A c co u n ta n ts , w h ic h  c o n s ta n tly  a re  
s t r iv in g  fo r  th e  h ig h e s t  p o ss ib le  d eg ree  
of p ro fe s s io n a l in te g r i ty  a n d  e th ic s . B u t 
no  law  a n d  no  so c ie ty  su ch  a s  I  h av e  
m en tio n ed  c a n  e n ti r e ly  e lim in a te  in ­
co m p eten ce  fro m  a  p ro fess io n . B efo re  
you a cc ep t a n d  a c t u p o n  th e  o p in io n  of a  
la w y e r  o r  a  p h y s ic ia n  you  in q u ire  a s  to  
h is  in te g r i ty  a n d  p ro fe ss io n a l q u a lifica ­
tio n s . T h e  sam e  ru le  sh o u ld  a p p ly  to  th e  
re p o rts  of a c c o u n ta n ts .
T h e  seco n d  fa c to r  w h ic h  re q u ire s  ex­
a m in a tio n  c an  n o t  be  s ta te d  so s im ply . 
T he  scope of th e  A c c o u n ta n t’s w o rk  is  
lim ite d  b y  th e  te rm s  u n d e r  w h ic h  h e  is 
en g ag ed  b y  th e  c lien t, a n d  th e  e n g ag e ­
m e n t m a y  p ro v id e  a n y th in g  fro m  th e  
m ere  p re p a ra tio n  o f a  b a lan ce  sh e e t fro m  
th e  books, w ith o u t  a u d it  of a n y  k in d —  
th e  s o r t  of a  job  w h ic h  I  b e liev e  I  am  
sa fe  in  sa y in g  th e  m a jo r i ty  of re p u ta b le  
C ertified  P u b lic  A c co u n ta n ts  w ill n o t 
u n d e r ta k e  i f  t h e i r  n a m e s a re  to  be  a t ­
ta c h ed  to  th e  r e s u l t in g  fig u res— to  a  fu ll 
v e r if ic a tio n  of a l l  a sse ts , in c lu d in g  in ­
v e n to rie s , a  s e a rc h in g  in v e s tig a tio n  of 
l ia b ili t ie s , d ire c t a n d  c o n tin g e n t, a n d  a  
d e ta ile d  c h e c k in g  of th e  t r a n s a c tio n s  en ­
te r in g  in to  th e  o p e ra tio n s  of th e  b u s i­
n ess  d u r in g  th e  p e rio d  covered  b y  th e  
re p o rt .
T h e  fu ll r e p o r t ,  i f  i t  be  a v a ilab le  to  
us, w ill d isc lo se  th e  e x ac t e x te n t  an d  
c h a ra c te r  of t he  w o rk  p e rfo rm ed . L ac k ­
in g  th e  fu ll  re p o rt ,  th e  k e y  to  th e  e x te n t 
an d  n a tu r e  of th e  a u d it  is in  th e  c e r­
tif ic a te  a p p en d e d  to  th e  b a la n ce  sh e e t 
a n d  sig n e d  by  th e  a cc o u n ta n t.
S o m etim es w e  b a n k e rs  co m p la in  th a t  
w e h a v e  b een  deceived  w h en  w e h av e  re ­
lie d  u p o n  fig u res p re p a re d  an d  certified  
by  p u b lic  a cc o u n ta n ts  an d  so m etim es 
th e re  h a s  b een  g ro u n d  fo r  su ch  com ­
p la in t ;  b u t  n o t  in f re q u e n tly  in  su ch  in ­
s ta n c e s  th e  fa u lt ,  in  p a r t  a t  le a s t, lies
w ith  o u rse lv es  in  t h a t  w e h a v e  n o t ex­
am in e d  w ith  suffic ient c a re  th e  a p p en d e d  
ce rtif ic a te , a n d  th e re fo re  h a v e  b een  la b o r­
in g  u n d e r  a  m isa p p re h e n s io n  a s  to  th e  
e x te n t to  w h ic h  th e  a c c o u n ta n t  h a s  
v o u ch ed  fo r  th e  fig u res w h ic h  h e  h a s  
certified .
T o  th e  f irs t in ju n c tio n , to  k n o w  th e  
p ro fe s s io n a l r e p u ta tio n  of th e  acc o u n t­
a n t,  w e  m ay  ad d  h e re  a  second  o n e : 
R ead  h is  c e r tif ic a te  c a re fu lly , so  t h a t  you  
m a y  d e te rm in e  to  w h a t e x te n t  h e  accep ts  
re sp o n s ib i li ty  fo r th e  fig u res p re se n te d  
a n d  th e re fo re  m a y  k n o w  in  w h a t d eg ree  
a n d  in  w h a t  p a r t ic u la r s  y o u  m ay  a cc ep t 
th e m  a s  a  co m p eten t, u n b ia sed  e x p re s ­
sio n .
T h e re  h a s  b een  m u ch  d iscu ss io n  a m o n g  
th e  a c c o u n ta n ts  a n d  b e tw een  th e  a cco u n t­
a n ts ’ a n d  b a n k e rs ’ g ro u p s  lo o k in g  to  u n i­
fo rm ity  of ce rtif ic a tes . P ro g re s s  h a s  
b een  m ad e  in  th is  re sp e c t b u t  a b so lu te  
u n ifo rm ity  of p ra c tic e  h a s  n o t y e t b een  
acco m p lish ed .
O ne of th e  g re a te s t  a id s  to  g e n e ra l 
u n ifo rm  p ra c tic e  is  re p re se n te d  in  a  p a m ­
p h le t  is su e d  by th e  F e d e ra l R e se rv e  
B o a rd  a t  W a sh in g to n , u n d e r  th e  t i t l e  
“V e rifica tio n  of F in a n c ia l  S ta te m e n ts .” 
T h is  p a m p h le t, in  re la t io n  to  fo rm  of 
ce rtif ic a te , re a d s  a s  fo llo w s:
“T h e  a u d i to r ’s c e r tif ic a te  sh o u ld  be  a s  
conci se a s  m ay  be c o n s is te n t w ith  a  co r­
r e c t  s ta te m e n t of th e  fa c ts . I f  qu a lifica ­
t io n s  a r e  n e ce ssa ry , th e  a u d ito r  m u s t  
s ta te  th e m  c lea rly .
“ T h e  b a la n c e  sh ee t, th e  p rofit-and-loss 
s ta te m e n t, th e  a u d ito r ’s ce rtif ic a te , a n d  
a n y  re p o r t  o r m em o ran d u m  c o n ta in in g  
re se rv a tio n s  a s  to  th e  a u d ito r ’s re sp o n s i­
b ility , a n y  q u a lif ica tio n s  a s  to  th e  ac­
c o u n ts , o r a n y  re fe re n c e  to  f a c ts  m a­
te r ia l ly  a ffe c tin g  th e  fin an c ia l p o s it io n  of 
th e  c o n ce rn  sh o u ld  be co n n ec ted  in  su ch  
a  w a y  a s to  in s u re  t h e i r  u se  co n jo in tly .
“ I f  th e  a u d ito r  is  co n v inced  t h a t  h is  
e x a m in a tio n  h a s  b een  a d e q u a te  a n d  in  
c o n fo rm ity  w ith  th e s e  g e n e ra l in s t r u c ­
tio n s , t h a t  th e  b a la n ce  sh e e t a n d  the  
p ro fit-and-loss s ta te m e n t  a r e  c o rre c t, a n d  
th a t  a n y  m in o r  q u a lif ica tio n s  a re  fu lly  
s ta te d , th e  fo llo w in g  fo rm  of ce rtif ic a te  
m ay  be u sed :
“ ‘I  h a v e  e x am in ed  th e  a cc o u n ts  o f J o h n  
Doe C om pany  fo r  th e  p e rio d  fro m  J a n ­
u a ry  1, to  D ecem ber 31, 1930.
“ ‘I  c e r t ify  t h a t  th e  acco m p an y in g  b a l­
an ce  sh e e t a n d  s ta te m e n t of p rofit-and- 
loss, in  m y  o p in io n , se t fo r th  th e  fin an ­
c ia l c o n d itio n  of th e  com p an y  a t  D ecem ­
b e r  31, 1930, a n d  th e  re s u lts  of o p e ra tio n s  
fo r  th e  p e r io d .’ ”
T h is  is  w h a t  is  te rm e d  a  “s h o r t” c e r­
tifica te . O bserve  t h a t  i t  c o n ta in s  n o  
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R eports on C ondition  and O peration of 
M unicipalities
I T is now  n e a r ly  a  q u a r te r  of a  cen­tu r y  s in ce  th a t  m em o rab le  vo lum e, th e  “M an u a l of A cco u n tan cy  an d  
B u sin ess  P ro c e d u re  fo r  th e  C ity  of N ew  
Y o rk ,” w as issu ed  by th e  th e n  C o m p tro l­
le r, M r. H e rm a n  A. M etz, a  p io n e e r  in  
th e  field of M u n ic ip a l A cco u n tan cy . T he 
a d m in is tra t iv e  p u rp o se  of th is  m an u a l, 
a s  s ta te d  th e re in ,  w as:
1. T o desc rib e  d e fin ite ly  th e  fo rm s  of 
do cu m en ts  to  be u sed  a n d  th e  procedure  
to  be fo llow ed by  em p lo y es of th e  C ity , to  
th e  en d  th a t  re sp o n s ib ili ty  m ay  be  lo ­
ca ted  fo r  each  s te p  ta k e n  in  e ach  t r a n s ­
a c tio n  r e s u l tin g  in  th e  re c e ip t a n d  p a y ­
m e n t of m oney, th e  a cq u is it io n  a n d  sale  
of p ro p e rty , an d  th e  m ea n in g  a n d  liq u id a ­
t in g  of l ia b ili t ie s ;
2. T o e s ta b lish  a n d  p lace  in  th e  h a n d s  
of em ployes a  m a n u a l c o n ta in in g  d e fin ite  
ru le s , d e p a r tu re s  fro m  w h ich , in  th e  a d ­
m in is t r a t io n  of th e  C ity ’s a ffa irs , m ay  
be t r e a te d  a s  b re ac h es  of d u ty ;
3. T o  re q u ire  th o se  m a k in g  a n y  c h an g e  
in  c o rp o ra te  p ra c tic e  to  s ta te  su c h  c h a n g e  
in  w r itin g , an d  to  a s su m e  official re sp o n ­
s ib i li ty  th e re fo r ;
4. T o  m ak e  a v a ilab le  to  each  one w ho 
h a s  b u s in e ss  d e a lin g s  w ith  th e  C ity  th e  
m ea n s  of k n o w in g  th e  tec h n ic a l re q u ire ­
m en ts  an d  of u n d e rs ta n d in g  h is  r ig h ts ;
5. To e s ta b lish  a  p ro c ed u re  w h ich  w ill 
m a k e  a v a ila b le  to  th e  p u b lic  a  d e fin ite  
t est of econom y, efficiency, a n d  fid e lity  of 
serv ice .
W h en  th is  v o lu m e w as issu ed , i t  w as 
th o u g h t th a t  a  re co rd  of th e  w o rk  b e in g  
done  a lo n g  th e s e  l in e s  w ou ld  m ak e  i t  
c o m p a ra tiv e ly  easy  fo r  m u n ic ip a l officials, 
an d  o th e rs  in te re s te d , to  le a rn  how  a  
c ity ’s b u s in e ss  cou ld  be  in te l l ig e n tly  con­
d u c ted  a n d  a p p ro p ria te  re p o r ts  re n d e re d  
th e re o n .
T h e re  is  no  good re a so n  w h y  ev ery  
m u n ic ip a lity  sh o u ld  n o t develop th e  
m ea n s  fo r s e c u rin g  a c c u ra te , co m p le te  
a n d  p ro m p tly  fo r th co m in g  re p o r ts  upon  
w h ich  to  b ase  s tu d ie s  of i ts  p re v a ilin g  
s ta n d a rd s  of a d m in is tra t iv e  efficiency. 
M any c itie s  do p u b lish  d e ta ile d  re p o rts ,  
som e of w h ich  m e a su re  up  to  th e  h ig h ­
e s t s ta n d a rd s . I f  a n y  g e n e ra l c r it ic ism  
w ere  offered, i t  w ou ld  p ro b ab ly  be th a t  
su ch  r e p o rts  c o n ta in  too  m u ch  in fo rm a ­
tio n , r a th e r  th a n  too  l i t t le ,  w ith  th e  re ­
su lt  th a t  th e  m i n d  of th e  re a d e r  does 
n o t g ra sp  th e i r  fu ll  p u rp o r t ,  a n d  th e  
p u rp o se  of th e i r  p re s e n ta tio n  is  de fea ted . 
N ot th a t  a n y  p e r t in e n t  in fo rm a tio n  re ­
la t in g  to  th e  r a is in g  an d  sp e n d in g  of ta x ­
p a y e rs ’ m oney  can  e v e r be u n in te re s t in g  
or u n im p o r ta n t, b u t t h a t  th e  p u b lic a tio n
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of d e ta ile d  re p o rts  lo n g  a f te r  th e  t r a n s ­
ac tio n s  h a v e  ta k e n  p lace, h a s  l i t t le  m ore  
th a n  s ta t is t ic a l  va lue .
A n in s ta n c e  is  re ca lle d  in  w h ic h  a  
c ity  h a d  a  c o m p reh en s iv e  su rv e y  m ad e  
of a ll  i ts  a c tiv it ie s , a n d  fo r  w h ich  i t  
p a id  a  c o m p a ra tiv e ly  la rg e  su m . S ev era l 
p re lim in a ry  re p o rts  o f g e n e ro u s  size  w ere  
su b m itte d  a s  th e  w o rk  p ro g re sse d , an d  
th e  final p r in te d  re p o rt,  of o rd in a ry  book 
size, c o n ta in e d  n e a r ly  one th o u sa n d  pages. 
T h e  a t t i tu d e  of m an y  b e s t in  a  p o sitio n  
to  u rg e  th e  a d o p tio n  o f th e  reco m m en d a ­
tio n s  c o n ta in e d  in  th e  re p o rt ,  w as w ell 
e x p ressed  by  one of th e  le a d in g  c itiz e n s  
of th e  C ity  w h en  h e  sa id  th a t  th e  re p o rt  
w as n o t fo r an y  one over th ir ty ,  as su ch  
a  p e rso n  w ou ld  n o t h a v e  tim e  to  fin ish  
re a d in g  it.  W e h av e  a ll  l is te n e d  to  a  
good sp e a k e r  w ho  k n e w  n o t w h en  to  
stop . T h o se  c h a rg e d  w ith  th e  re sp o n s ib il­
i ty  of p re p a r in g  a n d  p re s e n tin g  re p o rts  
in  w h ich  th e  p u b lic  a s  a  w ho le  is  in te r ­
ested  sh o u ld  ev er k eep  in  m in d  th e  p ro ­
v e rb  th a t  “b re v ity  is th e  sou l of w it  a n d  
th e  sa lv a t io n  of sen se .”
T h e  s to c k h o ld e rs  of a  c o rp o ra tio n  
w hose s h a re s  a re  w id e ly  d is tr ib u te d  do 
n o t expec t to  rece iv e  r e p o r ts  in  w h ich  th e  
p u rc h a se  of su p p lies  fo r  th e  office of som e 
m in o r  d e p a r tm e n t sh a ll  b e  sh o w n ; th e y  
a re  o n ly  in te re s te d  in  r e s u l ts  a n d  look 
to  th e i r  re p re se n ta t iv e s  en g ag ed  in  th e  
m a n a g e m e n t of th e  b u s in e ss  to  p ro d u ce  
th em  in  th e  fo rm  of e a rn in g s  a n d  d iv i­
dends. S im ila r ly  w ith  th e  ta x p a y e rs  of 
a  c ity : w h a t th e y  w a n t is  su c h  a n  effi­
c ie n t a n d  eco n o m ica l a d m in is t ra t io n  of 
th e  c ity ’s a ffa irs  a s  w ill g ive  th e m  a  dol­
l a r ’s w o r th  of se rv ice  fo r e ac h  d o lla r  
w h ich  th e y  a re  ca lled  u p o n  to  p a y  fo r 
th e s e  se rv ices. R e p o r ts  on C o n d itio n  an d  
O p e ra tio n  of a  c ity  sh o u ld  be m ad e  in  
such  fo rm  a s  to  be u n d e rs to o d  by  a ll, an d  
of suffic ient b re v ity  an d  in te re s t  a s  to  in ­
v i te  th e i r  p e ru sa l  a n d  s tu d y . A  co m p a ri­
son  of re s u l ts  w ith  p re v io u s  p e rio d s  an d  
w ith  o th e r  c itie s  of a b o u t th e  sam e size  
is a lw ay s  in te re s t in g , a n d  i t  f re q u e n tly  
d isc lo ses c o n d itio n s  w h ich  sh o u ld  rece iv e  
e a rn e s t  c o n s id e ra tio n . T h e re  is  n o  lik e ­
lih o o d  of s te p s  b e in g  ta k e n  to  c o rre c t ex­
is t in g  ab u ses if  th e  ta x p a y e rs  a re  n o t 
in fo rm e d  of th e i r  ex is ten ce . F re q u e n t  
re p o rts , d e ta i lin g  c u r re n t  a c tiv it ie s , can  
be m ad e  th e  m ed iu m  fo r th e  d isse m in a ­
t io n  of e s se n tia l  in fo rm a tio n  w h ich  can
be m ad e  of in e s tim a b le  v a lu e  to  ta x ­
p ay ers .
A  h ig h  ta x -ra te  is n o t a n  a t t r a c t iv e  
p ro p o s itio n  to  a  firm  w h ich  c o n te m p la te s  
a  ch an g e  of lo ca tio n , n o r  w ill i t  p ro v e  
a tt r a c t iv e  to  th e  hom e o w n er w ho  is con­
s id e r in g  a  c h an g e  of re s id en ce . A  h ig h  
ta x -ra te  in  a  m u n ic ip a l i ty  is co m p arab le  
to  a  la c k  of e a rn in g s  by a  c o rp o ra tio n —  
b o th  ev id en ce  a  lac k  of efficient m an a g e ­
m e n t a n d  cloud  th e  fu tu re .
A n e x a m in a tio n  of a  re p re se n ta t iv e  
n u m b er of m u n ic ip a l re p o rts  fro m  c itie s  
th ro u g h o u t th e  c o u n try  d isc losed  co n sid ­
e rab le  d iv e rs ity  of o p in io n  a s  to  w h a t 
su ch  re p o rts  sh o u ld  c o n ta in  a n d  a s  to  
th e  fo rm  in  w h ich  th e  in fo rm a tio n  con­
ta in e d  sh o u ld  be  p re sen te d . T h e  a n n u a l  
re p o rts  of c o n d itio n  a n d  o p e ra tio n  of r e ­
cen t d a te  in  s ix  c it ie s  w e re  ex am in ed  
fo r th e  p u rp o se  of n o tin g  to  w h a t e x te n t 
th ey  d iffered  in  th e i r  m a n n e r  of p re se n ta ­
tio n , a s  fo llow s:
T it le  g iv e n  to  S ta te m e n t  of
C i ty  C o n d itio n
H a r tfo rd  No S ta te m e n t of C o n d itio n  
in  re p o rt.
New  R ochelle
C lassified  B a la n ce  Sheet. 
P a w tu c k e t C ity  A u d ito r ’s B a lan ce  S hee t. 
S e a ttle  C o n so lid a ted  B a lan ce  S heet. 
D en v er C o m p ara tiv e  B a lan ce  S hee t. 
W a te rb u ry  C o n so lid a ted  S ta te m e n t of 
F in a n c ia l  C o n d itio n . 
(C h a r te r  C o m m iss io n )
T h e  o rd e r  in  w h ich  th e  a s se ts  a n d  li ­
a b il i tie s  a r e  a r ra n g e d  on th e  s ta te m e n ts  
a n d  th e  t i t le s  g iv en  th e re to  ev id en ce  a  
need  of f u r th e r  e ffo rt on th e  p a r t  of m u ­
n ic ip a l a c c o u n ta n ts  in  th e  d ire c tio n  of 
u n ifo rm ity . I t  w o u ld  be  a  g re a t  s te p  
fo rw a rd  if  th e  b a la n ce  sh e e ts  a n d  s ta te ­
m e n ts  of o p e ra tio n  of a ll c itie s  cou ld  be 
p re se n te d  in  th e  sam e  m a n n e r , r e g a rd  of 
co u rse  b e in g  g iv en  to  th e  in fo rm a tio n  
a v a ila b le  in  each  case.
Som e c itie s  do n o t in c lu d e  th e i r  C ap i­
ta l  A sse ts  on  th e i r  f in an c ia l s ta te m e n ts , 
a lth o u g h  th e  m a jo r i ty  do so. T h e ir  in ­
c lusion , a cc o rd in g  to  th e  w e ig h t of a u ­
th o r ity ,  is  e s s e n tia l  to  a  c o rre c t p re se n ta ­
t io n  of fin an c ia l co n d itio n . T h e re  is  th e n  
som e m e a su re  of a  ch eck  on a p p ro p ria ­
t io n s  fo r  re p a ir s ,  in su ra n c e , a n d  d e p rec ia ­
tio n . T h e re  is  a lso  ev idence  a v a ila b le  of 
a c a re fu l o r c a re le ss  sp e n d in g  of th e  ta x ­
p a y e rs ’ m oney . T h e ir  in c lu s io n  w ould  
te n d  to  p re v e n t a  co n d itio n  d isc lo sed  by 
th e  e x a m in a tio n  of th e  re co rd s  of one 
c ity , w h ich  h a d  h e ld  p ro p e rty  a cq u ired  
th ro u g h  th e  fo rec lo su re  o f ta x  lien s , fo r  
C o n tin u e d  on p a g e  239
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T H IS  occasion  f i tt in g ly  is re fe r re d  to  a s  y o u r  com m en cem en t. I t  m a rk s  y o u r p a s s in g  fro m  th e  
h a lls  of fo rm a l e d u c a tio n  to  th e  field of 
a c t iv it ie s  w h e re  officially you  b eg in  y o u r 
b u s in e ss  ca re e rs . Y ou step  out, a s  i t  
w ere , fro m  th e  tem p le  of le a rn in g  in to  
th e  m ark e t-p lace  of tra d e . You h av e  p re ­
p a re d  y o u rse lv es  fo r  th is  s tep  by fo llow ­
in g  a  co u rse  of in s tru c t io n .
T h e  v a lu e  of e d u ca tio n  fo r b u s in e ss  can  
h av e  l i t t le  s ig n ifican ce  to  th e  u n in it ia te d  
in  b u sin ess . T o som e, e d u c a tio n  fo r b u s i­
n e s s  is a  fa d ; th e  th in g  to  do, because  
ev ery  one seem s to  be  d o in g  it.  T o  o th e rs , 
i t  is th e  s a t is fa c tio n  of h a v in g  s t r iv e n  to  
p re p a re  fo r  a  life -w ork , a f te r  th e  m a n n e r  
w h ich  e d u ca tio n a l a u th o r i t ie s  deem  a d e ­
q u a te  a n d  p ro p e r. E x p e rie n c e  tea ch e s  
t h a t  th e  c h ie f  v a lu e  of e d u ca tio n  fo r b u s i­
n ess, a s  fo r a n y  o th e r  w a lk  in  life , is  th a t  
e d u c a tio n  o rg a n iz e s  a n d  c o rre la te s  k n o w l­
edge, a n d  g ives p o ise  to  th e  in d iv id u a l 
w h o  is  so f o r tu n a te  a s  to  po ssess i ts  
benefits .
E d u c a tio n  en ab les  a n  in d iv id u a l to  
o r ie n t  h im se lf  q u ick ly  in  new  s u r ro u n d ­
in g s ; to  m in g le , a t  ease, w i th  o th e rs  in  
w h a te v e r  b u s in e ss  s t r a tu m  he m ay  find 
h im se lf ;  to  a n a ly ze  a n d  a p p ra is e  b u s i­
n e ss  s i tu a t io n s ;  a n d  to  decide  p ro m p tly  
on  a p p ro p ria te  c o u rse s  of ac tio n .
E d u c a tio n a l in s t i tu t io n s  ex p ec t of th e i r  
g ra d u a te s  t h a t  th o se  g ra d u a te s  w ill do 
m o re  th a n  se e k  w e a lth . T h e re  a re  eco­
n o m ic  p ro b lem s to  be so lved  a t  a ll tim es. 
J u s t  now  th o se  p ro b lem s a re  p a r tic u la r ly  
n u m ero u s  a n d  difficult. T h e  e ffo rts  of 
e d u c a to rs  w o u ld  h a v e  b een  so m ew h a t in  
v a in , i f  th e  p ro d u c t of t h e i r  in s t i tu t io n  
w ere  to  offer n o  a s s is ta n c e  in  p o n d e rin g  
a n d  h e lp in g  to  so lve th e  p ro b lem s w h ich  
c o n fro n t th e  n a tio n  a n d  th e  w orld .
R e a s o n s  f o r  E co n o m ic  D e p re s s io n
In  th e  co llec tio n  o f p ro b lem s w h ich  
a tte n d s  th e  p re se n t  econom ic d ep ress io n , 
th e re  a re  o v e rp ro d u c tio n , ta r if f , ta x a tio n , 
an d  p ro h ib itio n . One m ig h t  ad d  w ith  a s ­
su ra n c e  th a t  l i t t le  b an d  of d is lo y al an d  
u n p a tr io t ic  dem ag o g u es w hose m o tto  is, 
“ O ur P re s id e n t!  M ay he  a lw ay s  be 
w ro n g .” T h e  l is t  of p ro b lem s w o u ld  be  
in co m p le te  if  one w ere  to  o m it Sov ie t 
R u ss ia .
T h e  tw o m a jo r  p ro b lem s a re  o v e rp ro ­
d u c tio n  a n d  S o v ie t R u ss ia . In  fact, th e se  
tw o  p ro b lem s seem  so c losely  re la te d  as 
to  m erg e  in to  one. W ho can  e x p la in  th e  
p re se n t  h a rd  tim e s , w h en  n a tu re  a n d  th e  
c u lt iv a t in g  h a n d  of la b o r  h av e  g iv en  us 
m o re  w h e a t, m o re  su g a r , m o re  co tto n ,
B y  JO H N  R . W IL D M A N , C. P .  A.
C o m m en cem en t a d d re ss  d e liv e red  to  th e  
g ra d u a t in g  c la ss  of S t. J o h n ’s College, 
School of A cco u n tin g , C om m erce an d  
F in a n ce , B ro o k ly n , N. Y.
ru b b e r, s i lk , coffee, copper, w ool, and  
s ilv e r  th a n  w e k n o w  w h a t to  do w ith ?  
C o m m o d ity  p r ic e s  a re  a t  a  low  ebb, som e 
of th e m  a t  th e  lo w est in  th e  h is to ry  of 
s ta t i s t ic a l  reco rd s . M oney is p i l in g  up  
in  sav in g s  b a n k s . L ife  in su ra n c e  sa les  
a re  b re a k in g  reco rd s . C ap ita l in  a b u n d ­
ance, f ig u ra tiv e ly  sp e a k in g , is  g ro a n in g  
fo r  em p lo y m en t. B a n k s ' a re  re d u c in g  in ­
te re s t  r a te s . B u t, b u s in e ss  e n te rp r is e s  
a re  n o t ab le  to  em ploy  p ro fitab ly  th e  
fu n d s  w h ich  th e y  n ow  have. C om m on 
d iv id en d s  a re  b e in g  p a sse d  a n d  o m itted . 
P re fe r re d  d iv id e n d s  a re  a p p ro a c h in g  th e  
d o u b tfu l zone. R e ce iv e rsh ip s  a re  be­
co m in g  n u m ero u s .
T h e  b u sin e ss  sag es h a v e  h a d  th e i r  say  
a s  to  causes, a n d  th e i r  o p in io n s  need  n o t 
be su p p le m e n ted  h e re . N e ith e r  is i t  
n e ce ssa ry  to  la y  a  p ro p h e cy  a s  to  w h en  
w e sh a ll em erg e  fro m  o u r  p re se n t  s ta te  
of b u s in e ss  d esp o n d en cy  an d  sh a k e  off 
th e  fear-com plex  w h ich  is d r iv in g  m oney  
in to  th e  s a v in g s  b a n k s . B u t, a  w o rd  or 
tw o  n eeds to  be sa id  by a ll w ho  h av e  
a n  o p p o r tu n ity  to  be  h e a rd  p u b lic ly  con­
c e rn in g  th e  effect on o v e rp ro d u c tio n  of 
th e  R u ss ia n  S o v ie t p lan .
R u s s ia ’s N a tu r a l  R e so u rc e s
T h e  m a g n itu d e  of R u s s ia ’s n a tu r a l  re ­
so u rces is  w e ll n ig h  im p o ssib le  of ap ­
p re h en sio n . W ho can  conceive of a  m o u n ­
ta in  of p u re  m ag n e tic  iro n , th re e  m iles  
long , tw o  m ile s  w ide , a  th o u sa n d  fe e t 
h ig h ?  W ho  can  im a g in e  a n  a sb esto s p it  
tw o  m ile s  in  w id th , w h ic h  w ill p ro d u ce  as 
m u ch  a s  seven  of th e  la rg e s t  m in e s  in  
C an ad a , w h ich  c o u n try  is th e  c h ie f  so u rce  
of su p p ly  fo r  th e  U n ited  S ta te s?  W ho 
c an  v isu a liz e  fo re s ts  e x te n d in g  fo r th o u ­
sa n d s  of m iles, a n d  c o v e rin g  m o re  th a n  
tw o  b illio n s  of a c re s?  N on-sov iet oil 
m en  h a v e  d ec la red  th e  oil re se rv e s  of 
R u ss ia  to  be  la rg e r  th a n  th o se  of a n y  
o th e r  c o u n try . C h ia tu r i ,  a  R u ss ia n  
locale, is  sa id  to  be th e  w o rld ’s r ic h e s t  
so u rce  of h ig h  q u a li ty  m an g a n ese  ore, a  
m e ta l in d isp e n sa b le  in  th e  h a rd e n in g  of 
steel. R u s s ia  now  p ro d u ces  en o u g h  te a  
to  m ak e  h e r  in d e p e n d e n t of o th e r  tea- 
g ro w in g  c o u n tr ie s ;  e n o u g h  h ig h -g rad e  
co tto n  so  th a t  sh e  no lo n g er p u rc h ase s  
th a t  g ra d e  of co tto n  fro m  us. She h a s  a n  
en o rm o u s n u m b e r  of co llec tiv e  w h e a t
fa rm s , th e  la rg e s t  of w h ich  is sa id  to  
cover a  th o u sa n d  sq u a re  m iles .
W h a te v e r  th e  u l t im a te  a im s of th o se  
re sp o n s ib le  fo r th e  S o v ie t U n io n , t h a t  
in s t i tu t io n  a lre a d y  h a s  m ad e  i ts e lf  fe lt 
in  th e  m a rk e ts  of th e  w o rld , w h ich  fo r  
so m e  tim e  h a v e  been  g lu tte d  w ith  w h ea t, 
a n d  oil, a n d  lu m b er. T h e  e s ta b lish m e n t 
of R u ss ia n  fo re ig n  c re d its  h a s  b een  e s ­
se n tia l  to  th e  p u rc h a se  of e le c tr ic  g e n e r­
a to rs , m o to r  tru c k s ,  s to n e  c ru sh e rs , a n d  
s u n d ry  m a c h in e ry  n eeded  to  a d v an c e  th e  
S o v ie t p lan . So R u ss ia  e x p o rts  w h e a t, 
an d  oil, a n d  lu m b er, re g a rd le s s  of co st 
a n d  th e  h u n g e r  of h e r  people . W h en  th e  
o th e r  o il p ro d u c e rs  o f th e  w o rld  a tte m p t 
to  r e s t r ic t  o v e rp ro d u c tio n  an d  m a in ta in  
a  p ro fita b le  p rice-leve l, th e  S o v ie t o il in ­
d u s try  t u r n s  loose  i t s  su p p ly  a n d  b re a k s  
th e  m a rk e t.
T h e  econom ic  co n sequences of th e  
S o v ie t p ro g ra m  ju s t  now  a r e of p r im e  
in te re s t .  I t  m ay  be q u estio n ed , p e rh a p s , 
if  th e y  a re  n o t o f p r im e  im p o rta n c e  in  so  
f a r  as th e y  co n cern  th e  fu tu re . One m ay  
d ism iss , w ith  a  sh u d d e r , th e  th o u g h t  of 
a tte m p tin g  to  re ck o n  in  a  b u s in e ss  w ay  
w ith  a  c o u n try  w h ic h  h a s  o v e r th ro w n  th e  
in s t i tu t io n s  of re lig io n , of th e  fam ily , 
an d  of p r iv a te  p ro p e rty . B u t, one m ay  
n o t d ism is s  so  e a s ily  th e  p o ss ib ility  o f 
h a v in g  to  g ra p p le  w ith  a  m o re  c o n cre te  
p ro b lem , once th e  te n a c le s  of th e  octopus 
a re  a llo w ed  to  g ro w  in  e x te n t  a n d  
s tr e n g th  in  th is  c o u n try . A p ro p o s of 
th is  p o in t, a re  th e  fo llo w in g  o b se rv a tio n s  
of M r. H . R . K n ic k erb o c k er, w h o  h a s  
w r i t te n  som e fo rce fu l a r tic le s  on  th is  
s u b je c t :
“ T h e  S o v ie t U n ion  is  th e  o n ly  n a tio n  
w ith  a n  in ex o rab le , avow ed  p ro g ra m  fo r  
im p e r ia l is t ic  ex p an s io n . F o r  th re e ,  fo u r, 
five, ten , o r ev en  fifteen  y e a rs  sh e  m ay  be, 
a lm o s t su re ly  w ill be , a  good cu s to m er. 
She w ill in  th e  m ea n w h ile  be g ro w in g  
in to  a  c o n s ta n tly  m o re  d a n g ero u s  com ­
p e tito r , a n d  w h en  sh e  h a s  a t ta in e d  h e r  
g ro w th , sh e  w ill becom e m o re  th a n  a  
c o m p e tito r—sh e  is b o u n d  by h e r  ow n 
fu n d a m e n ta l p o lit ic a l  p h ilo so p h y  to  be­
com e a m il i ta ry  a g g re sso r .”
P re s e n t-D a y  In v e n tio n s
L e a v in g  th e  field of d isa g ree ab le  th in g s , 
one m ay  look a t  som e of th e  m o re  p lea s ­
a n t  a n d  e n c o u ra g in g  d ev e lo p m en ts  of th e  
p re se n t t im e . In  th e  field of sc ience  a n d  
in v e n tio n  ra p id  s tr id e s  a re  b e in g  m ade . 
In  o rd e r  to  v e r ify  th is  fa c t, i t  is n eces­
s a ry  on ly  to  r e fe r  to  ra d io  an d  te le v is io n . 
On A p ril 9, 1930, e x p e rim e n ta l tw o -w ay  
te le v is io n  se rv ice  b e tw een  tw o  s ta tio n s
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C om pany  a t N ew  Y ork  w as d e m o n s tra te d  
to  re p re s e n ta t iv e s  of th e  p re ss . In  sp e ­
c ia l b o o th s a t  each  end  of th e  l in e  a  p e r­
so n  in  e a ch  bo o th  saw  th e  im a g e  of th e  
o th e r  a n d  h e a rd  h im  speak . On A p ril  26, 
1931, re g u la r  te le v is io n  b ro a d c a s tin g  w as 
in a u g u ra te d  in  N ew  Y o rk  C ity . I n  th e  
d a ily  p a p e rs  a n n o u n c in g  th e  ev en t, te le ­
v is io n  re c e iv in g  eq u ip m e n t fo r  hom e u se  
w as a d v e rtis e d  a t  p r ic e s  ra n g in g  fro m  
$119.50 to  $335.00.
In  1887, E d w a rd  B e llam y  w ro te  a  book  
c a lled  “L o o k in g  B a ck w ard .” In  th is  book 
M r. B e llam y  p ro jec te d  h is  im a g in a t io n  
fo rw a rd  to  th e  y e a r  2000. H is  su g g es­
t io n s  w ere  c o n s id e re d  so  f a n ta s t ic  by  
som e t h a t  h e  w as accused  of w r i t in g  fro m  
s o rd id  m o tiv es. I t  w as re p o rte d  t h a t  he  
m ad e  th e  h u g e  su m  of $25,000.00 th ro u g h  
h is  ro y a ltie s . Som e w ag , m a n y  y e a rs  
ago, sa id , “W h ile  L o t’s w ife  w as  o n ly  
a b le  to  m ak e  h e r  s a l t  lo o k in g  b a ck w a rd , 
B e llam y  m ad e  $25,000.00.”
T h e  book  i ts e lf  w ill re p a y  a  c a re fu l 
re a d in g . T h e re  a re  m a n y  p a ssa g es  th a t  
w o u ld  b e a r  re p e a tin g , b u t  o ne  w ill su f ­
fice to  i l lu s t r a te  how  s t r ik in g ly  m a n y  of 
B e lla m y ’s  fa n c ie s  h a v e  been  fu lfilled  in  
fac t.
J u l ia n  W est, th e  n a m e  of B e llam y ’s 
c h a ra c te r ,  w as b e in g  e n te r ta in e d  fo r  th e  
t im e  b e in g  by th e  d a u g h te r  of th e  h ouse  
w h e re  W est w as  s ta y in g  a s  a  g u es t. T h e  
y o u n g  w o m an  h a d  in q u ire d  if  h e  w ou ld  
lik e  to  h e a r  som e m u sic . H e  a n sw e red  
t h a t  he  w ould .
“ 'Com e, th e n , in to  th e  m u sic  ro o m ,’ 
sh e  sa id , a n d  I fo llow ed  h e r  in to  a n  a p a r t ­
m e n t fin ished , w ith o u t  h a n g in g s , in  
w ood, w i th  a  floor of p o lish ed  wood. I 
w a s  p re p a re d  fo r n ew  dev ices in  m u sica l 
in s tru m e n ts ,  b u t  I  sa w  n o th in g  in  th e  
ro o m  w h ich  by a n y  s t r e tc h  o f im a g in a ­
t io n  cou ld  be  conceived  a s  such . I t  w as 
e v id e n t t h a t  m y  puzzled  a p p e a ra n c e  w as 
a ffo rd in g  in te n se  a m u se m e n t * * * .
“ ‘P le a se  lo o k  a t  to d a y ’s  m u sic ,’ sh e  
sa id , h a n d in g  m e a  ca rd , ‘a n d  te ll  m e 
w h a t  you  w o u ld  p re fe r . I t  is  now  five 
o ’clock, you  w ill re m e m b e r.’
“T h e  c a rd  b o re  th e  d a te  ‘S ep tem b er 
12, 2000,’ a n d  c o n ta in ed  th e  lo n g es t p ro ­
g ra m m e  o f m u sic  I  h a d  e v e r seen . I t  w as 
a s  v a r io u s  a s  i t  w as long , in c lu d in g  a  
m o st e x tr a o rd in a ry  r a n g e  o f v ocal a n d  
in s t ru m e n ta l  so los, d u e ts , q u a r te tte s ,  a n d  
v a r io u s  o rc h e s tra l  co m b in a tio n s . I  re ­
m a in e d  b e w ild e red  b y  th e  p ro d ig io u s  l is t  
* * * a n d  I  in d ic a te d  a n  o rg a n  p iece  a s  
m y  p re fe ren ce .
“ She m ad e  m e s i t  dow n  co m fo rtab ly , 
an d , c ro ss in g  th e  room , so f a r  a s  I  cou ld  
see, m ere ly  to u ch e d  o n e  o r tw o  screw s, 
a n d  a t  once th e  room  w as filled  w ith  th e  
m u sic  of a  g ra n d  o rg a n  a n th e m ; filled,
n o t flooded, fo r, by  som e m ean s, th e  vol­
um e of m elo d y  h a d  b een  p e rfe c tly  g ra d ­
u a te d  to  th e  size  of th e  a p a r tm e n t .  I  
lis te n e d , sc a rc e ly  b re a th in g , to  th e  close. 
S u ch  m u sic , so p e rfe c tly  re n d e re d , I  h a d  
n e v e r  ex p ec ted  to  h e a r .”
- B e llam y , i t  m u s t be rem em b ered , w ro te  
th e se  w o rd s  in  1887. H e  p ro jec te d  h is  
im a g in a tio n  fo rw a rd  to  th e  y e a r  2000. 
H e  a cc o u n te d  fo r  th e  p h e n o m e n o n  ju s t  
d esc rib ed , a s  b e in g  a n  a p p lic a tio n  of co­
o p e ra tiv e  la b o r  to  m u s ica l serv ice , t r a n s ­
m it t in g  by  te le p h o n e , fo r  a  sm a ll fee, 
f ro m  p e rfe c tly  a d a p te d  c e n tr a l  h a lls , p ro ­
g ra m s re n d e re d  by  a  co rp s o f m u sic ian s . 
W e a re  now  in  th e  y e a r  1931, a cc ep tin g  
ra d io  t ra n s m is s io n  a s  a  m a t te r  of course , 
w ith  te le v is io n  on  th e  th re s h o ld  of g en ­
e ra l  ad o p tio n . I n  a  l i t t le  over o n e -th ird  
of th e  sp a n  re q u ire d  b y  B e llam y  fo r  h is  
sc h e m e  to  becom e o p e ra tiv e , in v e n tio n  
h a s  p ro d u ced  co m m o n p laces w h ic h  s u r ­
p a ss  th e  p ro d u c t of h is  w ild e s t im a g in a ­
tio n .
S uccess in  b u s in e ss  is  n o t a lo n e  a  m a t­
t e r  of d e a l in g  e ffec tive ly  w ith  th e  m in ­
u t ia e  of th e  d a ily  ta s k ,  a lth o u g h  th a t  
p h ase  of a n  in d iv id u a l’s w o rk  is e ssen ­
tia l .  G en era l re la tio n s h ip s  a r e  im p o r­
ta n t .  T h e  s tu d e n t  of b u s in ess , in  p re p a r ­
in g  th e re fo r , le a rn s  t h a t  a ll in d u s try  is 
d iv id ed  in to  e x tra c tio n , t ra n s fo rm a tio n , 
t r a n s p o r ta tio n , tr a d e ,  a n d  serv ice . H e  
s tu d ie s  th e  su b -d iv is io n s of th e s e  g ro u p s , 
a n d  in  t u r n  t h e i r  c la ss if ica tio n  in to  
o p e ra t in g  u n its ,  to g e th e r  w ith  th e i r  com ­
m on  a n d  th e i r  d i f fe re n tia tin g  c h a ra c ­
te r is t ic s .
T h e  su ccess fu l p ra c t i t io n e r  of b u sin ess  
m u s t be f a m il ia r  n o t o n ly  w ith  th is  g en ­
e ra l schem e, k n o w  h o w  h is  p a r t ic u la r  
u n d e r ta k in g  fits in to  t h a t  schem e, w h a t 
a r e  th e  b asic  re la tio n s h ip s  of h is  type, 
a n d  th e  p a r t ic u la r  r e la tio n s h ip s  of h is  
u n it,  b u t  how  h is  e n te rp r is e  is  b e in g  a f ­
fec ted  by  t r a n s p ir in g  ev en ts .
R e a s o n s  f o r  O b so le sc en c e
Som e y e a rs  ag o  th e  t r e n d  of s ty le  de­
c reed  t h a t  lace  n o  lo n g e r  sh o u ld  dec­
o ra te  th e  g a rm e n ts  of w om en. A s a  re ­
su lt , c e r ta in  to w n s in  S w itz e r la n d  a n d  
in  F ra n c e  p ra c t ic a lly  lo s t  t h e i r  in d u s try . 
T a lk in g  p ic tu re s  h a v e  d e a lt  a  sev e re  
b low  to  th e  le g i t im a te  th e a tre .  C ello­
p h a n e-w rap p ed  c ig a rs  th r e a te n  to  do 
aw ay  w ith  h u m id o rs . O il-b u rn in g  f u r ­
n aces h av e  ru in e d  th e  coal b u sin ess . T h e  
icem an  of th e  p a s t  h a s  b een  d r iv e n  o u t 
of a  job  by  th e  r e f r ig e r a t in g  m ac h in es  
o p e ra ted  by  e le c tr ic ity . M oto r b u se s  a n d  
t ru c k s  h a v e  jeo p a rd iz e d  th e  d iv id e n d s  of 
th e  ra ilro a d s . T h e  a v e ra g e  life  of ra d io  
in v e n tio n s  is  sa id  to  be a b o u t s ix  w eeks. 
H ow ever, k o n e l, a  n ew ly  d isco v ered  sub­
s t i tu te  fo r  p la tin u m , h a s  a p p re c ia b ly  ex­
ten d e d  th e  l i f e  of tu b es . W ho c an  say
w h a t w ill be th e  fu tu re  effect on b u sin e ss  
of rad io , te le v is io n , a n d  c a th o d e  ra y s?
B u sin e ss  m en  to d a y  a re  re q u ire d  to  be 
a le r t  an d  v ig ila n t  in  w a tc h in g  th e  tre n d  
of a ffa irs . T h ey  m u s t be in fo rm e d  g en ­
e ra lly  a s  w ell a s  p ossessed  of sp ec ia lized  
k now ledge. T h ey  m u s t re a d  w id e ly  an d  
u n ceas in g ly . T h ey  m u s t m in g le  w ith  
th e i r  fe llo w m en ; h a v e  m em b e rsh ip  in  
tr a d e  a s so c ia tio n s ; su b sc rib e  fo r  t r a d e  
p u b lic a tio n s ; a n d  c o n tr ib u te  to  th e  u p ­
b u ild in g  of t r a d e  a n d  g e n e ra l good c it ­
izen sh ip .
W h a t  th e  A c c o u n ta n t  M u s t H a v e
T h e  a c c o u n ta n t w h o  w ou ld  succeed  in  
p u b lic  p ra c tic e  is  c h a rg e d  w ith  th e  n eces­
s i ty  of p o ssess in g  m an y  q u a lifica tio n s, 
a n d  of o v e rco m in g  m a n y  o b stacles . H is  
k n o w led g e  m u s t  co v er th e  w id e  ra n g e  
of su b je c ts  c o m p reh en d ed  in  a n  u n d e r ­
s ta n d in g  of h o w  b u s in e ss  is  o rg an ized  
a n d  fu n c tio n s . H e  m u s t te l l  th e  t r u th  
a s  h e  u n d e rs ta n d s  i t  to  be, in  th e  l ig h t  
of h is  e d u c a tio n  a n d  ex p erien ce . L ik e  
C a e sa r’s w ife , h e  m u s t be  “n o t so  m u ch  
a s  su sp ec ted ” of a n y  w ro n g . H is  te c h ­
n ica l p ro c e d u re  m u s t be  w ith o u t  flaw. 
H is  se rv ice  m u s t be w ith o u t  t a i n t  of 
f ra u d  o r  neg lig en ce .
T h e  c o u rts  re ce n tly , a lth o u g h  p e rh a p s  
u n co n sc io u sly , h a v e  s e t  up  a  g u id in g  s ta r  
to  th e  a cc o u n ta n c y  p ro fess io n , th ro u g h  a  
dec isio n  of th e  N ew  Y o rk  C o u rt of A p­
p ea ls  k n o w n  a s  th e  C ardozo  op in ion . T h is  
d ec is io n  h a s  c a lled  a t te n tio n  to  th e  d is­
t in c t io n  b e tw een  f r a u d  a n d  n eg lig en ce . 
If, becau se  of i ts  fine sh a d e s  of leg a l d is­
tin c tio n , th e  d ec is io n  h a s  n o t c la rified  th e  
m a t te r  fo r  th e  a v e ra g e  a c c o u n ta n t, i t  h a s  
p u t  h im  on n o tic e  to  in v e s tig a te  a n d  
sa t is fy  h im se lf  a s  to  th e  d ifference.
“N eg lig en ce ,” say s  th e  S u p re m e  C o u rt 
of th e  U n ite d  S ta te s , “ is th e  fa ilu re  to  do 
w h a t a  re a so n a b le  a n d  p ru d e n t  p e rso n  
w o u ld  o rd in a r i ly  h av e  d o n e  u n d e r  th e  
c irc u m s ta n c e s  of th e  s itu a t io n , o r  do in g  
wh a t  su c h  a  p e rso n  u n d e r  th e  e x is tin g  
c irc u m s ta n c e s  w o u ld  n o t h a v e  done .”
F ra u d  c o n s is ts  in  m a k in g  a  fa lse  re p ­
re se n ta tio n , k n o w in g  i t  to  be  fa lse , of a  
m a te r ia l  fac t, fo r  th e  p u rp o se  of in d u c in g  
a c tio n , a n d  a c tio n  m u s t  h a v e  fo llow ed  re ­
lian ce , w ith  r e s u l t in g  d am age. F ra u d  
m ay  be in fe r re d  fro m  a  p re te n se  of 
k n o w led g e  w h e re  th e r e  is  n o  k n o w led g e ; 
o r w h e re  th e re  i s  a n  in su ffic ien t b a s is  
to  w a r r a n t  a  s in c e re  a n d  g e n u in e  b e lie f; 
o r w h e n  th e  re p re s e n ta t io n  is  m ad e  re ck ­
lessly , n o t c a r in g  w h e th e r  i t  be tru e  o r 
fa lse .
On th is  p o in t th e  C o u rt sa id :
“W e conclude, to  su m  up  th e  s i tu a t io n , 
t h a t  in  c e r t ify in g  to  th e  c o rre sp o n d en ce  
b e tw een  b a la n ce  sh e e t a n d  a cco u n ts  th e  
d e fe n d a n ts  m ad e  a  s ta te m e n t a s  t r u e  to  
C o n tin u e d  on  p a g e  242
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REPORTS ON CONDITION AND 
OPERATION OF MUNICI­
PALITIES
Continued from  page 236
m ore th a n  tw enty-five years, w ith  a  re ­
su ltin g  and  irrecoverab le  loss of taxes 




T itle given  to S tatem ent of 
Operation  
R eceipts of C ity T reasu rer. 
E xpend itu res by D epart­
m ents.
New Rochelle
R evenues and  Expenses. 
R eceipts and E xpend itu res 
(sum m arized  an d  classified 
so fa r  as practicable, in  ac­
cordance w ith  th e  classifi­
cation  recom m ended by 
th e  U nited  S ta te s  Census 
B ureau.)
Incom e and P rofit and Loss 
S ta tem en t ( th e  city  oper­
a te s  u tilitie s , w hich fact 
exp lains th e  title .)
The Y early B udget R evenue 
and Expense.
T he F in an c ia l O perations of 
th e  Y ear (C h arte r Com­




T he C on tro ller of H artfo rd  s ta te s  in 
h is repo rt th a t  du rin g  th e  fiscal year 
un d er review  h e  aud ited  tw elve of the  
C ity D epartm en ts and  Comm issions.
The conten ts of th e  opera ting  s ta te ­
m ents of th e  c ities selected fo r com pari­
son do not vary  m ateria lly , if  considera­
tion  be g iven to  th e  fac ts w hich they  con­
ta in . In  d iscussing th e  con ten ts of re­
ports, i t  is ap p ro p ria te  to  s ta te  th a t  the 
first th in g  th a t  any  reference volume 
should con ta in  is  a  com prehensive index. 
T his w ill enable a n  in te rested  person to 
a sce rta in  read ily  wha t  in fo rm ation  is to 
be found there in .
T he m a jo r item s o f in te re s t to  th e  c iti­
zens of a  city  fo r each fiscal year are:
1. Sources an d  am ounts of revenue;
2. Purposes fo r w hich expenditu res 
a re  m ade, and  th e  am oun ts;
3. R esu ltin g  su rp lu s  or deficit;
4. Purposes for w hich bonds a re  issued 
and th e  cost of th e  pro jects fo r w hich 
the  funds so ra ised  a re  used;
5. T he provision cu rren tly  m ade to  re ­
t i r e  bonded indebtedness, e ith er th ro u g h  
sink ing  funds o r by special paym ents.
W ith  th is  in form ation , i t  w ill no t be 
difficult to  determ ine th e  progress w hich 
th e  c ity  is m ak ing  from  year to  year.
The one question  w hich every taxpayer 
should find an  answ er to  in  th e  annual 
rep o rt of M s m un ic ipality  is: H ave the  
expenditures fo r th e  year been fu lly  cared 
for from  th e  revenues of th e  sam e pe- 
Continued on page 242




Following is a trial balance at December 31, 1930, of the Mitchell- 
Bryan Construction Company which was incorporated in 1930. The 
trial balance, prepared by the bookkeeper, does not balance by $100.00, 
and you have been asked whether the cause of the difference can be 
located by an inspection of the trial balance. The only items known to 
be correct are the cash balances shown to be in the bank and in the 
working fund.
Analyze the trial balance, showing the sources of the postings in 
each account, and point out the various possible explanations of the 
error.
A ccount D ebit C redit
Cash in  bank  ______ _________________________  $627,980.18 $438,889.54
W orking fund  _______________________________  25,286.44 23,698.35
A ccounts receivable _________________________  468,801.05 252,730.18
M arketable secu rity  __________________________  50,000.00 _________
Supplies ______________________________________  38,965.02 23,745.33
W ork in  process _____________________________  413,577.88 293,471.80
T rucks, tools and im plem ents -------------------------  31,637.25
R eserve for depreciation  on trucks, etc. ---------  --------------
B ank loan ___________________________________  10,000.00
A ccounts payable ____________________________  353,503.10
D eferred  b illing  on w ork in  process __________  48,962.28
C apital stock ________________________________  _________
In te re s t received ------------------ -------------------------  --------------
Sales
Cost of sales _________________________________  293,471.80








T otals ________________________________ $2,402,082.57 $2,402,182.57
Problem 2.
From the data submitted below, prepare a balance sheet at De­
cember 31, 1930, and a statement of profit and loss for the year ending 
on that date.
Alfred Murray and Frank Ryan purchased a piece of unimproved 
property in 1928, each contributing $200,000.00 cash as his share in 
the cost of $400,000.00. They decided to erect immediately an apart­
ment hotel, which would be transferred upon completion to a proposed 
cooperative venture to be known as Clearview Apartment Hotel Corpo­
ration.
Murray and Ryan entered into a trust agreement whereby Murray, 
as trustee for the two promoters, took title to the land at a value of 
$400,000.00 and arranged with his banker for a loan of $3,000,000.00, 
secured by the land and the proposed building, the latter to cost not 
less than $2,500,000.00. The indebtedness was to be evidenced by 
20-year 6% gold bonds dated July 1, 1929, with interest payable semi­
annually. He engaged French and English, architects, to design and 
supervise the construction of the hotel.
On July 1, 1929, the Clearview Apartment Hotel Corporation was 
organized with a capitalization of 15,000 shares of common stock having 
a par value of $100.00 each, Murray, as trustee, subscribing for the 
entire 15,000 shares.
The building was finished December 31, 1929, and on that date the 
net equity (land and building, less the mortgage bonds) was trans­
ferred to the Clearview Apartment Hotel Corporation as payment for 
the 15,000 shares of stock, an entry being made on the trustee’s books 
on that date as follows:
Hotel stock to be sold......................................................  $1,500,000.00
Capital stock ...........................................................................................  $1,500,000.00
To record receipt of 15,000 shares of Clearview Apartment 
Hotel stock.
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The architects agreed to accept, in lieu of a fee, 15% of the total 
net earnings of the trustee. In computing profits accruing to the archi­
tects from the sale of stock, the land acquired by the trustee for $400,- 
000.00 is to be valued at $500,000.00. Any sums credited to the account 
of the architects are to be considered distributions of profits and not 
elements of expense or cost of construction.
The trustee’s books were not closed at December 31, 1929, and trial 
balances at that date and at December 31, 1930, were as follows:
D ecem ber 31,
P a rt ic u la rs
D eb it  ba lances :
C ash  in b a n k ...........................................................
Construction costs ................................................
L a n d  ..........................................................................
M o rtgage  fun d  ......................................................
Expenses paid  in connection w ith  sa le  o f C le a r ­
v iew  Apartm ent H ote l stock ........................
Bond discount .........................................................
In terest paid  ...........................................................
F in an c ia l expenses in connection w ith  bond
issue ................................... ..................................
H otel stock to be so ld .......................................
F rench  and E n g lish ..............................................
N e t  equity in rea l e sta te .....................................
N o tes receivable  ....................................................
Stocks and bonds ..................................................
G enera l expense ....................................................
D iscount on sale  o f hotel stock ........................
Totals ........................................................................ 4,923,416.81
Credit b a la n c e s :
C ap ita l stock . . . .  
M ortgage  p ayab le  
Interest earned . . 
A lfre d  M u rray  . . . 





















2 0 0 ,0 0 0 . 0 0 90,000.00
2 0 0 ,000.00 90,000.00
4,923,416.81 4,711,350.90
During the course of your audit the following additional informa­
tion is obtained by you:
(1) The trustee agreed to pay the interest on the mortgage from 
January 1, 1930, to June 30, 1930.
(2) All sales of stock were credited at par to the “ Hotel stock to 
be sold” account. An analysis of stock sales for 1930 is as follows:
P art ic u la rs  Am ount
P a r  va lue  o f  stock s o ld ..................................................................................... $1,038,000.00
D iscounts a llow ed  ...........................................................................................
N e t  sales
92,800.00
945,200.00
P a id  fo r  in cash  and other assets as f o l lo w s :
C ash  at tim e o f s a le s ........... ............................................. ................... $289,400.00
Stocks and bonds, at m arket price w hen  rece ived ........................ 73,392.13
N e t  equity in m iscellaneous rea l e sta te ...........................................  164,318.00
N otes rece ivab le  ....................................................................................... 418,089.87
Tota l ....................................................................................................  945,200.00
(3) Cash received on notes in 1930 amounted to $183,582.06.
(4) On December 18, 1930, notes receivable totaling $26,895.31 
were paid in stocks and bonds having a market value of $25,500.00. 
These securities are included in the trial balance dated December 31, 
1930.
(5) The net equity in miscellaneous real estate is composed of the 
following:
P art ic u la rs  P roperty  A  P ro p e rty  B  Tota l
B o o k  v a lu e  o f la n d ............................................ $220,318.00 $74,000.00 $294,318.00
M ortgages  p ayab le  ................................... 1 0 0 ,0 0 0 . 0 0
N e t  va lue  set up on books at time
above properties w ere  a c q u ir e d .. .  $120,318.00 




N e t  equity p e r  books D ecem ber 31,
1930 ........................................................... 130,318.00 4 6 ,5 0 0 . 0 0 1 7 6 ,8 1 8 . 0 0
(6) An appraisal of the above properties reveals that at the date 
of acquisition they had the following fair market values, before deduct­
ing the mortgages unpaid:
P ro p erty  A  ..............................................................................................................  $190,000.00
P ro p e rty  B  ......................................... ..................... ...............................................  40,000.00 _________
Tota l ................................................................................................................. 230,000.00
Depreciation on these properties in 1930 may be disregarded.
(7) In order to induce certain noteholders to pay promptly, the 
trustee on December 15, 1930, agreed to allow a discount of $4,000.00 
and these notes were paid in January, 1931, on that basis.
(8) All disbursements in 1929 were made from the mortgage fund 
and the balance at December 31, 1929, was paid to the trustee early in 
1930.
(9) The market value of stocks and bonds at December 31, 1930, 
was $122,418.32 and the accrued interest on notes receivable and on 
bonds amounted to $2,481.26.
(10) Unrecorded liabilities at December 31, 1930, were as follows:
Stock sales expense .................................................................................................  $5,683.21
G enera l expenses ...................................................................................................... 816.32
Tota l .....................................................................................................................  6,499.53
(11) No profit, realized or deferred, is to be shown as arising at 
the time of the exchange of the hotel property for capital stock.
(12) No income tax liability will arise to the trustee.
Problem 3.
From the information following recompute the overhead that 
should be included in the various inventory and cost of sales accounts 
of the Palace Specialties Company for the year 1930.
The accounts you are called upon to adjust are:
P art icu la rs  Departm ent
In v e n to ry  o f  w o r k  in  A  B  C D  Tota l 
process 1/1/30:
M a te ria l .................... $11,000.00 $9,500.00 $8,500.00 $33,500.00 $62,500.00
L a b o r  ..........................  6,000.00 4,500.00 5,500.00 18,000.00 34,000.00
O verhead  .................... 5,100.00 3,500.00 2,800.00 7,725.00 19,125.00
22,100.00 17,500.00 16,800.00 59,225.00 115,625.00
In ven tory  o f finished  
stock 1 /1/30 :
M a te ria l ...................... $22,500.00 $21,000.00 $20,000.00 $162,000.00 $225,500.00
L a b o r  ..........................  11,500.00 9,500.00 9,500.00 84,500.00 115,000.00
O verhead .................... 10,200.00 7,625.00 5,900.00 36,975.00 60,700.00
44,200.00 38,125.00 35,400.00 283,475.00 401,200.00
Cost o f sa les 1930 :
M a t e r i a l ...................... $170,000.00 $110,750.00 $110,250.00 $405,000.00 $796,000.00
L a b o r  ..........................  63,500.00 77,300.00 58,050.00 206,650.00 405,500.00
O verhead ...................  70,050.00 45,207.50 33,295.00 £1,747.50 240,300.00
303,550.00 233,257.50 201,595.00 703,397.50 1,441,800.00
Inventory  o f w o rk  in 
process 12/31/30:
M ate ria l ...................... $15,500.00 $11,500.00 $9,500.00 $38,500.00 $75,000.00
L a b o r  ..........................  8,000.00 5,000.00 6,000.00 21,000.00 40,000.00
O verhead .................... 7,050.00 4,125.00 3,100.00 8,925.00 23,200.00
30,550.00 20,625.00 18,600.00 68,425.00 138,200.00 
Inventory  o f finished 
goods 12/31/30. 4
M a t e r i a l ............... .. . .  $26,500.00 $22,500.00 $26,000.00 $175,000.00 $250,000.00
L a b o r ..........................  13,500.00 12,000.00 15,500.00 94,000.00 135,000.00
O v e r h e a d ................. ..  12,000.00 8,625.00 8,300.00 40,350.00 69,275.00
52,000.00 43,125.00 49,800.00 309,350.00 454,275.00
Department
A T ota l
D epartm en ta l t ran sfe rs  
at cost (inc luded  in  
cost o f  sa les a b o v e ) :
M a te ria l ......................
L a b o r  ..........................














Included in the foregoing inventory of finished goods at December 
31, 1930, are items which were on hand at the beginning of the year in 
finished goods account, as follows:
D epartm ent
P a r t ic u la r s  A  C D  T o ta l
M a t e r ia ls  ........................................................  $3,500.00 $2,200.00 $6,500.00 $12,200.00
L a b o r  ............................................................... 2,000.00 1,800.00 6,000.00 9,800.00
O v e rh e a d  ........................................................  1,650.00 800.00 1,875.00 4,325.00
T o ta ls  ......................................................  7,150.00 4,800.00 14,375.00 26,325.00
These figures, totaling $26,325.00, are the ones that appeared in the 
opening inventory; in the closing inventory they were included at one- 
half these values, or $13,162.50, due to style changes during 1930, and 
the other half was carried to cost of sales. The remainder of the open­
ing inventory of finished stock and work in process was sold during 
1930.
Overhead during 1929 and 1930 has been based on a percentage of 
prime cost. While this method is open to certain objections, it results 
in substantial accuracy, and it has been decided to adjust the actual 
figures for absorbed overhead by the difference between the total ab­
sorbed and the actual overhead. On this basis, the total overhead at 
December 31, 1929, in finished goods should have been $56,147.50 and 
in work in process, $17,690.63. Total actual overhead for 1930 was 
$278,245.00.
Problem 4.
The Hopewell Sanitarium, a non-profit corporation, is maintained 
by subscriptions from members of a certain religious organization. Its 
trustees have submitted to you the opening and closing trial balance for 
the calendar year 1930 and ask you to prepare the necessary adjusting 
journal entries and a balance sheet showing the various assets and 
liabilities in detail under each fund, including thereon a summary of 
changes during the year in the net worth of each fund. No changes or 
adjustments are necessary on the opening trial balance, but in pre­
paring the balance sheet as of December 31, 1930, the following instruc­
tions and information are to be considered:
(1) Two actual bank accounts are maintained, one for current 
funds and the other for all the remaining funds.
(2) Depreciation on the amount in the building accounts at the be­
ginning of the year is to be computed at the rate of 2%. Depreciation 
on equipment, which should be similarly handled, is to be provided at 
the rate of 10%. No provision need be made for additions during the 
year or for the uncompleted building. To perpetuate the building and 
equipment funds in accordance with an agreement with the donors, 
depreciation expense is charged against current fund surplus, and re­
investment will be made of the accumulated funds in other buildings 
and equipment.
(3) To help complete building B, an issue of $50,000.00 6% first 
mortgage bonds on buildings “A ” and “ B” was sold in December, 1930,
B C D
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at par, to friends of the hospital and the proceeds were credited to un­
appropriated funds. The issue is dated December 31, 1930, and matures 
serially from  December 31, 1935, to December 31, 1940. “Unappropri­
ated funds” is used as a clearing account for major cash transactions 
aw aiting the approval of the Board of Trustees.
(4) Investm ents belonging to the annuity fund (A ccount E 18) 
having a cost (and book value) of $35,000.00 w ere sold for $30,190.00  
which amount included $900.00 for accrued interest. The cash was 
used to help finance building “B ,” the credit being made to  unappro­
priated funds. The loss from  the sale is to be charged to the building  
fund. A t the tim e o f the sale of the investm ents, the follow ing journal 
entry w as made:
L oss on sa le  of in v e s tm e n ts  -------------------------------------  $4,180.00
C ash  in  b a n k — B 11__________________________________  30,190.00
U n a p p ro p r ia te d  fu n d s— F  60----------------------------------------------  $30,190.00
C ash  in  b a n k — u n a p p ro p ria te d  fu n d s— F  11--------------------  4,180.00
(5) During the year cash paym ents to  current fund totalling  
$3,000.00 were credited to unappropriated cash (Account F  11) to  help 
defray 1930 operating expenses of the sanitarium . In addition, cur­
rent fund borrowed $3,000.00 from  the building fund as evidenced by 
a non-interest-bearing demand note given for that amount.
(6) The annuity contract fund consists of interest-bearing annuity  
bonds sold to friends of the hospital, the proceeds of which are invested  
as determined by the Board of Trustees. Upon the death of an annui­
tant the contract term inates and the investm ent becomes available for  
current funds. Likewise, the net income from  the annuity fund is 
transferred to current funds at the close of each year.
(7) Charges in net worth accounts may be explained as follow s:
Current fund surplus w as credited w ith funds unappropriated at
December 31, 1929, am ounting to $1,000.00, and net income from  annu­
ity fund, $3,245.20; and charged w ith  net operating losses for 1930.
N urses’ home fund was credited w ith  donations of $227.00, and 
equipment fund w ith donations o f $2,035.85.
A new annuity contract w as w ritten for $5,000.00.
Donations received during the year amounting to $3,000.00 were 
credited to  unappropriated funds.
(8) All income and expense accounts for the year have been bal­
anced out and all transactions including those for which adjustm ents 
are to be made as indicated above were form ally approved by the Board 
of Trustees on December 31, 1930.
H O P E W E L L  S A N IT A R IU M
T r i a l  B a l a n c e  T r i a l  B a l a n c e
Acct. D ecem ber 31, 1929 D ecem ber 31, 1930
No. A ccoun t Nam e D r. C r. D r. C r.
A 11 Cash in  b a n k  ........................................... $86.47 $347.58
A 12 P e t ty  Cash ................................................. $200.00 $250.00
A 14 P a tie n ts ’ acco u n ts  re c e iv a b le  ......... 3,974.59 4,237.40
A 16 N otes re c e iv a b le  ...................................... 350.00 350.00
A 17 R ese rve  f o r  bad  de b ts  ......................... 200.00 550.00
A 20 In v e n to r y  o f  s u p p lie s  ........................... 2,693.66 2,778.21
A 30 P re p a id  in s u ra n c e  .................................. 904.20 732.50
A 51 A cc o u n ts  p a ya b le  .................................... 1,127.81 1,892.28
A 52 N otes  p a ya b le  ........................................... 500.00 500.00
A 521 N otes  p a yab le , H o p e w e ll S a n ita r iu m 3,000.00
A 53 B a n k  lo a n  .................................................... 12,500.00 5,500.00
A 60 C u rre n t fu n d  s u rp lu s  ........................... 6,291.83 5,941.75
B 11 Cash in  b a n k  ............................................. 1,799.33 4,250.00
B 15 N otes re c e iv a b le , H o p e w e ll S a n i­
3,000.00
B 18 In v e s tm e n ts  ............................................... 76,750.00 6,750.00
B 25 L a n d  ............................................................... 60,000.00 60,000.00
B 26 H o s p ita l b u ild in g - “ A ”  ......................... 176,842.25 176,842.25
B 27 H o s p ita l b u ild in g  “ B ”  (u n c o m p le te d ) 8,500.00 151,739.33
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WHAT THE YOUNG ACCOUNT­
ANT WILL FIND IN  
BUSINESS
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t h e i r  ow n know ledge, w h en  th ey  had , as 
a  ju ry  m ig h t find, n o  know ledge on th e  
su b jec t. I f  th a t  is  so, th e y  m ay  a lso  be  
fo u n d  to  h av e  ac ted  w ith o u t in fo rm a tio n  
lea d in g  to  a  s in c e re  o r  g e n u in e  b e lie f  
w h en  th e y  certif ied  to  a n  op in io n  t h a t  
th e  b a lan ce  sh e e t f a ith fu l ly  re flec ted  th e  
co n d itio n  of th e  b u s in e ss .”
N eg ligence  inv o lv es th e  b re ac h in g  of 
a  du ty , re g a rd le s s  of in te n t .  F ra u d  in ­
volves in te n t  to  deceive, or su ch  g ro ss  
ca re le ssn ess  in  u tte ra n c e  a s  to  be ta n ta ­
m o u n t to  deceit. T he h ig h  c a llin g  of th e  
p u b lic  a c c o u n ta n t m ak es i t  inco n ceiv ab le  
th a t  he  cou ld  be  g u ilty  of in te n t  to  b re ac h  
a  du ty , o r to  m ak e  a  fa lse  re p re s e n ta tio n  
w ith  in te n t  to  deceive. I t  behooves h im  
to  be c a re fu l in  h is  u tte ra n c e s  le s t  in ­
a d v e r te n tly  h e  c re a te  a n  in fe ren ce  of 
t h a t  k in d .
T h o se  of you w h o  a re  go ing  in to  th e  
p ro fess io n  of a cco u n tan cy  a re  re m in d ed  
th a t  th e  o u ts ta n d in g  q u a litie s  e sse n tia l 
to  success in  t h a t  field a re  u n im p e a ch ­
ab le  h o n esty , in d e fa tig a b le  in d u s try , a 
h ig h  d eg ree  of te c h n ica l know ledge, an d  
ru g g ed  h e a lth . I f  w ith  th e s e  you com ­
bine  p u n c tu a lity , th o ro u g h n ess , a n d  sk ill, 
you m ay  be a s su re d  of a  co m fo rtab le  
live lihood , an d  a re aso n a b le  com petence 
as y o u r rew ard .
T h is  is  y o u r com m encem en t. You a re  
e n ti t le d  to  p ra ise , fo r y o u r p e rsev e ren ce ; 
to  co m m en d atio n , fo r  th e  co m p le tio n  of a  
ta s k  u n d e r ta k e n ; to  c o n g ra tu la tio n , fo r 
y o u r ju d g m e n t in  p re p a r in g  y o u rse lv es 
by fo rm al e d u ca tio n  fo r  th e  d u tie s  a n d  
re sp o n s ib ilit ie s  of th e  field w h ich  you 
have  chosen  fo r  y o u r life  w ork . In  w ish ­
in g  you G odspeed in  y o u r c a llin g s  a n d  
y o u r u n d e r ta k in g s , I c an  th in k  of no 
m ore  f i tt in g  w o rd s  to  leav e  w ith  you 
th a n  th o se  of P re s id e n t  N ich o las M u rray  
B u tle r , w ho  sa id :
“T hese  five c h a ra c te r is tic s  I  offer a s 
ev id en ces of an  ed u ca tio n — c o rre c tn e ss  
a n d  p re c is io n  in  th e  u se  of th e  m o th e r 
to n g u e ; re fined  a n d  g en tle  m an n e rs , 
w h ich  a re  th e  ex p ress io n  of fixed h a b its  
of th o u g h t a n d  a c tio n ; th e  pow er an d  
h a b it  of re fle c tio n ; th e  p ow er of g ro w th ; 
an d  efficiency, o r th e  p ow er to  do.”
REPORTS ON CONDITION AND  
OPERATION OF MUNICI­
PALITIES
C o n tin u e d  f ro m  p a g e  239 
r io d ?  I t  is  n e ith e r  r ig h t,  n o r  th e  r ig h t  
k in d  of financ ing , fo r  a  c ity  to  a llow  it3 
e x p e n d itu re s  to  exceed  i ts  incom e y e a r  
a f te r  y ea r , th e re b y  in c u r r in g  a  deficit 
w h ich  m u s t b e  m e t fro m  fu tu re  ta x  
levies. A  b r ie f  re p o r t  sh o w in g  th e  re su lts  
fo r th e  y e a r  c a n  re a d i ly  b e  m ad e  a n d  sub-
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m itte d  sh o r t ly  a f te r  th e  c lose  of th e  y ea r, 
an d  i t  sh o u ld  be th e  e x p re ss  d u ty  of th e  
h e ad  o f th e  a c c o u n tin g  d e p a r tm e n t  of 
a  c ity  to  p re p a re  a n d  s u b m it su c h  re p o rts . 
A lth o u g h  re q u ire d  by  th e  law  of th e  
S ta te  in  w h ic h  th e  c ity  is  loca ted , a  case  
is k n o w n  w h e re  no  a n n u a l  re p o rt  o f th e  
C ity  C o m p tro lle r  h a s  b een  s u b m itte d  fo r  
a  p e r io d  of m o re  th a n  five y e a rs . W h ile  
a u d its  o f th e  C ity ’s a cc o u n ts  h a v e  been  
re g u la r ly  m ad e  d u r in g  th is  p e rio d , th e  
fo rm  a n d  c o n te n ts  o f th e  a u d it  r e p o rts  
a re  n o t in te n d e d  to  co v er th e  t ra n s a c tio n s  
of th e  C ity  in  su c h  d e ta il  a s  w o u ld  be 
fo u n d  in  a  re p o r t  of th e  C o m p tro lle r. H is  
re p o rt  w o u ld  n a tu r a l ly  h a v e  a  w id e r  d is ­
t r ib u t io n  a n d  be c r it ic a lly  ex am in ed  by  
ta x p a y e rs , w h ile  a n  a u d it  r e p o r t  u su a lly  
h a s  o n ly  l im ite d  c irc u la tio n , a n d  is m ore  
in  th e  n a tu r e  o f a  co n firm a tio n  of th 8  
acco u n ts .
T h e re  is  a  g r e a t  s a t is fa c tio n  in  k n o w ­
in g  how  th in g s  a re  go ing , a n d  p ro p e rly  
com piled  r e p o r ts ,  m a d e  a v a ilab le  a t  re g u ­
l a r  in te rv a ls , w ill a n sw e r  th is  need  in  a 
v e ry  sa t is fa c to ry  m a n n e r . In  th e  ab sen ce  
of a  re p o rt ,  c o n d itio n s  a re  co m p arab le  
to  t h a t  o f a  bod y  w h ich  h a s  re fe r re d  a 
m a t te r  of im p o rta n c e  to  a  co m m itte e  fo r  
i ts  d e lib e ra tio n s  a n d  re co m m e n d a tio n s , 
w h ich  c o m m itte e  la te r  “r e p o rts  p ro g re s s .” 
As ev ery o n e  know s, i t  d ep en d s up o n  th e  
m em b ers  of th e  co m m itte e  a s  to  w h a t 
“p ro g re s s” m ean s.
F o r  th e  p u rp o se  of sh o w in g  a ll  th e  
e lem en ts  p e r ta in in g  to  th e  fin an c ia l con­
d itio n  of a  c ity  in  one s ta te m e n t, a  S u m ­
m a ry  C o n so lid a ted  B a lan ce  S h e e t, sh o w ­
in g  A sse ts , L ia b ili t ie s , E s t im a te d  R eve­
n ues, A p p ro p r ia tio n s  a n d  R ese rv es, sh o u ld  
be p re p a re d . W ith  a n  a p p ro p r ia te  a r ra n g e ­
m e n t of th e se  ite m s  u n d e r  G en era l a n d  
C ap ita l A cco u n ts , S in k in g  a n d  T ru s t  
F u n d s , th e r e  is  n o  p e r t in e n t  in fo rm a tio n  
r e g a rd in g  th e  c ity ’s c o n d itio n  a t  th e  d a te  
th e re o f  w h ic h  w ill n o t be show n.
W h ile  th e  sy s te m  o f a cc o u n ts  dev ised  
b y  th e  B u re a u  of M u n ic ip a l R e se a rc h  is 
n o t  th e  s im p le s t fo rm  of m u n ic ip a l ac ­
c o u n tin g  w ith  w h ic h  th e  p u b lic  a c c o u n t­
a n t  h a s  to  deal, th e  d e d u c tio n s  to  be 
m ad e  th e re f ro m  c a n  be  p re se n te d  in  su ch  
a  m a n n e r  a s  to  b e  re a d ily  u n d e rs to o d  
by  p ro g re s s iv e  ta x p a y e rs  a n y w h ere . I t  is 
th e re fo re  reco m m en d ed  to  th e  c o n s id e ra ­
t io n  of a ll  th o se  w ho  a r e  in te re s te d  in  
th e  su b je c t, e i th e r  fro m  th e  s ta n d p o in t  
o f a  ta x p a y e r  se e k in g  a  s ta n d a rd  by  
w h ich  to  g u a g e  a d m in is t r a t iv e  effi­
ciency , o r  f ro m  th e  s ta n d p o in t  of th e  p ro ­
fe ss io n a l a c c o u n ta n t  w ho is  in te re s te d  in  
a d v a n c in g  m u n ic ip a l acc o u n ta n c y  p ra c ­
tice .
I n  co n clu sio n , i t  sh o u ld  e v e r  be  k e p t 
p ro m in e n tly  in  m in d  t h a t  a  w ell-con­
ceived  a n d  p ro p e rly  in s ta lle d  sy s te m  of 
r e p o rts  is  o ne  o f  th e  c h ie f  fa c to rs  in  e f­
fe c tiv e  o rg a n iz a tio n  a n d  su ccess fu l a d ­
m in is tra tio n .
C. P. A. EXAMINATION QUESTIONS, 
MAY, 1931
PRA C TIC A L ACCO UNTING
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H O P E W E L L , S A N IT A R IU M — (C o n tin u e d )
T r ia l  B a la n c e  T r ia l  B a la n c e
A cct. D e c e m b e r  31, 1929 D e c e m b e r  31, 1930
N o . A c c o u n t N a m e  D r. C r. D r. C r.
B  52 A c c o u n ts  p a y a b l e  ...................................... 10,000.00 .......................
B  59 R e s e r v e  f o r  d e p r e c i a t i o n  ....................... 28,496.20 28,496.20
B  60 H o s p i t a l  b u i ld in g  f u n d  ............................  285,395.38 285,395.38
C 11 C a s h  in  b a n k  ..................................................  325.00 52.00
C 12 P e t t y  c a s h  ..........................................................  25.00 25.00
C 18 I n v e s t m e n t s  ..................................................... 7 ,500.00  8,000.00
C 25 L a n d  ......................................................................  24,815.00 24,815.00
C 26 N u r s e s ’ h o m e  b u i ld in g  ............................  92,425.75 92,425.75
C 59 R e s e r v e  f o r  d e p r e c i a t i o n  ....................... 18,333.18 18 ,333 .18
C 60 N u r s e s ’  h o m e  f u n d  ...................................  106,757.57 106,984.57
D  11 C a s h  in  b a n k .......................................................  42.50 42.50
D  191 R o o m s  a n d  g e n e r a l  e q u ip m e n t  . . . .  28,796.53 28,996.53
D 192 D i e t a r y  e q u ip m e n t  ...................................... 10,298.97 10,435.40
D  193 O p e r a t i n g  ro o m  e q u ip m e n t  ...............  17,961.91 19,561.33
D 194 L a b o r a t o r y  e q u ip m e n t  ............................ 6,812.28 6,912.28
D  195 N u r s e s ’ h o m e  e q u ip m e n t  ....................... 9 ,552.61 9,552.61
D 5 9 R e s e r v e  f o r  d e p r e c i a t i o n  ....................... 15,840.14 15,840.14-
D 60 E q u i p m e n t  f u n d  ........................................... 57,539.66 59,575.51
E  11 C a s h  in  b a n k  ..................................................  3,263.17 8,638.17
E  14 A c c o u n ts  r e c e i v a b le  ................................. 375.00 .......................
E  18 I n v e s t m e n t s  ..................................................... 160,250.00 160,250.00
E  60 A n n u i t y  f u n d  ..................................................  163,888.17 168,888.17
F  11 C a s h  in  b a n k ,  u n a p p r o p r i a t e d  ..........  1,000.00 4 ,810.00
F  60 U n a p p r o p r i a t e d  f u n d s  ..............................  1,000.00 83,190 .00
F  L o s s  o n  s a l e  o f  i n v e s t m e n t s  ...............  4,810.00
T o ta ls  .............................................  701 ,707.08 701,707.08  787,095.51  787,095.51
Problem 5.
On January 1, 1926, the Milander Products Company purchased  
the entire capital stock of the Morgan Company for a cash consideration  
of $22,000.00. The follow ing balance sheets of the Morgan Company at 
December 31, 1925, 1929 and 1930, and the supplementary inform ation  
following, were obtained by you from  the books of the tw o companies. 
Prepare the necessary adjusting journal entries on the books of both  
companies a t December 31, 1930.
D ecem b er 31
A ss e ts  1925 1929 1930
C ash  ...............................................................................................  $834.65
R e n ts  r e c e iv a b le .................................................. ...................  2 ,568.42 $2,056.20 $1,860.51
U n ex p ired  in s u r a n c e ............................................................  385.18 463.80 463.80
E q u ip m en t ................................................................................. 10,899.53 22,481.93 22,481.93
G oodw ill .....................................................................................  46,000.00 46,000.00 46,000.00
D efic it ..........................................................................................  7 ,935.58 7,935.58 7,935.58
T ota l a s s e t s ......................................................................  68,623.36 78,937.51 78,741.82
L ia b ilit ie s  and  N e t W orth
A ccou n ts p a y a b le ....................................................................  $13,303.54 $2,035.17
R e serv e  for  d e p r e c ia tio n ..................................................... 3 ,169.82 8,439.13 $10,687.32
M ilan d er P rod u cts  C om p an y ...........................................  2 ,150.00 18,463.21 18,054.50
C ap ita l s to c k ..............................................................................  50,000.00 50,000.00 50,000.00
T ota l lia b ilit ie s  and n e t w o r th ............................  68,623.36 78,937.51 78,741.82
The books of the Morgan Company have not previously been  
audited and the follow ing inform ation was obtained during the course  
of the present exam ination:
Accounts payable at December 31, 1925, were understated by $1,- 
483.21 and th is amount was charged to expense in 1926 when paid.
A ll cash receipts and disbursem ents since January 1, 1926, have 
been handled by the Milander Products Company and entered in the 
current account w ith the Morgan Company. The nominal accounts on 
the Morgan Company books are closed to Milander Products Company’s 
current account at the end of each year.
The follow ing profit and loss statem ent of the Morgan Company 
for the year ending December 31, 1930, w as presented to y o u :
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P a r t i c u l a r s  A m o u n t
R e n ts  r e c e iv e d ...............................................................................................................................$26,242.67
R e n ts  p a i d ......................................................................................................................  $12,000.00
D e p re c ia t io n  .................................................................................................................  2 ,248.19
In s u ra n c e  ......................................................................................................................  1 ,138.19
O th e r  e x p e n s e s ............................................................................................................ 8 ,318.91 23,705.29
N e t p ro f it  t r a n s f e r r e d  to  c u r r e n t  a c c o u n t ......................................  2 ,537.38
An analysis of the Morgan Company current account on the 
Milander Products Company’s books fo llo w s:
P a r t i c u l a r s  D r. C r.
B a la n c e — J a n u a r y  1, 1 9 2 6 .............................................................................. $2,150.00
C a s h  d is b u rs e m e n ts — 1926, 1927, 1928 a n d  1 9 2 9 ............................ 78,421.70
C a s h  re c e ip ts — 1926. 1927, 1928 a n d  1 9 2 9 ........................................... $84,648.04
J o u r n a l  e n t r y  c h a r g in g  M o rg a n  C o m p a n y  in  1929 fo r  e x e ­
c u tiv e  s e rv ic e s  f o r  f o u r  y e a r s  a t  a n  a n n u a l  r a t e  o f
$2,000.00 .......................................................................................................  8 ,000.00
P r o f i ts  f o r  fo u r  y e a r s  e n d in g  D e c e m b e r 31, 1929, p e r  M o rg a n
C o m p a n y  b o o k s .............................................................................................  22,539.55
T o ta ls  ..............................................................................................................  111,111.25 84,648.04
B a la n c e — J a n u a r y  1, 1 9 3 0 .............................................................................. $26,463.21
R e n ts  p a i d .................................................................................................................  12,000.00
In s u ra n c e — O n e -y e a r  p o lic y  e x p ir in g  M a y  31, 1931 .................. 1,138.19
P a y m e n t  o f  M o rg a n  C o m p a n y ’s  D e c e m b e r 31, 1 929, a c c o u n ts
p a y a b le  .......................................................................................................... 2,035.17
O th e r  ex p e n se s , o f w h ic h  $639.12 is  a p p l ic a b le  to  1 9 2 9 ..........  8,318.91
R e n ts  re c e iv e d  in c lu d in g  re c e iv a b le  a t  D e c e m b e r  31, 1929,
o f  $2,056.20 ....................................................................................................  $24,382.16
R e n ta ls  re c e iv a b le  a t  D e c e m b e r  31, 1 9 3 0 .............................................  2,360.51
J o u r n a l  e n t r y  a t  J a n u a r y  1, 1930, t r a n s f e r r in g  $2,056.20 r e ­
c e iv a b le  to  M ila n d e r  P r o d u c ts  re c e iv a b le  l e d g e r .................. 2 ,056.20
49,955.48 28,798.87
B a la n c e — D e c e m b e r  31, 1 9 3 0 ......................................................................... 21,156.61
T o ta ls  ..............................................................................................................  4 9,955.48 49,955.48
On the Morgan Company’s books the Milander Products Company’s 
account contains the follow ing item s:
P a r t i c u l a r s  D r. C r.
B a la n c e — J a n u a r y  1, 1 9 2 6 ..............................................................................  $2,150.00
C a s h  d is b u rs e d  b y  M ila n d e r  P r o d u c ts  C o m p a n y ............................  78,421.70
C a s h  c o lle c te d  b y  M ila n d e r  P r o d u c ts  C o m p a n y ............................ $84,648.04
P r o f i t  fo r  fo u r  y e a r s  e n d in g  D e c e m b e r  31, 1929 ( p e r  b o o k s ) 22,539.55
T o ta ls  ..............................................................................................................  84,648.04 103,111.25
B a la n c e — J a n u a r y  1, 1 9 3 0 .............................................................................. $18,463.21
C a s h  d is b u rs e d  b y  M ila n d e r  P r o d u c ts  C o m p a n y — 1 9 3 0 ............. 23,492.27
C a s h  c o lle c te d  b y  M ila n d e r  P r o d u c ts  C o m p a n y — 1 9 3 0 ............. $24,382.16
N e t  p ro f it  f o r  th e  y e a r  e n d in g  D e c e m b e r 31, 1 9 3 0 ....................... 2 ,537.38
J a n u a r y  1, 1930, r e c e iv a b le s  t r a n s f e r r e d  to  M ila n d e r  P r o d u c ts
C o m p a n y  ...............................................................................................  2 ,056.20
T o ta ls  ..............................................................................................................  26,438.36  44,492.86
B a la n c e — D e c e m b e r  31, 1 9 3 0 ......................................................................  18,054.50
T o ta ls  ..............................................................................................................  44,492.86 44 ,492.86
During 1930 additional equipment at a cost of $6,000.00 was pur­
chased by the parent company for the Morgan Company and charged to 
the investm ent account, increasing the balance therein at December 31, 
1930, to $28,000.00.
The proper rates of depreciation for 1930 are 10% on the equip­
m ent balance at the beginning of the year and 5%  on additions. U nex­
pired insurance at January 1, 1930, amounting to $463.80, covers the 
first five months of 1930. The rents receivable at December 31, 1930, 
are understated by $500.00 on the Morgan Company books, but the cor­
rect amount was set up on the books of the parent company. During  
1930 neither company made the entry necessary to take up the $2,000.00 
annual charge for executive services made by the Milander Products 
Company. Rents due Morgan Company are to be carried on their own 
books rather than on the books of the Milander Products Company.
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q u a lifica tio n s. I t  m ean s th a t  th e  ac ­
co u n ta n t, w ith  h is  p ro fessio n a l r e p u ta ­
tio n  a t  s ta k e , is  sa tisfied , a s a  re s u l t  of 
h is  e x a m in a tio n  to  a ssu m e  fu ll re sp o n s i­
b ility  fo r  th e  figures p re sen ted . U n­
d oubted ly , su ch  a ce rtif ic a te  s ig n ed  by 
an  a c c o u n ta n t of e s tab lish e d  re p u ta tio n  
is th e  m ost sa tis fa c to ry  a ssu ra n c e  th a t  
c an  be g iven  th e  re a d e r  of th e  ba lan ce  
sh ee t.
P e rh a p s , how ever, th e  c lie n t is  u n w ill­
in g  to  su b jec t h im se lf  to  th e  ex p en se  of 
an  a u d it  in  sufficient d e ta il  to  p e rm it  th e  
a u d ito r  to  m ak e  a n  unqualified , o r 
‘‘s h o r t ,” certif ic a te . T h en  he m ak es a  
qualified  certif ic a te , an d  th a t  is w h ere  th e  
tro u b le  beg ins. Q ualified  c e rtific a tes  w ill 
be n e ce ssa ry  so long  as a u d its  a re  m ade 
w h ich  a re  re s tr ic te d  in  th e i r  t r e a tm e n t  
of a n y  p h ase  of th e  b u sin e ss  u n d e r  re ­
view . A nd in a sm u c h  as w e a re  su re  to  
m eet qualified  c e rtific a tes  i t  is im p o r ta n t 
th a t  w e recogn ize  th em  a s  su ch  a n d  in ­
te rp re t  th em  acco rd in g ly . W e a re  faced  
w ith  th e  n e ce ss ity  of d e te rm in in g , by 
th e  re a d in g  of th em , to  w h a t e x te n t th e  
figures a re  vouched  fo r  by  th e  acco u n t­
a n t  an d  to  w h a t e x te n t, on th e  o th e r  
han d , th ey  a re  p re sen te d  by h im  as ta k e n  
fro m  th e  books, w ith o u t d e ta iled  ve rifi­
ca tio n , a n d  a n a ly s is .
T h e  fo rm s of q ua lified  ce rtific a te  a re  
m an y  an d  v a rie d . I  sh a ll  to u ch  on only  
a few  of th em . W e so m etim es come 
acro ss  a  ce rtific a te  w h ich , “su b jec t to  th e  
com m en ts co n ta in ed  in  th e  re p o r t ,” 
specifies th a t  in  th e  o p in ion  of th e  a u d i­
to r  th e  fig u res c o rre c tly  se t fo r th  th e  
co n d itio n  of th e  b u sin e ss  on th e  g iven  
d a te . W hen  you see th a t  q u a lifica tio n  in  
a  ce rtific a te  you m ay  be su re  th a t  you 
c an n o t be in  p o s itio n  to  ju d g e  th e  th o r ­
ou g h n ess of th e  a u d it  u n t il  you h ave  seen  
th e  fu ll re p o r t  a n d  fo u n d  o u t w h a t th o se  
com m ents a re  to  w h ich  th e  certific a te , an d  
co n seq u en tly  th e  b a lan ce  sh ee t, a re  sub­
ject.
W h en  you  ge t in to  th e  fu ll  re p o r t  you 
m ay  find such  s ta te m e n ts  a s th e se  in  
re la tio n  to  a sse ts  m a k in g  up  a  m a te ria l  
p a r t  of th e  w ho le : “T h e  in v e n to ry  w as 
ta k e n  by th e  em ployees of th e  co m pany  
w ith o u t c e rtif ic a tio n  by  us. A re sp o n ­
sib le  official of th e  com pany  h a s  certified  
to  u s  th a t  th e  q u a n ti t ie s  a re  a s  s ta te d , 
th a t  th ey  a re  p riced  a t  th e  low er of cost 
o r m a rk e t, an d  th a t  no  obso le te  or u n ­
sa lab le  m erc h an d ise  is in c lu d ed  th e r e in ” ; 
or, in  re la tio n  to  acco u n ts  rece iv ab le : 
“W e have  d iscu ssed  th e  acco u n ts  rece iv ­
ab le  w ith  th e  m an a g em e n t a n d  i t  is  th e  
o p in ion  of th e  re sp o n sib le  officers of th e
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 245
com p an y  th a t  th e y  a re  a ll  good a n d  col­
lec tib le .”
A g ain , th e  ce rtif ic a te  i ts e lf  m ay  in ­
d ica te  to  w h a t deg ree  th e  a c c o u n ta n t h as 
n o t a ssu m e d  re sp o n s ib ili ty  an d  m ay  re a d  
so m ew h a t a s  fo llo w s: “W e h av e  a u d ite d  
th e  a cc o u n ts  of th e  J o h n  Doe C om pany  
fo r  th e  y e a r  en d ed  D ecem ber 31, 1930, 
an d  c e r t ify  t h a t  th e  fo llo w in g  b a lan ce  
sh e e t is c o rre c tly  p re p a re d  th e re fro m , 
a n d  t h a t  i t  is  in  o u r o p in io n  a  t r u e  an d  
c o rre c t s ta te m e n t of th e  fin an c ia l c o n d i­
t io n  of th e  co m p an y  on th a t  d a te , su b ­
je c t to  th e  v e rif ic a tio n  of in v e n to ry .”
Now, you  h av e  no  d o u b t t h a t  th e  in ­
v e n to ry  is  ex ac tly  a s  re p re se n te d  o r th a t  
th e  a cc o u n ts  re ce iv a b le  a re  a ll  co llectib le , 
b u t w h en  you re a d  su ch  q u a lifica tio n s  
you k n o w  th a t  th e  a c c o u n ta n t  does n o t 
a ssu m e  re sp o n s ib ili ty  fo r  th e  c o rre c tn e ss  
of th e  fig u res a p p e a r in g  in  th e  b a lan ce  
sh e e t in  re la tio n  to  th o se  ite m s. T h a t 
does n o t m ean , how ever, th a t  th e  ac ­
c o u n ta n t  is  re liev e d  of a ll  re sp o n s ib ili ty  
fo r  th o se  fig u res th e  s ta te m e n t of w h ich  
h e  qualifies. A  re p u ta b le  a c c o u n ta n t  w ill 
n o t c e r t ify  u n d e r  cover of a  m ild ly  q u a li­
fy in g  c la u se  a  b a la n ce  sh e e t in c lu d in g  in  
a cc o u n ts  rece iv ab le  a  m a te r ia l  a m o u n t of 
a cc o u n ts  w h ic h  fro m  h is  l im ite d  e x am i­
n a tio n  a p p e a r  to  be  b ad , o r in c lu d in g  in ­
v e n to ry  w h ich , even  th o u g h  n o t ex am in ed  
in  d e ta il, is  in d ic a te d  b y  h is  te s t  ch eck ­
in g s  to  b e  over-va lued , o r  obsole te . In  
su ch  cases a  m ere  d e n ia l of re sp o n sib ility  
in  th e  a c c o u n ta n t’s c e r tif ic a te  is n o t 
enough . H e  sh o u ld  e ith e r  s ta te  th e  fa c ts  
a s  he  finds th e m  o r re fu se  to  c e r t ify  th e  
s ta te m e n t a t  a ll. I f  he  does a n y  less 
th e n , in  m y  op in io n , he  is n o t e n ti t le d  to  
be c la ssed  a s  a  re p u ta b le  a c c o u n ta n t. T h e  
p o in t I w ish  to  m ak e  h e re  is th a t  w h ile  
a q ualified  c e r tif ic a te  is  n o tice  to  i ts  
re c ip ie n t t h a t  th e  e x a m in a tio n  is incom ­
p le te  in  c e r ta in  re sp ec ts , i t  does n o t fo l­
low  th a t  i t  p ro p e rly  m ay  be u sed  by  th e  
a cc o u n ta n t a s  a n  a lib i fo r  n eg lig en ce  on 
h is  p a r t.
L e t u s  ta k e  up  tw o  o r th r e e  of th e  m o re  
im p o r ta n t  ite m s  w h ich  a p p e a r  in  th e  b a l­
a n ce  sh ee t.
I t  is n o t th e  g e n e ra l p ra c tic e  to  v e r ify  
A c c o u n ts  R e c e iv a b le  by  co m m u n ica tio n  
w ith  th e  d eb to r, b u t, in  a d d it io n  to  de­
te r m in in g  by  e x a m in a tio n  a n d  in q u iry  
w h e th e r  th e  re se rv e s  fo r  b ad  d eb ts  a re  
sufficient, th e  a c c o u n ta n t is  u n d e r  o b lig a ­
t io n  to  se g re g a te  a n d  e a r  m a rk  a cc o u n ts  
w h ich  do n o t g ro w  o u t of th e  u su a l a n d  
cu s to m a ry  b u sin e ss , fo r  ex am p le  a d ­
van ces to  officers a n d  a d v an ces  to  affi­
l ia te d  com p an ies . A lso, a cc o u n ts  due 
fro m  affilia ted  co m p an ies , even  th o u g h  
a r is in g  o u t of th e  o rd in a ry  o p e ra tio n  of 
th e  b u sin ess , sh o u ld  be s ta te d  se p a ra te ly . 
T hese  se g re g a tio n s  yo u  w ill find m ad e  
by th e  b e tte r  a c c o u n ta n ts , even  th o u g h  
th e y  m ay  q u a lify  th e  c e rtif ic a te  in  r e ­
sp ec t to  th e  rece iv ab les . I t , h ow ever, is
n o t sa te  to  a ssu m e  th a t  th e  a cc o u n ts  r e ­
ceiv ab le  a re  a ll t r a d e  a cc o u n ts  u n less  
th e y  a re  so lab e led  in  th e  b a lan ce  sh e e t 
a n d  re p o rt.
P ro b a b ly  th e  m o st g e n e ra lly  u sed  
m eth o d  of a n a ly z in g  th e  t r a d e  a cc o u n ts  
rece iv ab le  is  fo r  th e  a c c o u n ta n t, a t  a  d a te  
su b seq u e n t to  th e  b e g in n in g  of h is  ex ­
a m in a tio n , to  t ra c e  p a y m e n ts  rece iv ed  
d u r in g  th e  in te rv a l ,  a n d  p re se n t a  sched­
u le  in d ic a tin g  th e  age  of a cc o u n ts  re m a in ­
in g  u n p a id . In  r e la tio n  to  m o st b u s i­
nesses, I b e lieve  th is  m ay  be re g a rd e d  
as  a  s a t is fa c to ry  c h ec k in g  of th is  item .
I n v e n to r y  h a s  lo n g  been  th e  B ugaboo 
in  d isc u ss io n s  b e tw een  a cc o u n ta n ts  an d  
b a n k e rs . I n  th e  a v e ra g e  f in an c ia l s ta te ­
m e n t i t  r e p re se n ts  a  v e ry  s u b s ta n tia l  p a r t  
of th e  c u r re n t  a sse ts , an d  of a ll of th em  
is th e  m o st difficult to  v e r ify  a n d  th e re ­
fo re  th e  e a s ie s t  to  “p ad .” I t  is  th e  p r in ­
c ip a l su b je c t of “ re s e rv a tio n s ” in  ac ­
c o u n ta n ts ’ re p o r ts  an d  c e rtif ic a tes , p r i ­
m a r i ly  fo r  th e  reaso n , I  be lieve, th a t  only  
a  r e la tiv e ly  sm a ll n u m b e r  of a c c o u n tin g  
firm s a re  so o rg an ized  a s  to  be ab le  g en ­
e ra l ly  to  m ak e  a  s a t is fa c to ry  p h y sic a l 
v e rif ic a tio n  of in v en to ry , h a v in g  re g a rd  
fo r  q u a n ti ty , p r ic e  an d  s a la b i l i ty .  T h e  
ac c o u n ta n ts , w ith  fu ll k n o w led g e  of th e  
n eed  fo r  d ev elo p m en t of th e i r  o rg a n iz a ­
tio n s  a lo n g  th is  lin e , a r e  m a k in g  p ro ­
g re ss  in  t h a t  re sp e c t a n d  I  h ope  th e  t im e  
m ay  com e w h e n  u n q u a lified  c e r tif ic a tio n  
of in v e n to ry  w ill be a  r e g u la r  a n d  cu s­
to m a ry  p ra c tic e . M eanw hile , w e m u st 
•reco g n ize  th e  fa c t th a t ,  by  a n d  la rg e , 
w ith  th e  e x ce p tio n  of c e r ta in  te s t  ch eck ­
ing s, th e  in v e n to ry  fig u res th a t  a p p e a r  
in  m o s t  f in an c ia l s ta te m e n ts  r e p re se n t  
th e  w o rk  a n d  o p in io n  of th e  m a n a g e m e n t 
a n d  n o t th e  a c c o u n ta n t. In  lo o k in g  over 
a n  a u d ite d  s ta te m e n t i t  is w ell to  h av e  
th a t  fa c t in  m in d .
C o n tin g e n t L ia b i l i t ie s  sh o u ld  be th e  
su b je c t of y o u r  c a re fu l e x am in a tio n . 
T h ey  f re q u e n tly  a re  of g re a t  im p o rta n ce  
a n d  h a v e  a  m a te r ia l  b e a r in g  u p o n  th e  
p re s e n t  a n d  p ro sp e c tiv e  p o s itio n  of y o u r 
cu sto m er. T h e  co m p e ten t a c c o u n ta n t w ill 
s ta te  th e m  c le a r ly  in  or below  th e  ba l­
an ce  sh ee t. T h ey  m ay  be  re p re se n te d  
o n ly  b y  th e  e n d o rsem e n t a p p lied  to  b ills  
re ce iv a b le  d isc o u n te d  a t  b an k , o r  m ay  
re la te  to  g u a ra n te e s  on bo n d s a n d  p re ­
fe rre d  s to c k s  of su b s id ia ry  com pan ies, 
an d  in  th e  l a t t e r  in s ta n c e s  th e y  som e­
tim e s  b u lk  la rg e .
I  w a n t to  to u ch  on one m o re  p o in t an d  
th e n  I  sh a ll b e  th ro u g h .
B ew are  o f th e  C o n d e n se d  B a lan ce  
S h ee t. A  s ta te m e n t t h a t  is w o r th y  of 
c o n s id e ra tio n  is  of sufficient im p o rta n ce  
to  be p re se n te d  in  d e ta il. C o n d en sa tio n  
too o ften  p e rm its  of th e  c o m b in in g  of 
ite m s  w h ich  w o u ld  b e  m u ch  m o re  
su scep tib le  of p ro p e r  a n a ly s is  if  s e t  ou t 
in d iv id u a lly . T h e  co n densed  b a lan ce  
sh e e t h a s  been  u sed  m o re  th a n  once fo r
th e  p u rp o se  of co n cea lin g  fa c ts  w h ic h  
th e  re a d e rs  of th e  s ta te m e n t w a n t a n d  
o u g h t to  know .
L e t m e sa y  a g a in  t h a t  I  th in k  th e  in ­
te r p re ta t io n  of s ta te m e n ts  p re p a re d  by 
P u b lic  A c co u n ta n ts  r e s ts  a lm o s t w h o lly  
on tw o  th in g s :  A  kno w led g e  of th e  
a b il i ty  a n d  d e p en d a b ility  o f th e  p a r t ic ­
u la r  a c c o u n ta n t, an d  a  c a re fu l a n d  in ­
te l l ig e n t  re a d in g  of w h a t  he  says.
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th is  c o u rt to  e n te r ta in  th is  o r ig in a l p ro ­
ceed in g  is  b a sed  upo n  sec tio n  2 of a r tic le  
6 of th e  c o n s t itu t io n  of th is  S ta te , w h ich  
p ro v id es  th a t  th is  c o u rt  “sh a ll  h av e  
o r ig in a l  ju r is d ic t io n  in  cases r e la t in g  to  
th e  rev en u e , in  m a n d a m u s  a n d  h a b e a s  
c o rp u s  an d  a p p e lla te  ju r is d ic t io n  in  a ll 
o th e r  cases .” I t  is sa id  th a t  th is  c o u rt  
ca n n o t ex e rc ise  o r ig in a l ju r is d ic t io n  in  
a n y  case  o th e r  th a n  th e  th re e  th u s  m en ­
t io n e d  in  th e  c o n s titu tio n . W ith  th is  
c o n te n tio n  w e can n o t ag ree . S ince i ts  
in c e p tio n  th is  c o u rt  h a s  e x erc ised  o r ig i­
n a l ju r is d ic t io n  o f p ro ceed in g s  r e la t in g  
to  th e  a d m iss io n  a n d  d isb a rm e n t of a t ­
to rn e y s , a n d  a lth o u g h  th e  c o n s t itu t io n a l  
p ro v is io n  above re fe r re d  to  does n o t m en ­
t io n  th e s e  su b jec ts , th e  o r ig in a l ju r is d ic ­
tio n  of th is  c o u rt o v e r su ch  m a t te r s  h a s  
n e v e r  been  q u estio n ed . T h is  c o u r t  h a s  
ex erc ised  o r ig in a l ju r is d ic t io n  of a p p li­
c a tio n s  fo r  a d m iss io n  to  th e  b a r  of th is  
S ta te  ( In  r e  D a y , s u p r a ) ,  an d  in  n u m e r­
o us cases h a s  e n te r ta in e d  o r ig in a l p ro ­
ceed in g s fo r  d isb a rm e n t. I t  is a rg u e d  
t h a t  th is  p ro c ee d in g  is  n o t of th a t  c h a r ­
a c te r ;  t h a t  th e  ex erc ise  b y  th is  c o u rt  o f  
o r ig in a l ju r is d ic t io n  to  d isb a r  a n  a t to r ­
n e y  is  b a se d  u p o n  th e  fa c t t h a t  th e  a t ­
to rn e y  is  a n  officer of th e  c o u rt, a n d  s o  
th is  c o u r t o b ta in s  ju r is d ic t io n  o v er h im  
b y  v ir tu e  of h a v in g  licen sed  h im  to  p ra c ­
tic e  a s  such , w h e rea s  th e  c o u rt  a c q u ire s  
no  su ch  ju r is d ic t io n  w ith  re sp e c t to  p e r ­
so n s  w h o  a re  n o t so  licensed . W e b e lieve  
su c h  a  c o n te n tio n  is  e n ti r e ly  u n te n a b le . 
H a v in g  in h e r e n t  a n d  p le n a ry  po w er an d  
o r ig in a l ju r is d ic t io n  to  decide w ho sh a ll  
be a d m itte d  to  p ra c tic e  a s  a tto rn e y s  in  
th is  S ta te , th is  c o u rt  a lso  h a s  a ll  th e  
p o w er a n d  ju r is d ic t io n  n e ce ssa ry  to  p ro ­
te c t  a n d  en fo rce  i ts  ru le s  an d  d ec is io n s  
in  t h a t  re sp ec t. H av in g  po w er to  de­
te rm in e  w h o  sh a ll an d  w ho sh a ll  n o t 
p ra c tic e  law  in  th is  S ta te , an d  to  license  
th o se  w ho  m ay  a c t as a tto rn e y s  a n d  fo r ­
b id  o th e rs  w h o  do n o t m e a su re  up  to  th e  
s ta n d a rd s  o r com e w ith in  th e  p ro v is io n s  
of i ts  ru les , i t  n e c e ssa r ily  fo llow s th a t  
t h i s  c o u r t h a s  th e  po w er to  e n fo rce  i ts  
ru le s  a n d  d ec is io n s a g a in s t  offenders, 
even  th o u g h  th e y  h ave  n e v e r  been  
lic en sed  by th is  co u rt. Of w h a t a v a il  is 
th e  po w er to  licen se  in  th e  a b se n ce  o f
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p o w er to  p re v e n t one n o t lic en sed  fro m  
p ra c t ic in g  a s  a n  a tto rn e y ?  I n  th e  ab ­
sen ce  of p o w er to  co n tro l o r  p u n ish  u n ­
a u th o r iz e d  p e rso n s  w h o  p re su m e  to  p ra c ­
t ic e  a s  a tto rn e y s  a n d  officers of th is  c o u rt  
t h e  p o w er to  co n tro l a d m iss io n s  to  th e  
b a r  w ould  be  n u g a to ry . A nd  so  i t  h a s  
b e en  h e ld  th a t  th e  c o u r t,  w h ic h  a lo n e  h a s  
a u th o r i ty  to  lic e n se  a tto rn e y s ,  h a s  a s  a 
n e c e s sa ry  c o ro lla ry  am p le  im p lied  p o w er 
to  p ro te c t  th is  fu n c tio n  b y  p u n ish in g  u n ­
a u th o r iz e d  p e rso n s  fo r  u s u rp in g  th e  
p r iv ile g e  of a c t in g  a s  a tto rn e y s .  ( I n  r e  
M o rse , 98 V t. 85, 126 A tl. 550.) I n  P e o p le  
v. C z a rn e c k i  (N o. 8901, A p ril te rm  1913, 
n o t re p o rte d ,)  th is  c o u rt  in  effect reco g ­
n ized  th e  p r in c ip le  th a t  a  p e rso n  n o t h a v ­
in g  a  lic en se  f ro m  th i s  c o u r t  to  p ra c tic e  
a s  a n  a t to rn e y  is  g u ilty  o f  c o n te m p t of 
t h i s  c o u r t  in  p ra c t ic in g  a s  a n  a t to rn e y  
in  a  t r ia l  c o u rt. In  t h a t  case  a n  a tto rn e y , 
a f te r  h e  h a d  b een  d is b a r re d  b y  t h i s  c o u r t  
(268 I l l . 278,) a p p ea red  a n d  a c ted  a s  a n  
a t to r n e y  in  th e  c irc u it  c o u rt  o f Cook 
C o u n ty , a n d  a  ru le  w a s  e n te re d  b y  th is  
c o u rt  r e q u ir in g  h im  to  sh o w  cau se  w h y  
h e sh o u ld  n o t be  a tta c h e d  fo r  co n tem p t 
of th is  c o u rt fo r  p re s u m in g  to  a c t  a s  a t ­
to rn e y  a t  la w  in  defiance  o f th e  o rd e r  of 
t h i s  c o u rt  d is b a r r in g  h im  fro m  p ra c tic e . 
T h e  fa c t  th a t  th e  ru le  in  t h a t  case  th u s  
re fe r r e d  to  th e  p re v io u s  o rd e r  o f d isb a r­
m e n t does n o t n e c e ssa r ily  a ffec t i ts  a p ­
p lic a tio n  h e re .
R e sp o n d e n t a lso  a s s e r ts  t h a t  w h ile  th is  
c o u r t  h a s  ju r is d ic t io n  to  e n te r ta in  a  p ro ­
ceed in g  to  p u n ish  a n  u n lic e n sed  in d i­
v id u a l fo r  a p p e a r in g  a n d  p ra c t ic in g  in  
t h i s  c o u r t  i t  h a s  n o  su c h  ju r is d ic t io n  o r 
po w er over o n e  w h o  h a s  b een  g u i lty  of 
u n a u th o r iz e d  p ra c t ic e  of la w  b y  a p p e a r­
in g  in  th e  t r i a l  c o u rts  o f  th is  S ta te .  N o 
d o u b t each  t r ia l  c o u r t  in  th is  S ta te  h a s  
a m p le  a u th o r i ty  to  p u n ish  a s  fo r  con­
te m p t o f  t h a t  c o u r t  a n y  p e rso n  w ho  p re ­
su m es to  a p p e a r  a n d  a c t a s  a n  a tto rn e y  
in  th a t  c o u r t  w ith o u t  h a v in g  been  
licen sed  by  th is  c o u rt. B u t  i t  does n o t 
fo llo w  th a t  th e  ju r is d ic t io n  o f  th e  t r ia l  
c o u r t  is  ex c lu s iv e  in  t h a t  re sp ec t. W h ile  
t h e  w ro n g fu l a c t c o n s t itu te s  a  co n tem p t 
o f  th e  t r ia l  c o u r t  (because o f th e  im p o s i­
t io n  a n d  f r a u d  u p o n  t h a t  c o u rt, y e t i t  is 
a lso  a  c o n te m p t o f  t h i s  c o u rt, a n d  p u n ­
ish a b le  a s  such , b ecau se  th e  w ro n g d o e r 
h a s  a ffro n te d  th is  c o u r t  b y  u s u rp in g  a  
p r iv ile g e  so le ly  w ith in  th e  p o w er of th is  
c o u r t  to  g ra n t.  (P e o p le  v. C z a rn e c k i,  No. 
8901, su p r a .)  I n  a  re c e n t  case  ( In  r e  
M o rse , su p ra ,)  th e  S u p re m e  C o u rt o f V er­
m o n t h e ld  t h a t  s in c e  i t  h a d  e x c lu s iv e  
p o w er w ith  re sp e c t to  th e  a d m iss io n  a n d  
lic e n s in g  of a tto rn e y s  to  p ra c t ic e  in  t h a t  
S ta te  i t  n e c e ssa r ily  h a d  th e  p o w e r in  a n  
o r ig in a l  p ro c e e d in g  to  p u n ish  a n  u n ­
lic e n sed  p e rso n  w h o  h a d  a c te d  a s  a n  a t ­
to rn e y  in  th e  ju s t ic e  o f  th e  p eace  c o u r ts  
o f  t h a t  S ta te .
I t  is  a lso  a rg u e d  t h a t  fo r  a c ts  o u ts id e
o f c o u rt w h ich  a m o u n t to  u n a u th o r iz e d  
p ra c tic e  of law  th e  o ffender c an n o t be 
p u n ish e d  fo r  c o n te m p t o f  th is  o r a n y  
o th e r  co u rt. W h a t w e h a v e  sa id  above 
sh o u ld  be suffic ient to  d isp o se  of th is  con­
te n tio n . T o  d en y  th e  po w er o f th e  c o u rt 
to  d ea l w ith  su ch  offenders w o u ld  be  
ta n ta m o u n t  to  a  d e s tru c t io n  of th e  p o w er 
itse lf . P e rh a p s  th e  m a jo r  p o r tio n  o f th e  
a c tu a l p ra c tic e  of law  u n d e r  m o d e rn  con­
d itio n s  co n s is ts  of th e  w o rk  of a tto rn e y s  
o u ts id e  of a n y  c o u r t  a n d  h a s  n o th in g  to  
d o  w ith  c o u rt p ro ceed in g s . (P e o p le  v. 
A lfa n i, 227 N . Y. 334, 125 N. E . 671.) I t  
is  ju s t  a s  e s s e n tia l  to  th e  a d m in is t ra t io n  
of ju s t ic e  a n d  th e  p ro p e r  p ro te c tio n  of so­
c ie ty  th a t  u n lic e n se d  in d iv id u a ls  sh o u ld  
n o t be p e rm it te d  to  p re y  u p o n  th e  p u b lic  
in  th a t  sp h e re  o f  th e  p ra c tic e  o f law  a s  
i t  is  w ith  re sp e c t to  p ro c ee d in g s  in  th e  
c o u rts . I t  is n o  le s s  a  u s u rp a tio n  of th e  
fu n c tio n  a n d  p r iv ile g e  of a n  a tto rn e y  
a n d  a n  a ffro n t to  th e  c o u r t  h a v in g  sole 
po w er to  lic e n se  a tto rn e y s , fo r  o n e  n o t 
licen sed  a s  su c h  to  p e rfo rm  th e  se rv ice s  
of a n  a tto rn e y  o u ts id e  o f c o u rt  p ro ceed ­
ings.
A s s ta te d  above, th is  c o u rt  h a s  in h e re n t  
p o w er a n d  c o n tro l o v e r  th e  g e n e ra l sub ­
je c t o f  th e  p ra c tic e  o f  law , a n d  th is  in ­
c ludes th e  p o w er t o  p u n ish  u n a u th o r iz e d  
p e rso n s  fo r  p re su m in g  to  p ra c tic e  law  
w ith o u t b e in g  lic en sed  so  to  do  b y  th is  
co u rt. R e sp o n d e n t is  a  c o rp o ra tio n . I t  
h a s  n o t b e en  a n d  c a n n o t be  lic en sed  o r 
p e rm it te d  by  th is  c o u r t  to  p ra c tic e  law . 
( In  r e  C o -o p e r a tiv e  L a w  Co., 198 N. Y. 
479, 92 N. E . 15.) A  c o rp o ra tio n  can  
n e i th e r  p ra c tic e  la w  n o r  h i r e  la w y e rs  to  
c a r ry  on  th e  b u s in e ss  of p ra c t ic in g  law  
fo r  it .  (P e o p le  v . C a lifo rn ia  P r o te c t iv e  
C orp ., 76 C al. A pp. 354, 244 P ac . 1089.) 
T h e  r ig h t  to  p ra c t ic e  la w  a tta c h e s  to  th e  
in d iv id u a l a n d  d ies  w ith  h im . I t  c an n o t 
be  m ad e  th e  su b je c t of b u s in e ss  to  be 
sh e lte re d  u n d e r  th e  c lo ak  o f a  c o rp o ra tio n  
h a v in g  m a rk e ta b le  s h a re s  d escen d ib le  
u n d e r  th e  law s of in h e r i ta n c e . ( S ta te  v. 
M e rc h a n ts ' P r o te c t i v e  C orp ., 105 W ash .
12, 177 Pac. 694; P e o p le  v. M e rc h a n ts '  
P r o te c t i v e  C orp ., 189 C al. 531, 209 P ac . 
363.) In  th e  case  of In  r e  O tte r n e s s  ( re ­
c e n tly  d e c id e d ) , th e  S u p re m e  C o u rt of 
M in n e so ta  h e ld  t h a t  a  c o rp o ra tio n  c a n n o t 
i ts e lf  p ra c tic e  law , n o r  c an  i t  law fu lly  
do so  b y  h i r in g  a n  a tto rn e y  to  co n d u c t a  
g e n e ra l law  p ra c t ic e  fo r  o th e rs  fo r  pay , 
w h e re  th e  fees e a rn e d  a re  to  be, a n d  a re , 
rece iv ed  a s  in co m e  a n d  p ro fit b y  th e  co r­
p o ra tio n . (232 N. W . 318.) L ik e w ise  th e  
C o u rt of A ppeals in  O hio  h a s  la te ly  de­
c ided  th a t ,  a lth o u g h  n o t  p ro h ib ite d  by  
c r im in a l s ta tu te ,  i t  i s  u n la w fu l fo r  a  co r­
p o ra tio n  to  p ra c t ic e  law  o r  m a in ta in  a  
leg a l d e p a r tm e n t o r h i r e  a tto rn e y s  an d  
a d v e r t is e  t h e i r  s e rv ice s  fo r  th e  u se  of 
o th e rs . D w o rk en  v. A p a r tm e n t  H o u se  
O w n e rs  A s s ’n , 34 O hio  L aw  B u lle tin , p. 
234, decided  M arch  9, 1931.
R esp o n d en t, b e in g  a  c o rp o ra tio n , is 
a lso  p ro h ib ite d  by  s ta tu te  fro m  p ra c t ic ­
in g  law  in  I l lin o is . (S m ith ’s S ta t. ,  1929, 
chap . 32, p a rs . 411-415, pp. 787-788.) I t  
w as w ith in  th e  p o w er of th e  le g is la tu re  
to  m ak e  su ch  a  p ro h ib it io n  (In  re  D a y ,  
s u p r a ) ,  an d  a lso  to  p ro v id e  a  p e n a lty  fo r 
v io la tio n s  of it. B u t th e  s ta tu te  re fe r re d  
to  does n o t h a v e  th e  effect of e x c lu d in g  
th e  p o w er of th is  c o u r t  to  fix su ch  p u n ­
ish m e n t a s  i t  m ay  see  fit fo r  th e  con­
te m p t o f  th is  c o u rt inv o lv ed  in  th e  u s u r ­
p a tio n  b y  a  c o rp o ra tio n  of th e  office of 
a n  a tto rn e y . T h e  le g is la tu re  h a s  n o t a t ­
te m p te d  to  t ie  th e  h a n d s  of th e  c o u rts  in  
d e a lin g  w ith  c o n te m p ts  of th is  k in d , an d  
a n y  a tte m p t  to  do so  w ou ld  b e  a n  in ­
f r in g e m e n t u p o n  th e  in h e re n t  ex c lu siv e  
ju r is d ic t io n  of th e  c o u rts . W e a re  n o t 
re q u ire d  to  p a ss  u p o n  th e  q u e stio n  
w h e th e r  a n  o ffen d er cou ld  be su b je c ted  
n o t on ly  to  th e  p e n a ltie s  p ro v id ed  by  th e  
s ta tu te  b u t a lso  to  su c h  o th e r  p u n is h ­
m e n t a s  th is  c o u rt  m ig h t  choose to  im ­
p ose  in  a  g iv en  case, fo r  no  p ro se cu tio n  
a g a in s t  r e sp o n d e n t u n d e r  th e  s ta tu te  h a s  
been  u n d e r ta k e n . Suffice i t  to  say , t h a t  
fo r  a n y  co n te m p t of t h is  c o u rt  am p le  
p o w er h e re  e x is ts  to  in flic t a n  a p p ro p ri­
a te  p u n ish m e n t. So fa r ,  th e re fo re , a s  th e  
in fo rm a tio n  seek s p u n itiv e  re lie f  i t  in ­
v okes a  ju r is d ic t io n  w h ich  is in h e re n t  in  
th is  c o u rt  in  cases o f  th is  k in d .
T h e  q u e s tio n  re m a in in g  fo r  c o n s id e ra ­
t io n  is  w h e th e r  th e  co n d u c t of re sp o n d e n t 
h a s  a m o u n te d  to  p ra c t ic in g  law . A s 
above  in d ic a te d , th e  p ra c tic e  o f  law  in ­
vo lves n o t o n ly  a p p e a ra n c e  in  c o u r t  in  
co n n ec tio n  w ith  l i t ig a t io n  b u t  a lso  s e rv ­
ices re n d e re d  o u t o f c o u rt. I n  l i t ig a te d  
m a t te r s  i t  in v o lv es n o t on ly  th e  a c tu a l 
r e p re s e n ta t io n  o f  th e  c lie n t in  c o u rt  b u t  
a ls o  se rv ice s  re n d e re d  in  a d v is in g  a  c lie n t 
a s  to  h is  c au se  o f  a c tio n  o r  defense . T h e  
p ra c t ic e  of la w  a lso  in c lu d es  th e  g iv in g  
of a d v ic e  o r  re n d e r in g  se rv ice s  r e q u ir ­
in g  th e  u se  of leg a l s k il l  o r kno w led g e. 
T h e  co m m iss io n e r in  h is  r e p o r t  h a s  su b ­
m itte d  a  d e fin itio n  fo r  “p ra c t ic in g  law ,” 
a s  fo llo w s: “ P ra c tic in g  a s  a n  a tto rn e y  o r 
co u n se lo r a t  law , a cc o rd in g  to  th e  law s 
a n d  c u s to m s of o u r  c o u rts , is  th e  g iv in g  
of ad v ice  o r  re n d it io n  of a n y  s o r t  of 
se rv ice  b y  a n y  p e rso n , firm  o r c o rp o ra ­
t io n  w h e n  th e  g iv in g  of su c h  ad v ice  o r 
re n d it io n  of su c h  se rv ic e  re q u ire s  th e  u se  
o f a n y  d e g ree  of leg a l k n o w led g e  o r 
s k i l l .” I n  o u r  o p in io n  t h i s  d e f in itio n  is 
s u b s ta n t ia l ly  c o rre c t. I t  is  in  s u b s ta n ­
t ia l  acco rd  w ith  th e  d e fin itio n  em ployed  
by  a  sp e c ia l c o m m itte e  of th e  A m e ric an  
B a r  A sso c ia tio n  in  d r a f t in g  su p p le m e n ts  
to  th e  can o n s o f p ro fe ss io n a l e th ic s . (52 
Am . B a r  A ss’n  R ep ., 1927, p. 382.) In  
M a tte r  o f  D u n c a n , 83 S . C. 186, 65 S. E . 
210, 24 L. R . A. (n . s.) 750, i t  is  sa id : 
“ I t  is  to o  obv io u s fo r  d isc u ss io n  t h a t  th e  
p ra c tic e  of law  is  n o t l im ite d  to  th e  con­
d u c t of cases in  c o u rts . A cco rd in g  to  th e  
g e n e ra lly  u n d e rs to o d  d e fin itio n  o f th e
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p ra c tic e  of law  in  th is  c o u n try , i t  em ­
b ra c e s  th e  p re p a ra tio n  o f p lea d in g s  an d  
o th e r  p a p e rs  in c id e n t to  ac tio n s  a n d  
sp e c ia l  p ro ceed in g s  a n d  th e  m an a g em e n t 
of su c h  a c tio n s  an d  p ro ceed in g s  on b e h a lf  
of c lie n ts  b e fo re  ju d g es  an d  c o u rts , and , 
in  a d d itio n , co n v ey an cin g , th e  p re p a ra ­
t i o n  of lega l in s t ru m e n ts  of a ll  k in d s , 
a n d , in  g e n e ra l, a ll ad v ice  to  c lie n ts  an d  
a ll  a c tio n  ta k e n  fo r th e m  in  m a t te r s  con­
n e c ted  w ith  th e  law . A n  a tto rn e y  a t  law  
is  one w h o  en g ag es in  a n y  of th e se  
b ra n c h e s  of th e  p ra c t ic e  o f law . T he  fo l­
lo w in g  is  th e  concise  d e fin itio n  g iv en  by 
th e  S u p rem e  C o u rt of th e  U n ite d  S ta te s :  
“P e rso n s  a c t in g  p ro fe s s io n a lly  in  lega l 
fo rm a litie s , n e g o tia tio n s  o r  p ro ceed in g s  
b y  th e  w a r r a n t  o r  a u th o r i ty  o f th e i r  
c lie n ts  m ay  be re g a rd e d  a s  a tto rn e y s  a t  
law  w ith in  th e  m e a n in g  o f t h a t  d e s ig n a ­
t io n  a s  em p lo y ed  in  th is  c o u n try .’ ( S a v ­
in g s  B a n k  v. W a r d , 100 U. S. 195 (25 L. 
ed. 621.) T h o rn to n  on A tto rn e y s  a t  L aw  
(sec. 69) defines th e  p ra c tic e  o f law  in  
th e  sam e  te rm s , a n d  th e  su b s ta n c e  of th is  
d e fin itio n  h a s  been  a p p ro v ed  in  a  n u m b e r  
o th e r  ju r is d ic t io n s . (P e o p le  v. A lfa n i,  
su p r a , an d  a u th o r i t ie s  th e re  c ited .) W h ile  
w e do n o t a d o p t  f in a lly  th e  d e fin itio n  
su g g e s te d  by  th e  c o m m iss io n e r, w e  th in k  
i t  w ill se rv e  in  g e n e ra l a s  a  b a s is  in  a  
g iv en  case  fo r  d e te rm in in g  w h e th e r  one 
c h arg e d  w ith  u n a u th o r iz e d  p ra c tic e  of 
la w  h a s  been  g u ilty  of co n te m p t of th is  
c o u r t  a n d  w h e th e r  a n d  to  w h a t e x te n t  he 
sh o u ld  be p u n ish e d .
R e sp o n d e n t in  th e  p re s e n t  case  has, 
beyond  q u e stio n , d e lib e ra te ly  en g ag ed  in  
u n a u th o r iz e d  p ra c tic e  of th e  law . T he  
fin d in g s of fa c t in  th e  re p o r t  o f th e  com ­
m is s io n e r  leav e  n o  room  fo r  d o u b t con­
c e rn in g  th e  m a tte r .  T h a t  i t  u sed  fo r  t h a t  
p u rp o s e  th e  se rv ice s  of licen sed  a tto rn e y s  
i n  i t s  em ploy  d oes n o t a l t e r  th e  fa c t t h a t  
i t  w a s  th u s  p ra c t ic in g  law . Som e of th e  
fin d in g s of th e  co m m iss io n e r a re  ch a l­
lenged , a n d  w e h av e  g iv en  d u e  w e ig h t to  
th e  ex cep tio n s of re sp o n d e n t. I t  is u n ­
n e c e s s a ry  to  d isc u ss  th o se  ex ce p tio n s  in  
d e ta il. T h e  fin d in g s o f  fa c t  o f th e  com ­
m is s io n e r  a re , in  th e  m a in , fu l ly  su p ­
p o rted  b y  th e  ev id en ce . I n  a  few  in ­
s ta n c e s  th e  co m m iss io n e r h a s  d ra w n  in ­
fe re n c e s  fro m  th e  fa c ts  w h ic h  a re  c h a l­
lenged , b u t  th e y  do  n o t  m a te r ia lly  a ffec t 
h is  u l t im a te  co n c lu sio n s of fac t, w h ich  
w e ap p ro v e . T h e  re c o rd  show s, b eyond  
dou b t, t h a t  re sp o n d e n t h a s  f o r  se v e ra l 
y e a rs  co n d u cted  p ro c ee d in g s  in  th e  c ir ­
c u it, s u p e r io r  a n d  p ro b a te  c o u r ts  o f Cook 
C o u n ty  u n d e r  cover of th e  n a m e s  of 
lic en sed  a t to rn e y s  w h o  w e re  i t s  s a la r ie d  
em ployees a n d  a p p ro p ria te d  to  i t s  ow n 
u se  th e  fees a llo w ed  to  o r  c h a rg e d  b y  
th e s e  a tto rn e y s . F o r  s e v e ra l y e a rs  i t  
a lso  ex am in ed  a b s tr a c ts  of t i t l e  a n d  r e n ­
d e red  leg a l o p in io n s  th e re o n , p re p a re d  
a n d  a tte n d e d  to  th e  e x e c u tio n  of w ills  fo r  
i ts  c u s to m e rs  a n d  o th e r s  a n d  fu rn ish e d  
th e  leg a l ad v ice  n e c e ssa ry  to  th e  p e r­
fo rm an c e  of th e se  serv ices, a ll  by  th e  u se  
of t h e n am es of th e  a tto rn e y s  em ployed  
by  it, a n d  h a s  a p p ro p ria te d  to  i t s  ow n 
u se  th e  a t to rn e y ’s  fees  c h arg e d  a n d  col­
lec ted  fo r a ll su ch  se rv ice s a n d  advice. 
T h e  fo reg o in g  is  suffic ient to  show  th e  
n a tu r e  a n d  e x te n t  of re sp o n d e n t’s offenses 
fo r  w h ich  i t  is  p u n ish a b le .
I t  a p p e a rs  t h a t  re sp o n d e n t in  1927 
ceased  p e rfo rm in g  se rv ice s  of th e  k in d  
above m en tio n ed . S ince  1927 i t  h a s  p e r­
fo rm ed  o th e r  a c ts  an d  re n d e re d  o th e r  
se rv ices, a s  su m m ariz ed  in  th e  com m is­
s io n e r’s re p o rt ,  som e of w h ich  do a n d  
som e of w h ic h  do n o t c o n s t itu te  th e  
p ra c tic e  of law . M any  of th e  d o cu m en ts  
p re p a re d  by  th e  re sp o n d e n t an d  o th e r  
se rv ice s  re n d e re d  b y  i t  invo lved  th e  u se  
of leg a l k n o w led g e  a n d  sk ill. W h ere  th e  
re n d e r in g  of su ch  se rv ice  in v o lv es th e  
u se  of leg a l k n o w led g e  o r sk ill, o r  w h e re  
leg a l ad v ice  is  re q u ire d  a n d  is  av a iled  
of o r re n d e re d  in  co n n ec tio n  w ith  
su ch  tra n s a c tio n s ,  th is  is  suffic ien t 
to  c h a ra c te r iz e  th e  se rv ice s  a s  p ra c t ic in g  
law . P e o p le  v . S c h re ib e r , 250 I l l . 345; 
P e o p le  v. A lfa n i, s u p r a ;  P e o p le  v. T it le  
G u a ra n te e  a n d  T r u s t  Co. 227 N. Y. 366, 
125 N. E . 666; I n  r e  E a s te r n  L o a n  a n d  
T r u s t  Co. 288 P ac . ( id a .)  157.
W h ere  a  w ill, c o n tra c t,  o r o th e r  in s t r u ­
m e n t is  to  be sh a p e d  fro m  fa c ts  a n d  con­
d itio n s , th e  leg a l effect of w h ich  m u s t be 
c a re fu lly  d e te rm in e d  by a  m in d  tr a in e d  
in  th e  e x is tin g  law s in  o rd e r  to  in su re  a  
specific re s u l t  a n d  g u a rd  a g a in s t  o th e rs , 
m o re  th a n  th e  k n o w led g e  of th e  lay m a n  
is  re q u ire d , a n d  a  c h a rg e  fo r  su ch  se rv ice  
b r in g s  i t  d e fin ite ly  w ith in  th e  te rm  
“p ra c tic e  of th e  law .” I n  re  E a s te r n  L o a n  
a n d  T r u s t  Co. su p ra .
W e com e, now , to  th e  q u e stio n  of p u n ­
ish m e n t to  be in flic ted  u p o n  re sp o n d en t. 
I t  a p p e a rs  f ro m  th e  re co rd  th a t  re sp o n d ­
e n t ceased  c e r ta in  w ro n g fu l p ra c tic e s  in  
1927. W e a re  u n a b le  to  a g ree  w ith  th e  
r e sp o n d e n t’s c o n te n tio n  th a t  i t  sh o u ld  
n o t be p u n ish e d  fo r  i ts  m isco n d u c t. A  
m o re  a g g ra v a te d  case  of d e lib e ra te , u n a u ­
th o riz e d  p ra c tic e  of law  by  a  c o rp o ra tio n  
cou ld  r a re ly  b e  fo u n d . U n til  N ovem ber,
1926, i t  w as eng ag ed , th ro u g h  th e  a t ­
to rn e y s  in  i t s  em ploy, in  p e rfo rm in g  
n e a r ly  ev ery  k in d  of leg a l se rv ice s  t h a t  
a n  a tto rn e y  in  g e n e ra l p ra c tic e  m ig h t 
be ca lled  u p o n  to  p e rfo rm , an d  ch arg ed , 
co llected , a n d  a p p ro p ria te d  to  i ts  ow n 
u se  th e  a tto rn e y s ’ fees fo r  th e s e  se rv ices. 
W h en  in  N o vem ber, 1926, i ts  m isco n d u c t 
w as ca lled  to  th e  a t te n t io n  of i t s  officers, 
in s te a d  of d is c o n tin u in g  i ts  w ro n g fu l 
p ra c tic e s  i t  c au sed  to  be o rg a n iz ed  a  
p u rp o r te d  la w  firm  of y o u n g  a tto rn e y s  
em p lo y ed  by  i t  to  co n d u c t i ts  law  p ra c ­
tice . I t  w a s  n o t u n t i l  A p ril, 1927, th a t  
t h is  su b te r fu g e  w as ab an d o n ed . U pon 
th e  t r ia l  of th is  case  b e fo re  th e  com m is­
s io n e r  i t  show ed  a n  u t te r  lac k  of th a t  
c a n d o r  w h ic h  is  to  be  expected  of one
w ho seek s to  av o id  p u n ish m e n t fo r  i ts  
offenses. In  sev e ra l in s tan c es , by objec­
t io n s  of v a r io u s  k in d s  to  th e  in tro d u c tio n  
of ev id en ce  an d  th e  com p eten cy  of th e  
w itn esse s , i t  so u g h t to  p re v e n t a  fu ll 
d isc lo su re  of th e  fa c ts  w h ich  w e re  esp eci­
a lly  w i th in  i ts  c o n tro l. W h ile  v ig o ro u sly  
in s is t in g  t h a t  th e  sh o w in g  m ad e  by  r e ­
la to r s  w as  in a d e q u a te  in  som e p a r t ic u ­
la rs , w ith  a ll  th e  fa c ts  u n d o u b ted ly  in  
i ts  p o ssession , i t  fa ile d  to  p ro d u ce  th em . 
A lth o u g h  p ro d u c tio n  of i ts  books a n d  
re c o rd s  re la t in g  to  i ts  co n d u c t a n d  th e  
a m o u n t of i ts  a tto rn e y s ’ fees  w as de­
m an d ed , on ly  a  p o r tio n  of one a cco u n t 
w as p ro d u ced . I t  is t ru e  t h a t  i t  offered 
to  p e rm it  r e la to rs  to  e n te r  i ts  offices 
a n d  s e a rc h  f o r in fo rm a tio n . P e rh a p s , if  
th e  sh o w in g  m ad e  b y  r e la to rs  h a d  n o t 
been  suffic ien t to  e s ta b lish  th e  m isco n ­
d u c t of re sp o n d en t, i t  w ou ld  h av e  been  
n e ce ssa ry  fo r  r e la to rs  to  h a v e  com pelled  
th e  p ro d u c tio n  of th e  books a n d  re co rd s . 
B u t w e a re  d e a lin g  n o w  w ith  a  case  
w h e re , a f te r  th e  m isco n d u c t h a s  b een  es­
ta b lish e d , th e  o ffender seek s to  avo id  
p u n ish m e n t, an d  in  su ch  a  case  i ts  c a n ­
d o r o r la c k  of c an d o r in  p ro c ee d in g s  in ­
s t i tu te d  in  th is  c o u rt m ay  p ro p e rly  be 
c o n sid e red .
I t  is  im p o ss ib le  to  d e te rm in e  fro m  th is  
re co rd  th e  a g g re g a te  a m o u n t of re sp o n d ­
e n t ’s incom e d e riv ed  fro m  i ts  p ra c tic e  of 
law . T h is  difficulty  is c au sed  p r in c ip a lly  
by  i ts  f a ilu re  to  p ro d u ce  i ts  books a n d  
reco rd s , over w h ic h  i t  h a d  ex c lu siv e  con­
tro l. On th e  b a s is  of th e  ev id en ce  a 
c o n se rv a tiv e  e s tim a te  of th e  fees so re ­
ceived  w o u ld  be  n o t less th a n  $50,000. 
I t  is l ik e w ise  im p o ssib le  to  a s c e r ta in  
f ro m  th e  re c o rd  th e  a m o u n t of i ts  n e t  
in co m e fro m  th is  so u rce. T h e  co m m is­
s io n e r  finds th a t  th e  re sp o n d en t, th ro u g h  
i ts  a tto rn e y s , “a d m it te d ” th a t  th e  p ro fits  
of su c h  b u sin e ss , a f te r  d e d u c tin g  th e  
s a la r ie s  of a ll em ployees en g ag ed  th e re in , 
o v e rh ead  a n d  o th e r  ex penses, w o u ld  be 
n o t  le ss  th a n  $1,000 p e r  y e a r. W e a re  
th u s  le f t  to  c o n je c tu re  a s  to  w h e th e r  th e  
n e t incom e w as m o re  th a n  $1,000 p e r  
y e a r , a n d  if  so, by how  m u ch . T he  
a m o u n t of th e  fees  rece iv ed  by  re sp o n d e n t 
does n o t fu r n is h  th e  on ly  b a s is  fo r  d e te r ­
m in in g  th e  p u n ish m e n t w h ic h  th is  c o u r t  
m ay  see fit to  im pose  in  th is  o r an y  
o th e r  case . E v e n  in  a  case  w h e re  no 
m o n ey  c o n s id e ra tio n  is  d e riv e d  fro m  su ch  
se rv ice s, th e  c o u r t  m ay  fix a  p u n ish m e n t 
su i ta b le  to  th e  c irc u m s ta n c e s  of th e  of­
fen se . In  v iew  of th e  fa c t  t h a t  th is  is  
th e  f irs t  t im e  th is  c o u r t  h a s  b een  ca lled  
u p o n  to  decid e  th e  q u e s tio n s  inv o lv ed  
h e re in , w e  h av e  d e te rm in e d  t h a t  a  fine 
of $1,000 sh a ll  b e  im posed . W e acco rd ­
in g ly  e n te r  ju d g m e n t h e re in  r e q u ir in g  r e ­
sp o n d e n t to  p a y  t o  th e  c le rk  o f  th is  c o u r t  
a  fine in  th e  su m  of $1,000 a n d  co sts  
fo r  co n te m p t of th is  c o u rt, a s  ev id en ced  
by  th e  a c ts  of th e  re sp o n d en t.
R e s p o n d e n t  fo u n d  g u i l t y  o f c o n te m p t.
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T H E R E  is one th in g  su re  in  th is  life , an d  th a t  is  c h a n g e ; in  fa c t life  is  m ad e  up  of ch an g e . I f  th e re  
w e re  n o  ch ange , th e re  w ould  be no  p ro ­
g ress.
J u s t  now , w e a re  in  a  m aze  of b ew ild ­
e r in g  chan g es, b r in g in g  u p h e av a ls  to  
f irm s a s  w ell as to  in d iv id u a ls .
H ow  a re  w e g o in g  to  m ee t th e se  u n ­
looked-for c h an g e s  th a t  a re  c o m in g  in to  
o u r  liv e s?  I t  m ay  be h a rd  to  a d ju s t  o u r­
se lves, b u t  w e m u s t b e  re a d y  to  a d a p t  
o u rse lv es to  th e  new  s i tu a t io n s  c o n fro n t­
ing  us. W e n eed  n o t f ig h t c h a n g e ; w e 
c an  m ee t i t  w ith  a n  in c re a se  of co u rag e  
a n d  s tre n g th .
W ith  a ll th e  p re s e n t  u n em p lo y m en t, le t 
us n o t overlook  th e  fa c t  th a t  m u ch  of i t  
is due, n o t to  p o o r b u s in e ss  c o n d itio n s  or 
so  ca lled  “h a rd  t im e s ,” b u t  to  c h an g es  in  
b u s in e ss  a n d  co n d itio n s  o ver w h ic h  th e  
in d iv id u a l h a s  no  co n tro l.
T h o u sa n d s  w ill n e v e r  go b a ck  to  th e i r  
old jobs, fo r  th e re  w ill be n o  su ch  jobs in  
ex is ten ce . T h ey  w ill h a v e  b een  sw ep t 
a w ay  in  th e  c h a n g in g  o rd e r  of th in g s .
I t  m ay  be n e c e ssa ry  to  look  to  new  
lin e s  fo r  a  liv e lih o o d  a n d  n o t re ly  on 
p reced en t, o r  c o u n t to o  m u ch  on  p a s t  h a p ­
p en in g s .
F o r tu n a te ly ,  th e  m a jo r i ty  of u s  w e re  
n o t b o rn  to  do  o n ly  o n e  th in g  in  life . 
M ost of u s  h av e  a  w id e  r a n g e  of v oca­
t io n a l  a d a p ta tio n .
M any  w ill find, in  th is  c r is is , g re a te r  
p o ss ib ilitie s  w i th in  th em se lv es  a n d  le a rn  
to  do o th e r  th in g s  w h ic h  w ill m ak e  th e i r  
liv e s  b ro a d e r  a n d  m o re  co m p le te .
T h e re  is  a  sa y in g :
“Y o u  c a n n o t te a c h  a n  o ld  d o g  n e w  
t r i c k s ” ;
b u t a  b e tte r  a n d  t r u e r  one i s :
“ O ne is  n e v e r  to o  o ld  to  le a r n ,” 
a n d  th e  la te s t  th o u g h t  on th is  su b je c t is 
th a t  one c a n  m a s te r  new  lin e s  of w o rk , 
ev en  if  p a s t  m id d le  age.
T o  th o se  c a u g h t in  th is  u n e m p lo y m en t 
c r is is , th e  e m e rg en c y  c a lls  fo r  th e  b e st 
th a t  is  in  th em , a n d  th e y  m u s t m a k e  up  
fo r  lac k  of co lo r in  th e i r  liv e s  by  in ­
c reased  a c t iv it ie s  a n d  in te re s ts .  So en ­
la rg e  y o u r c o n ta c ts  a n d  ta k e  tim e  fo r 
f r ie n d sh ip s . B o th  w ill h e lp  to  b r ig h te n  
th e  w ay.
L ife  is  n e ith e r  a ll  su ccess  n o r  a ll  f a i l ­
u re . I f  th e  o u tlo o k  be d a rk , re m e m b e r 
th e  t id e  w i l l  tu rn .  S om etim es, w e m u s t 
w a it  fo r  th e  t id e  to  go  c le a r ou t, be fo re  
i t  com es b ack  a g a in , and , w h e th e r  w e  a re  
on th e  flood o r th e  ebb tid e , w e can n o t 
a lw ay s know . L ife  h a s  m an y  a s u rp r is e  
p a r ty  fo r  us.
To s ta r t  w ith ,— h a v e  f a i th  in  y o u rs e lf .
W ith o u t f a ith ,  th e  b o tto m  w ill fa ll  ou t 
of y o u r p lan s . W ith o u t  fa ith ,  b u s in e ss
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w ould  be b a n k ru p t. A s E d g a r  G uest 
sa y s:
“F a ith  is  th e  s tr e n g th  o f th e  so u l in s id e ,  
A n d  lo s t  i s  th e  m a n  w i th o u t  i t .”
I t  is  e a sy  to  say , “ D on’t  ge t d isc o u r­
ag ed .” I f  you  do, o n ly  a n o th e r  h a n d ic ap  
is added .
D e p e n d  u p o n  y o u r s e lf .  P a r t  co m pany  
w ith  a ll c ru tc h e s  in  th e  fo rm  of h o ro ­
scopes, p a lm  re a d in g , p h ren o lo g y , p h y ­
siognom y. A  r ig h t  m e n ta l a t t i tu d e  is of 
u n to ld  va lue .
P lace  a  p ro p e r  v a lu a tio n  u p o n  y o u rse lf, 
fo r  o th e rs  w ill p lace  a  v a lu a tio n  upon  
you also . D o n o t u n d e rv a lu e  y o u rse lf , b u t 
on th e  o th e r  h a n d  do n o t o v e rra te  y o u r­
self.
A b ility  g ro w s w ith  p ra c tic e , a n d  d e te r ­
m in a tio n  a n d  p e rse v e ra n c e  c an  w o rk  
w o n d ers.
In  th e  b u s in e ss  w o rld  m a n y  o th e r  t r a i t s  
a re  n eeded  b esid es t h a t  of m e n ta l a le r t ­
ness. A m o n g  th e s e  a re  lo y a lty , d ep en d ­
a b ility , a d a p ta b ility , a n d  to le ran c e .
P e rso n a lity  is  a lso  a  b ig  fa c to r  in  em ­
p lo y m en t to d ay . F o r tu n a te ly , w e  can  de­
velop  p e rso n a li ty  to  a  g re a t  e x te n t.  R e­
solve to  im p ro v e  y o u rse lf , to  m ak e  y o u r­
se lf  a t t r a c t iv e  a n d  in te re s t in g . W e h e lp  
to  b u ild  o u r  ow n d e s tin ie s .
In  a p p ly in g  fo r  a  p o s itio n , you  sh o u ld  
go a b o u t i t  as a  sa le sm a n  does w h en  he  
seeks a  m a rk e t  fo r  h is  w a res . R em em ­
ber, you  a re  t r y in g  to  se ll y o u r  se rv ice s, 
a n d  a n  e m p lo y e r is  a  p ro sp ec tiv e  cu s­
to m er. T h e  in te rv ie w e r  is  th e  b u y e r. H e 
m u s t find peop le  to  fit c e r ta in  jobs an d  
fre q u e n tly  h a s  to  see  se v e ra l be fo re  he 
can  find th e  one w h o  w ill fit in to  th e  
p ic tu re  w ith  th e  sm a lle s t  n u m b e r  of a d ­
ju s tm e n ts .
In  a tte m p tin g  to  se ll y o u r  se rv ices, be 
c a re fu l t h a t  yo u  d isp lay  y o u r  goods to  
th e  b e s t a d v an tag e . T h e  w o rld  sh o u ld  
n o t— b u t g e n e ra lly  does— ju d g e  by  a p ­
p earan ces .
Y our d re ss  a n d  m a n n e r  convey, to  th e  
p ro sp e c tiv e  em p lo y e r, h is  f irs t im p re s­
sio n s  of you.
P o ise  a n d  good p o s tu re  a re  n ecessa ry . 
A d ign ified  b e a r in g  a n d  a  c e r ta in  am o u n t 
of m o d esty  w ill n o t be  lo s t on th e  p e r ­
son  in te rv ie w in g  you.
B e c h ee rfu l a n d  p le a s a n t;  be  c o u r­
teo u s b u t n o t sp ir i tle s s . B e e n th u s ia s t ic  
b u t n o t a b su rd .
A  p le a sa n t m a n n e r  an d  a  p le a sa n t 
sm ile , h a s  y e t to  be co n sid e red  a  l ia b ility , 
a n d  a  b r ie f  w o rd  of th a n k s  fo r  a n  in te r ­
v iew  n e v e r  goes a m iss . T h ey  leav e  fav ­
o rab le  im p re ss io n s  b eh in d , b u t b e tte r  
th a n  th a t ,  th e y  w ill h e lp  keep  up  y o u r 
m o rale .
I t  ta k e s  a  lo t to  be c h ee rfu l w h en  
yo u ’ve been  jo b -h u n tin g  fo r  d ays. M em ­
o ries  of o th e r  in te rv iew s , o ften  n o t p lea s­
a n t,  com e b e fo re  you. You w o n d e r if  
th is  is g o in g  to  be  a n o th e r  “old s to ry ” 
o r i f  you a re  g o in g  to  h e a r  th o se  fam o u s 
w o rd s “ I ’ll le t  you  k n o w .” F o rg e t  th e  
o th e r  tim e s  a n d  p u t  y o u r  b e s t in to  t h is  
chance. To m any , a n  in te rv ie w  is  a  t r y ­
in g  ex p erien ce  b ecause  th e y  c an n o t see  
w h a t is  co m in g  n e x t.
Som eone h a s  sa id  th a t  th e  p u rp o se  of 
a n  e m p lo y m en t in te rv ie w e r  is  to  g ive  in ­
fo rm a tio n , g e t in fo rm a tio n  a n d  m ak e  a  
f r ie n d . T h is  a lso  sh o u ld  be th e  p u rp o se  
of a n  a p p lic a n t  fo r  a  p o s itio n , a n d  a ll 
em p lo y m en t c h a n n e ls  lead  to  one th in g —  
th e  p e rso n a l in te rv iew .
You h a v e  a  r ig h t  to  know , a s  fu lly  a s  
possib le , a b o u t th e  job in  view , a n d  y o u r 
p ro sp e c tiv e  em p lo y e r h a s  th e  sam e r ig h t  
to  k n o w  a b o u t you. E m p lo y m en t is  a  
fifty-fifty  p ro p o sitio n . A  sa le  is  m ad e  
w h en  b u y e r an d  se lle r  com e to  a n  a g ree ­
m en t. U n d e rs ta n d in g  is  th e  k e y  to  
h u m a n  re la tio n s , a n d  th e  m o re  of i t  yo u  
a p p ly  to  jo b -h u n tin g — th e  n e a re r  yo u  w ill 
be to  m a s te r in g  th e  s i tu a t io n  a n d  in  d is ­
c o v e rin g  th a t  th e  em p lo y er is  h u m a n  too, 
a lth o u g h  so m a n y  th in k  h im  som e o th e r  
k in d  of being .
L e t y o u r  p ro sp e c tiv e  e m p lo y e r lead  th e  
c o n v e rsa tio n . U se  q u a lity  of w o rds, n o t  
q u a n tity . D o n ’t  t a lk  to o  f a s t  a n d  d o n ’t  
m ak e  a  speech . T a lk  in  a n  easy  con­
v e rsa t io n a l  to n e . D on’t  b o re  one w ith  
u se less  d e ta ils .
Y ou c a n n o t e scape  th e  b u rd e n  of ro u ­
t in e . I t  is a  law  of su ccessfu l a ch iev e ­
m en t. B e w il lin g  to  su b je c t y o u rse lf  to  
th e  ro u t in e  of fillin g  o u t a p p lic a tio n  
b lan k s , if  n e ce ssa ry , a n d  c h e e rfu lly  fit 
in to  th e  schem e of th e  em p lo y m en t office. 
B e n e a t  in  fillin g  o u t b lan k s . Do n o t  
s ta y  to o  long . Do n o t  o verlook  th e  fa v ­
o ra b le  im p re ss io n  one c a n  m ak e  by  a t ­
te n t io n  to  s im p le  d e ta ils , su ch  a s  p a ­
tie n c e , c o u rte sy  a n d  p ro m p tn e ss . I t  is 
a tte n t io n  to  th e se  th in g s  th a t  m ak es  o ne  
“ s ta n d  o u t f ro m  th e  c ro w d ” a n d  sh o w s 
o ne’s in d iv id u a lity . P e r s o n a l iz e  y o u rse lf, 
in  e v ery  le g itim a te  w ay.
I t  seem s s tra n g e  th a t  i t  sh o u ld  be 
n e c e ssa ry  to  w r i te  a b o u t a p p ea ran c e  as 
a  fa c to r  in  jo b -h u n tin g , b u t i t  is  n eces­
sa ry , a s  e v e ry  em p lo y m en t m a n  k now s. 
P eop le  w ill n o t a lw ay s  m en tio n  a b o u t 
y o u r  a p p ea ran c e , b u t i t  w ill be th e  b a s is  
of th e i r  o p in io n  of you.
F r a n k n e s s  a n d  h o n e s ty  sh o u ld  be in  
ev id en ce  on  b o th  sides. L e a rn  to  re a d
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p u rp o se  in  q u e s tio n in g . B e p re p a re d  
w ith  th e  g re a te s t  of a ll  eq u ip m e n t—  
T R U T H .
I t  a lw ay s  p ay s  to  te l l  th e  t r u th  a n d  i t  
is  m u ch  m ore  co n v en ien t. I f  yo u  ex ­
p ec t to  be be lieved , be liev e  y o u rse lf. B e 
s in c e re .
L e tte r s  of a p p lic a tio n  a re  of d o u b tfu l 
v a lu e , ex cep t in  sp ec ia lized  l in e s  of ex ­
p e rien ce .
Do n o t d ep en d  to o  m u ch  u p o n  le t te r s  
o f in tro d u c tio n , e sp e c ia lly  th o se  of th e  
“ To W hom  I t  M ay C o n cern ” v a r ie ty .
B e y o u rse lf! Y ou w ill fa il  i f  you  t r y  
to  ta k e  a n o th e r  ro le .
Y ou h a v e  h e a rd  th e  sa y in g — “b u sin e ss  
is  s t r ic t ly  b u s in e ss”— b u t th is  is  n o t q u ite  
tru e , fo r  b u s in e ss  is  a  h u m a n  r e la tio n ­
sh ip , a n d  th e  p a r t  of e m p lo y m en t in  th e  
b u sin e ss  w o rld  d ep en d s u p o n  m an y  
h u m a n  q u a li t ie s  a n d  d ec isions.
T h is  l if e  w as w ell p lan n e d , in  g iv in g  
u s  one d a y  a t  a  t im e ;  so, le t  u s  recog­
n ize  th a t  life  is m ad e  up  of s e p a ra te  
day s, an d  w e do n o t h a v e  to  liv e  a ll  th e  
d ay s a t  once.
Y E ST E R D A Y  is  p a s t ;  TOM ORROW  is 
a h e a d ;  o n ly  TODAY is  o u rs .
A t th e  b re a k  of d ay  is  th e  m o rro w , 
w ith  i ts  n ew  ch an ce  to  b e g in  a ll over 
a g a in  an d , p e rh a p s , g a in  th e  goal w h ich  
w a s  se t u p  fo r  to d ay .
H E R E  is  ONE T H IN G  W E  CAN A L L  
DO— (a n d  i t  is  th e  w ay  to  g e t a  jo b )—  
K E E P  ON K E E P IN G  ON!
COM M ERCIAL A R B IT R A T IO N  
N E W S
C o n tin u e d  f r o m  p a g e  232 
of T h e  I n te rn a t io n a l  C h am b er of Com ­
m erce , lo o k in g  to  a  re v is io n  of th e  ru les .
T h e  W est V irg in ia  S u p re m e  C o u rt of 
A p p eals  h a s  re n d e re d  a  d ec is io n  to  th e  
effect th a t  a tto rn e y s  c an n o t m ak e  a  m a ­
t e r i a l  c h an g e  in  a  su b m iss io n  to  a r b i t r a ­
t io n  u n le ss  e x p re ss ly  a u th o riz e d  so to  do 
by th e  e x e c u tin g  p a r tie s .
A m e ric an  A rb i t r a t io n  S erv ice  fo r  M ay 
a n d  J u n e  g ives su m m a rie s  of th e  ch an g es 
in  th e  A rb i t ra t io n  L aw s of O regon  an d  
O hio m ad e  a t  re c e n t se ss io n s  of th e  leg is­
la tu re s  of th e  re sp e c tiv e  s ta te s .
A m e ric an  A rb i t r a t io n  S erv ice  a n ­
n o u n ces t h a t  c o n s id e ra tio n  w ill be  g iv en  
to  C o m m erc ia l A rb i t r a t io n  a t  th e  fo r th ­
co m in g  P a n  A m e ric an  C o n g ress  w h ic h  is  
to  a ssem b le  in  W ash in g to n , D. C., d u r in g  
th e  w eek  of O ctober 5, e sp e c ia lly  w ith  a  
v iew  to  s e c u rin g  u n ifo rm  le g is la tio n  con­
c e rn in g  th e  ir re v o c a b il ity  a n d  e n fo rce ­
m en t of a r b i t r a t io n  a g re e m e n ts , th e  s ta y  
of lega l a c tio n  p e n d in g  a rb it r a t io n ,  th e  
e n fo rc e m e n t of a w a rd s , th e  co o p era tio n  
of co u rts , an d  th e  d ev e lo p m en t of a  s ta n d ­
a rd  p ra c tic e  u n d e r  u n ifo rm  ru le s .
T he  su b je c t of A r b i t r a t io n  a s  a n  A id  
to  F o re ig n  T ra d e  w a s  d iscu ssed  a t  th e
c o n v en tio n  of th e  N a tio n a l F o re ig n  T ra d e  
C ouncil h e ld  in  N ew  Y ork  C ity  on M ay 
27-29.
T h e  W h o lesa le  D ry  Goods In s t i tu te  h as, 
by re so lu tio n  of i ts  d ire c to rs , m ad e  a v a il­
ab le  to  i ts  m em b ers  th e  n a tio n -w id e  fa c il­
i t ie s  a n d  se rv ice s of th e  A m e ric an  A rb i­
t r a t io n  T r ib u n a l, u n d e r  a  co o p era tiv e  a r ­
ra n g e m e n t e n te re d  in to  w ith  th e  A m e ri­
can  A rb i t r a t io n  A sso c ia tio n , th e re b y  
e s ta b lish in g  in  th e  w h o le sa le  g ro u p  a  
p la n  s im ila r  to  th a t  effected  som e tim e  
ago  by  th e  N a tio n a l R e ta il  D ry  Goods 
A sso c ia tio n .
A m e ric an  A rb i t r a t io n  S erv ice  e m p h a ­
sizes th e  n e c e ss ity  o f in c o rp o ra tin g  in  a 
su b m iss io n  re fe re n c e  to  ru le s  w h ich  p e r­
m it o r exclude  counse l, a c c o rd in g  to  th e  
d e s ire  of th e  p a r tie s . T h is  adv ice  a r is e s  
fro m  a  d ec isio n  in  a n  I llin o is  C o u rt th a t  
is  c o n tra ry  to  th e  m a jo r i ty  of th e  de­
c is io n s  in  w h ich  i t  h a s  been  h e ld  th a t  
u n le s s  th e  p a r tie s  p ro v id e  o th e rw ise , th e  
a r b i t r a to r s  m ay  exclude  counse l fro m  th e  
h e a r in g s .
A M E R IC A N  A C A D EM Y  OF PO ­
LITIC A L A N D  SO CIAL SC IE N C E
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ity . O th e r  n a tio n s  c an n o t b u y  fro m  
A m e ric a  u n le s s  th e y  can  se ll to  A m erica , 
w h ich  ex cessiv e  ta r if fs  p rev en t.
H e c h a rg e d  t h a t  so m e  ta r if fs  h a v e  been  
im p o sed  n o t to  p ro te c t A m e ric an  m a n u ­
fa c tu re rs  o f  th e  a r tic le s  co n ce rn ed — in  
so m e cases th e s e  goods a re  n o t  p ro d u ced  
in  th e  U n ited  S ta te s  a t  a ll— b u t ju s t  to  
d e te r  A m e ric an s  fro m  sp e n d in g  a b ro ad  
m oney  th a t  m ig h t  be  sp e n t a t  h o m e  fo r  
so m e th in g  e lse.
A m e ric an  p ro d u c tiv e  costs  a re  now  so 
low, h e  sa id , t h a t  “W e cou ld  s ta n d  u n ­
p ro tec te d  c o m p e titio n  w ith  a n y  c o u n try .”
“ H ow  a r e  w e to  g e t p ro sp e r ity  b a ck ? ” 
a sk ed  D r. W illis . “B y e n a b lin g  th e  
fo re ig n e r  to  b u y  a n d  m a k in g  h im  w illin g  
to  buy. A t p re s e n t  th e  fo re ig n e r  is  n o t 
w illin g  to  bu y , a n d  is  t r y in g  to  o b s tru c t 
o u r t r a d e  in  h is  co u n try .
“T ra d e  m u s t  be m u tu a l. T h e re  a re  
en ough  fo re ig n  b o nds in  th is  c o u n try  
now . W e m u s t l in k  fo re ig n  sa le s  w ith  
fo re ig n  fin an c in g . F o re ig n  c re d its  sh o u ld  
be su s ta in e d  by  th e  b a n k s  a n d  m a n u fa c ­
tu r e r s  w ho  b en efit b y  th em .
“I ’m  n o t u rg in g  fre e  tra d e , b u t ta k in g  
i t  fo r  g ra n te d  t h a t  w e’ll k eep  a  re a l ly  
p ro te c tiv e  ta riff . B u t th e  T ariff  C om m is­
s io n  h a s  fo u n d  fa r  g re a te r  d iffe ren ce  in  
co st of p ro d u c tio n  b e tw een  th e  b e s t a n d  
m in o r  p la n ts  in  th e  U n ited  S ta te s  th a n  
b e tw een  th e  b e s t A m e ric an  a n d  fo re ig n  
p la n ts . W ho  is b e in g  p ro tec te d ?  T h e  
inefficien t p la n t. T h e  effect is  to  m ak e  
p o ss ib le  c o n tin u a n c e  o f a  sca le  of p rice s  
th e  b est p la n ts  do  n o t find n ecessa ry .
“W e c u t o u r  ow n  th ro a ts  by  p re v e n tin g  
fo re ig n e rs  fro m  g e tt in g  in  w ith  a  sm a ll
a m o u n t of goods th a t  d o n ’t  m a tte r .  I 
w a n t  p ro te c tio n , b u t on le g it im a te  l in e s .”
T h e  to p ic  fo r th e  fifth  se ss io n  w as 
“O ur F u tu r e  R e la tio n s  W ith  L atin -A m er- 
ica .”
T h e  sen se  of th e  m e e tin g  w as t h a t  i t  
a p p ro v ed  o f th e  po licy  of P re s id e n t  
H o o v e r o f  d isc o n tin u in g  a n y  a g g re ss iv e  
in te rv e n tio n  in  u p r is in g s  o c c u rr in g  in  th e  
L a tin  A m e ric a n  C o u n tr ie s  b u t  to  p ro te c t 
th e  liv e s  of A m e ric an s  a t  d e s ig n a te d  
p o in ts  in  th e se  c o u n tr ie s , w ith  p a r t ic u la r  
re fe re n c e  to  th e  p re se n t  N ic a ra g u a  s i tu a ­
tio n .
T h e  d isc u ss io n  of D r. R a y m o n d  L. 
B uell, R e se a rc h  D ire c to r, F o re ig n  P o licy  
A sso c ia tio n , N ew  Y ork, p o in te d  o u t t h a t  
a ll of th e  g o v e rn m e n ts  o f L a t in  A m e ri­
can  c o u n tr ie s  a re  fa sh io n ed  a f te r  o u r  
own, a n d  th e re fo re ,  w e sh o u ld  len d  m o ra l 
su p p o rt to  th e m  a n d  g r a n t  re co g n itio n  
to  th e  fa c t th a t  th e y  sh o u ld  be cap ab le  
o f su p p re ss in g  re v o lu t io n a ry  u p r is in g s  
th em se lv es .
F ro m  a  co m m erc ia l s ta n d p o in t  i t  w as 
fe lt  t h a t  th e  fu tu r e  o f A m e ric an  t r a d e  
e x p an s io n  w o u ld  be in  th e  S o u th  A m e ri­
can  c o u n tr ie s  r a th e r  th a n  in  E u ro p e , a n d  
th a t  co m m erc ia l t r a d e  re la tio n s  sh o u ld  
be  fu r th e re d  in  so  f a r  th a t  th e r e  sh o u ld  
be a  m u tu a l  u n d e rs ta n d in g  a s  to  b u s in e ss  
m e th o d s  a n d  th e  n eed s  of th e  peo p les  o f 
th e s e  c o u n tr ie s . T h e  so c ia l r e la t io n s  
sh o u ld  be  e n co u ra g ed  a n d  u n d e rs to o d  
fro m  th e  s ta n d p o in t  o f  th e  ra d ic a l  d iffer­
ence in  te m p e ra m e n t of th e s e  peoples 
fro m  o u r ow n.
As p a r t ic u la r ly  a ffe c tin g  o u r  p ro fess io n , 
o u r  r e p re se n ta t iv e  su g g ested , i f  th e s e  p re ­
d ic tio n s  becom e a  re a l ity , i t  w o u ld  be­
hoove  th e  le a d in g  A c c o u n ta n ts ’ S oc ie ties  
of th e  c o u n try  t o  fo s te r  th e  e x p an s io n  of 
o u r  p ro fe ss io n  to  th e  L a tin -A m erica n  
co u n tr ie s , a f te r  f irs t  m a k in g  a  co m p le te  
a n d  e x h a u s tiv e  s tu d y  of th e  n eed s a n d  
m e th o d s  of d o in g  b u sin ess .
T h e  d isc u ss io n s  by  W a lte r  C. T h u rs to n , 
C hief, L a tin -A m e ric a n  D iv isio n , D e p a rt­
m e n t of S ta te ;  H a r r y  T. C ollings, U n i­
v e rs i ty  of P e n n sy lv a n ia ;  R o llin  S. A t­
wood, I n s t i tu te  of In te r-A m e ric a n  A ffa irs , 
U n iv e rs ity  of F lo r id a ,  a n d  W illia m  F . 
M ontavon , D ire c to r, L eg a l D e p a rtm en t, 
N a tio n a l C a th o lic  W elfa re  C onference, 
w ere  v e ry  in s t ru c t iv e  a n d  w ere  fa v o ra b ly  
rece iv ed  by  a  v e ry  a tte n tiv e  au d ien ce .
T h e  c lo s in g  se ss io n  d iscu ssed  th e  
to p ic  “ H ow  M ay W e B est C o o p era te  in  
I n te rn a tio n a l  A ffa irs?”
T he p a p e rs  re a d  w e re  o f a n  in fo rm a ­
t iv e  n a tu r e  a n d  th e  th o u g h ts  co n cise ly  
ex p ressed , b o rn e  of close s tu d y  a n d  a lso  
in tim a te  c o n tac t, w ere  by m en  th o ro u g h ly  
fa m il ia r  w ith  th e  su b je c t m a t te r  a ss ig n e d  
to  th em .
T h e  to p ic  w as g iv en  a  th o ro u g h  v e n ti la ­
t io n  an d  th e  “ d e a th  k n e ll” o f th e  p re se n t 
e x is tin g  ta r if f  law s w as so u n d ed  w ith  a  
b la s t  th a t  th u n d e re d  th ro u g h o u t th e  en ­
t i r e  ev en in g . F o rm e r  C h a irm a n  of th e
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T ariff  C o m m iss io n , H u s to n  T h o m p so n , of 
W ash in g to n , D. C., la id  m u ch  s t r e s s  on  
th e  f a c t  t h a t  th e  U n ite d  S ta te s  m u s t  co­
o p e ra te  m o re  u n se lfish ly  w ith  th e  fo re ig n  
n a tio n s  of th e  w o rld  in  o rd e r  to  fo re s ta ll  
a  f u r th e r  d e p ress io n  in  b u s in e ss  in  th o se  
c o u n tr ie s , w ith  a  r e s u l ta n t  d e c re ase  in  
th e  unem p lo y ed , th e re b y  s t im u la t in g  a  
b e t te r  b u s in e ss  fo r  o u r  o w n  c o u n try . H e  
g av e  voice  to  a n  “ In te r n a tio n a l  T rad e  
T r ib u n a l” to  s i t  in  G eneva o r  so m e  con­
v e n ie n t p lace, a n d  to  p ro v id e  a  fo ru m  
w h e re  th e  n a tio n a ls  o f  th e  se v e ra l n a ­
t io n s  cou ld  p re s e n t  t h e i r  c o m p la in ts  
a g a in s t  m o nopo lies, ta r i f f  w a lls , o r  u n ­
f a i r  t r a d e  m e th o d s  of o th e r  n a tio n s .
I t  w as p o in te d  o u t a s  in e v ita b le  t h a t  
th e  U n ited  S ta te s  m u s t  w o rk  o u t a  m o re  
flexible a n d  s u b s ta n t ia l  m e th o d  o f  cooper­
a t in g  w ith  o th e r  n a tio n s , a n d  t h a t  w h ile  
a  g e n u in e  p ro te c tiv e  ta r i f f  w a s  e s se n tia l  
to  o u r n a t io n ’s w e lfa re , th e  te n ta t iv e  p r in ­
c ip les h a v e  b een  a n d  a r e  m o reo v e r su s ­
cep tib le  of abu se . I t  w a s  a rg u e d  t h a t  
th e  p re se n t  fo rm  of ta r if f  h a s  o m itte d  to  
p ro te c t o u r  la rg e s t  a n d  m o s t p ro fitab le  
in d u s try — F o re ig n  T rad e .
T h e  c re d it  of th e  w o rld  m u s t  n o t  be  
b ro k e n  d ow n  a n d  u n le ss  i t s  p re s e n t  un-
A R K A N SA S 
T he  A rk a n sa s  S o c ie ty  o f  C ertified  P u b ­
lic  A c co u n ta n ts  h e ld  a  m e e tin g  in  L it t le  
R ock  on  J u n e  19, 1931, fo r  th e  p u rp o se  of 
re o rg a n iz a tio n . Officers w e re  e le c te d  a s  
fo llow s: P re s id e n t, E d w a rd  G a u n t, L it t le  
R o ck ; V ice P re s id e n t, J .  C. F u lle r ,  L i t t le  
R ook ; S e c re ta ry , F . J .  V en n er, L it t le  
R o ck ; T re a s u re r ,  E . S. R e in b e rg e r , P in e  
B luff.
A  m e e tin g  w as h e ld  on  F r id a y  e v en in g , 
J u ly  24, a t  w h ic h  t im e  a  C o n s ti tu t io n  an d  
B y-L aw s w ere  a d o p te d  a n d  v a r io u s  com ­
m itte e s  ap p o in te d .
FL O R ID A  
A t th e  a n n u a l  m e e tin g  of th e  C e n tra l 
F lo r id a  C h a p te r , fo rm e r ly  th e  O rlan d o  
C h a p te r , th e  fo llo w in g  officers w ere  
e lec ted : P re s id e n t, D. J .  M ason, O rlan d o ; 
Vice P re s id e n t, B. C. M oore, S a n fo rd ;  
an d  S e c re ta ry -T re a su re r , J .  W . B u rk e , 
O rlando .
IN D IA N A  
T h e  P ro fe ss io n a l A c c o u n ta n ts  A ssoc ia­
t io n  w a s  o rg an ized  a t  S o u th  B en d  on 
J u n e  25, officered a s  fo llow s: P re s id e n t, 
J a m e s  R . W h a r to n ;  V ice P re s id e n t, 
H o w ard  L. C h a m b e rs ; S e c re ta ry -T re a s ­
u re r ,  F lo y d  W e lte r ;  D ire c to rs , N. T. 
C u m m in g s a n d  R . B. A gler.
E v e ry  a cc o u n tin g  o rg a n iz a tio n , c e r t i­
fied a n d  n o n -certified , sa v e  one, w a s  rep ­
re se n te d  a t  th e  m ee tin g . W h a r to n , th e  
p re s id e n t, w a s  re c e n tly  e le c te d  a  d i-
sa t is fa c to ry  c o n d itio n  is  rem ed ied , d ire  
re s u l ts  w ill follow . T h a t  th e  p ro g re ss  
of R u s s ia  co m in g  to  th e  f ro n t ,  a n d  in to  
h e r  ow n , m u s t  be ta k e n  se rio u s ly , a n d  a s  
a  c o u n try  w ill b e  reck o n ed  w ith  fro m  
n o w  on. I t  i t  no  lo n g e r  a n  id le  b o a s t 
b u t  a  r e a l i ty  t h a t  R u s s ia  is  f a s t  ta k in g  
h e r  p lace  co m m e rc ia lly  w ith  th e  o ld er 
a n d  b e tte r  o rg a n iz ed  t r a d in g  n a tio n s  of 
th e  w orld .
O th e r  sp e a k e rs  w e re  D. C. Poole, D i­
re c to r  of th e  School o f P u b lic  a n d  I n te r ­
n a tio n a l  A ffa irs , P r in c e to n  U n iv e rs ity , 
a n d  M an ley  O. H u d so n , L aw  School, H a r ­
v a rd  U n iv e rs ity .
I n  C o n c lu s io n : “T h a t  L ib e r ty  a n d  De­
m o cracy  a r e  th e  o n ly  a v en u e s  th ro u g h  
w h ich  th e  h ig h e s t  a n d  m o s t s ta b le  fo rm  
o f w o rld  o rd e r  c a n  b e  ach iev ed . T h a t  
w h e re  D ic ta to rs h ip s  h a v e  b een  s e t  u p , 
th e y  a re  te m p o ra ry  a n d  p a s s in g  fo rm s  o f 
g o v e rn m e n t. I f  n a tio n s  a r e  n o t  p e r­
m it te d  to  re co v e r f ro m  th e  effects o f a  
W o rld  W a r  b e fo re  a  n ew  w a r  b re a k s  ou t, 
i t  w ill m ea n  th e  co llap se  o f E u ro p e a n  
c iv iliz a tio n . T h a t  L ib e r ty  a n d  D em oc­
ra c y  a r e  in e v ita b le , a n d  o n ly  th e s e  p r in ­
c ip les  w ill  g iv e  f re e  p la y  to  m en  a n d  
id eas .”
re c to r  o f  th e  In d ia n a  A sso c ia tio n  of C er­
tified  P u b lic  A c co u n ta n ts .
T h e  In d ia n a  A sso c ia tio n  of C ertified  
P u b lic  A c c o u n ta n ts  h a s  re c e n tly  e s ta b ­
lish e d  a n  E m p lo y m en t B u re a u  a s  a  se rv ­
ice  to  i t s  m em b e rs  in  su p p ly in g  re a d y  
in fo rm a tio n  a s  to  a v a ila b le  em ployees fo r  
th e i r  offices a n d  c lien ts .
M A SSA C H U SE T T S 
P re s id e n t  B ru n d a g e  o f th e  M assa­
c h u se tts  S o c ie ty  h a s  a p p o in te d  th e  fo l­
lo w in g  c o m m itte e s  fo r  th e  e n su in g  y e a r :  
S ta n d in g  C o m m ittee s : L e g is la tio n  —  J . 
C h e s te r  C ran d ell, C h a irm a n , L ee  P e rk in s  
a n d  R ic h a rd  D. S e a m a n s ; M ee tin g s—  
D o nald  P. P e rry , C h a irm a n , J .  H a ro ld  
S te w a r t  a n d  A r th u r  W . Y a rd ley ; P u b ­
lic ity — R a y m o n d  D. W illa rd , C h a irm a n , 
R oscoe H . B e lk n a p  a n d  P e rc y  H e n d r ie ;  
E d u c a tio n — H a ro ld  A. M ock, C h a irm a n , 
H e n ry  W. R o b b in s a n d  H e rb e r t  E . T u ck e r. 
S p ec ia l C o m m itte e s : B y-L aw s—W a lte r  L. 
B oyden , C h a irm a n , C h a rle s  F . R i t te n ­
h o u se  a n d  H o llis  H . S a w y e r; M em ber­
sh ip — J o h n  F . C la rk e , C h a irm a n , S c h u y le r  
D illon , W a lte r  G. G id d in g s, E th e l  S. K in g ­
m a n  an d  E lw in  M acL eod; N a tu ra l  B u si­
n ess  Y ear— Ja m e s  W illin g , C h a irm a n , 
Syd n ey  L. G. S u th e r la n d  a n d  H o m e r N. 
Sw eet.
P E N N SY L V A N IA  
A t th e  a n n u a l  e le c tio n  of th e  H a r r is ­
b u rg  C h a p te r  of th e  P e n n sy lv a n ia  I n s t i ­
tu te  o f C ertified  P u b lic  A c co u n ta n ts , of­
ficers w ere  e lec ted  a s  fo llo w s: C h a irm a n , 
R a lp h  E . S t in e ;  V ice C h a irm a n , R . A . 
C o lem an ; S e c re ta ry , A. J a m e s  E b y ; 
T re a s u re r ,  C h a rle s  R . P ro casco ; A u d ito r , 
C lyde J .  M cAbee.
T h e  a n n u a l  m e e tin g  of th e  P e n n sy l­
v a n ia  I n s t i tu te  of C ertified  P u b lic  A c­
c o u n ta n ts  w as h e ld  th is  y e a r  a t  S k y to p  
L odge  in  th e  Poconos, w h ich  p ro v ed  to  b e  
a n  id ea l sp o t fo r  sp e n d in g  th e  th re e  d a y s  
dev o ted  to  th e  m e e tin g — J u n e  24, 25 
a n d  26.
T h e re  w as a  la rg e  a tte n d a n c e  a n d  g e n ­
e r a l  e n th u s ia sm  ev id en ced  in  th e  com ­
m itte e  re p o r ts  a n d  p ro g ra m  d isc u ss io n s . 
T h e  P e n n sy lv a n ia  I n s t i tu te  h a s  sh o w n  
sp le n d id  p ro g re s s  d u r in g  th e  p a s t  y e a r. 
W ith  a n  in c re a s e  o f 51 m em b ers  fo r  th e  
y e a r, i t s  to ta l  m e m b e rsh ip  n ow  n u m b e rs  
474. I t  is  in te r e s t in g  to  n o te  t h a t  th is  
m em b e rsh ip  re p re s e n ts  53.5 p e r  c e n t of 
a ll  th e  c e rtif ic a tes , 886 in  n u m b er, issu e d  
b y  th e  S ta te  of P e n n sy lv a n ia  in  th e  la s t  
32 y e a rs .
Officers a n d  m em b e rs  of co uncil e lec ted  
fo r  th e  y e a r  e n d in g  M ay 31, 1932, a r e  a s  
fo llow s: P re s id e n t, E rn e s t  C ro w th e r;  
V ice P r e s id e n t,  W illiam  R . M a in ; S ecre­
ta ry ,  R o b e r t J .  B e n n e tt ;  T re a su re r ,  
R o b e rt H . R is s in g e r ;  A u d ito r , H a ro ld  A. 
K luge . M em bers of C ouncil: E d w a rd  P. 
M oxey, J r . ,  C la ren ce  L. T u rn e r , W ill-A . 
C lad e r, J o h n  H ood, J r . ,  E d w in  S. R en o  
a n d  J o h n  K. M ath ieso n .
T h e  P e n n sy lv a n ia  L e g is la tu re , ju s t  re ­
c e n tly  a d jo u rn e d , p a sse d  sev en  b ills  w h ich  
w ere  ap p ro v ed  by  th e  G o v ern o r a n d  w h ich  
w e re  of in te r e s t  to  a c c o u n ta n ts  in  t h a t  
th e y  r e la te d  to  b u sin e ss  c o n d itio n s  w ith  
w h ich  a c c o u n ta n ts  h a v e  to  deal. A c t 331, 
b e in g  th e  T o w n sh ip  Code fo r  firs t-c lass  
to w n sh ip s , p e rm its  th e  C o u rt of C om m on 
P le a s  to  a p p o in t  a  ce rtified  p u b lic  ac­
c o u n ta n t  as T o w n sh ip  A u d ito r  u n d e r  c e r­
ta in  co n d itio n s .
W A SH IN G T O N  
A t th e  J u n e  17 m e e tin g  of th e  S e a ttle  
C h a p te r  of th e  W a sh in g to n  S o c ie ty  of 
C ertified  P u b lic  A c co u n ta n ts , P ro fe ss o r  
C h a rle s  M ille r, of th e  School o f  C om m erce  
a t  th e  U n iv e rs ity  of W isco n sin , sp o k e  on 
“N o n -T ech n iea l I n f o r m a t i o n  on th e  
C auses of E co n o m ic  D ep ress io n .”
T h e  fe a tu re  of th e  la s t  lu n ch e o n  m ee t­
in g  o f th e  S e a ttle  C h a p te r  of th e  W ash ­
in g to n  S o c ie ty  of C. P . A ’s fo r  J u n e  w as 
a n  a d d re ss  by  H u g h  C. G ruw ell, V ice 
P re s id e n t  of th e  P eo p les F i r s t  A venue  
B a n k  an d  P re s id e n t  of th e  S e a ttle  C hap­
t e r  of R o b e rt  M o rris  A sso c ia tes , w ho  
spoke  on  th e  re la tio n s h ip  of th e  R o b e rt 
M o rris  A sso c ia tes  a n d  C e rtified  P u b lic  Ac­
c o u n ta n ts . F o llo w in g  th e  a d d re ss  s te p s  
w ere  ta k e n  to  h a v e  co m m itte e s  of th e  tw o
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S e a ttle  o rg a n iz a tio n s  a p p o in te d  fo r  th e  
p u rp o se  of a s s is t in g  in  im p ro v in g  r e ­
p o r ts  a n d  ce rtif ic a te s .
W ISC O N S IN  
T h e  a n n u a l  o u tin g  th e  W isco n s in  So­
c ie ty  of C ertified  P u b lic  A c co u n ta n ts  w as 
h e ld  a t  th e  L ak e s id e  H o te l, P e w au k ee  
L ak e , o n  M onday, J u n e  15. Golf, te n n is , 
b a seb a ll, h o rse sh o e s  a n d  sw im m in g  f u r ­
n ish e d  a m u se m e n t th ro u g h o u t th e  day . 
T h e re  w as a  d e lig h tfu l d in n e r  in  th e  e v en ­
ing , fo llow ed  by  a  s h o r t  so c ia l p ro g ram .
B A N K IN G  ETH IC S
O u r J u ly  is su e  c o n ta in e d  a n  e d ito r ia l  
on  th e  B a r  vs. C o rp o ra te  P ra c tic e , based  
on le g is la tio n  in tro d u c e d  in  M assach u ­
s e t ts  a n d  P e n n sy lv a n ia . I t  is  in te re s t in g  
to  n o te  t h a t  th e  P e n n sy lv a n ia  B a n k e rs  
A sso c ia tio n , a t  i ts  a n n u a l  co n v en tio n , fo l­
lo w in g  th e  r e p o r t  of th e  c o m m itte e  on  
th e  p ro p o sed  b a r  le g is la tio n  of t h a t  S ta te , 
p ro v id ed  by  re so lu tio n  fo r  th e  a p p o in t­
m en t of a  n ew  s ta n d in g  c o m m itte e  to  he  
k n o w n  a s th e  C o m m ittee  on  C o o p e ra tio n  
w ith  th e  B a r. T h ey  a lso  am e n d ed  b y ­
law  10, of th e  C ode of E th ic s  of th e  
P e n n sy lv a n ia  B a n k e rs  A sso c ia tio n , a d o p t­
ed  in  1922, b y  s u b s t i tu t in g  th e re fo r  th e  
fo llo w in g :
T E N T H — T h e  fo llo w in g  is  th e  Code of 
E th ic s  of th is  A sso c ia tio n :
I. A  b a n k  o r  t r u s t  co m p an y  sh o u ld  n o t 
d r a f t  o r  p re p a re  fo r  a n o th e r  a  deed  of 
t r u s t  o r  m o rtg a g e  to  se c u re  a n  is su e  of 
bonds.
I I .  A  b a n k  o r t r u s t  co m p an y  sh o u ld  
n o t d r a f t  o r p re p a re  fo r  a n o th e r  w ills , 
a g re e m e n t of sa les , deeds o r c o n tra c ts  
o r  a n y  p a p e rs  o r  d o c u m e n ts  fo r  u se  in  
c o u r t  p ro c ee d in g s  excep t w h e n  re a so n a b le  
in q u iry  d isc lo ses t h a t  su c h  p a r ty  so r e ­
q u e s tin g  th e  sam e  does n o t h a v e  a n  a t ­
to rn e y , o r  excep t su c h  d ra f t in g  o r  p re p a ­
ra t io n  be  a t  th e  re q u e s t  of a n d  fo r  ap ­
p ro v a l by  th e  a tto rn e y  of su c h  re q u e s t in g  
p a r ty  o r in te re s te d  e s ta te .
I I I .  A  b a n k  o r t r u s t  co m p an y  sh o u ld  
n o t in  a n y  m a n n e r  a d v e r t is e  t h a t  i t  w ill, 
w ith o u t  th e  se rv ice s  of a n  a tto rn e y , p re ­
p a re  o r d ra w  up  a n y  of th e  above-m en­
tio n e d  d o cu m en ts  o r  p a p e rs  o r o th e rw ise  
re p re s e n t  a n  e s ta te .
IV . A  b a n k  o r t r u s t  co m p an y  sh o u ld  
n o t a p p e a r  in  p e rso n  o r of re c o rd  in  a n y  
c o u rt in  a n y  p ro c ee d in g  w ith o u t  re p re ­
se n ta t io n  by  co u n se l.
V. A  b a n k  o r t r u s t  co m p an y  sh o u ld  
n o t fa v o r  i t s  re g u la r  co u n se l in  th e  m a t­
t e r  of th e  em p lo y m en t o f  a tto rn e y s  fo r  
in te re s ts  o r e s ta te s  e m p lo y in g  su ch  b a n k  
or t r u s t  co m p an y  to  th e  ex c lu sio n  of 
co u nse l p re v io u s ly  c o n su lte d  o r em ployed , 
o r  u n d u ly  fa v o r  i ts  re g u la r  co u nse l in  
th e  m a t te r  of a d v is in g  o th e rs  in  th e  em ­
p lo y m e n t of co u n se l.
VI. A  b a n k  o r t r u s t  co m p an y  sh o u ld  
n e v e r ad v ise  a  c u s to m e r to  leav e  co u nse l
a lre a d y  re ta in e d  o r d issu a d e  a  c lie n t 
f ro m  em p lo y in g  co u n se l a lre a d y  decided  
upon , u n le ss  th e  b a n k  o r  t r u s t  co m p an y  
h a s  v a lid  re a so n s  fo r  b e liev in g  th a t  th e  
p a r t ic u la r  a tto rn e y  is n o t co m p e ten t 
sk illfu lly  o r h o n e s tly  to  ex ecu te  th e  par-
A D OL.F F R A N K  B A U M A N , C. P .  A ., 
(W a sh .,  N o. 98 , F e b . 14 , 1 9 2 0 , a n d  
T . H ., N o. 3, D ec. 11, 1 9 2 3 ) ,  d ie d  a t  
h is  h o m e  a t  th e  V id a  V illa , H o n o ­
lu lu ,  H a w a ii ,  o n  F e b r u a r y  18 , 1 9 3 1 . 
M r. B a u m a n  w as b o rn  in  B e r lin  J u n e
7, 1876. H e  h a d  b een  a  re s id e n t  of th e  
U n ite d  S ta te s  a b o u t 28 y e a rs . T en  y e a rs  
a g e  h e  w e n t to  H o n o lu lu , w h e re  h e  w as 
fo r  fo u r  y e a rs  w ith  th e  H e n ry  D av is  
A u d it  Co. D u r in g  th e  p a s t  s ix  y e a rs  h e  
h a d  se rv e d  a s  a u d ito r  of th e  B a n k  of 
H a w a ii, L td . H e  w as t r e a s u r e r  of th e  
T e r r i to r ia l  B o a rd  o f  A c co u n tan cy  a n d  
w as a  m em b er of T h e  A m e ric an  S o c iety  
of C e rtified  P u b lic  A c co u n ta n ts . H e  w a s  
a t  One tim e  t r e a s u r e r  of th e  O u tr ig g e r  
C anoe  C lub a n d  w a s  a  M ason. S u rv iv in g  
a r e  h is  w idow , M rs. Iv y  B a u m an , a n d  a  
b ro th e r , M a jo r H a n s  B a u m a n  of B e rlin .
C O N D A  J .  H A M , C . P .  A . (O re . N o. 77,
N ov. 17 , 1 9 2 2 .)
F o r  th e  seco n d  t im e  th is  y e a r  th e  E d i­
t o r  is  r e c o rd in g  th e  d ecease  o f  a  lo n g  
t im e  p e rso n a l a c q u a in ta n c e  w h o  h a d  
a ch iev e d  p ro m in e n c e  in  th e  a c c o u n ta n c y  
p ro fess io n . H am , w h o  h a d  a  b a d  h e a r t ,  
h a d  ju s t  fin ish ed  a n  e x te n siv e  p iece  of 
a c c o u n tin g  w o rk  a w a y  fro m  h o m e  w h e n  
h e  w a s  a tta c k e d  w ith  th e  flu, w ith  th e  re ­
su l t  t h a t  a f te r  se v e ra l w eek s h e  p a sse d  
a w ay  on  th e  m o rn in g  o f  J u ly  21, 1931.
C o n d a  J .  H a m  w as b o rn  in  K a n sa s  in  
1888, h is  p a r e n ts  m o v in g  to  In d ia n a  d u r ­
in g  h is  ch ild h o o d . H e  a f te rw a rd s  cam e  to  
M ich ig an  a n d  a f te r  h e  h a d  m a r r ie d ,  de­
c id ed  to  s e c u re  a  co lle g ia te  e d u ca tio n , e n ­
te r in g  th e  U n iv e rs i ty  o f M ich ig an . H e 
g ra d u a te d  fro m  th e  d e p a r tm e n t o f B u si­
n e ss  A d m in is tra t io n , m a in ta in in g  h im se lf  
th ro u g h o u t  t h a t  e n ti re  p e rio d  a s  a  n ew s­
p a p e r  m a n . A f te r  g ra d u a tio n  h e  becam e 
R e g is tr a r  of th e  U n iv e rs ity  o f N ew  
H a m p sh ire , le a v in g  t h a t  p o s itio n  to  be ­
com e a c c o u n ta n t fo r  th e  B o sto n  a n d  
M aine a n d  th e  N ew  Y ork, N ew  H a v en  
a n d  H a r t fo rd  r a il ro a d s  in  tu rn .
D u r in g  th e  W o rld  W a r  he  w as  a n  in ­
s t r u c to r  in  th e  e d u c a tio n a l d e p a r tm e n t of 
th e  A rm y, v is i t in g  a n d  w o rk in g  in  d iffer­
e n t  t r a in in g  cam ps. T h e  E d ito r  k n e w  h im  
a t  M ich ig an  a n d  d u r in g  th e  W o rld  W ar 
p e rio d  a n d  i t  w a s  la rg e ly  a t  h is  su g g e s­
tio n  t h a t  h e  w e n t to  P o r tla n d , O regon , in  
1922. H e  h a d  f irm ly  e s tab lish e d  h im se lf  
in  th e  a c c o u n tin g  p ro fe ss io n  a n d  w ill 
be m isse d  n o t o n ly  by  h is  fa m ily  b u t  by 
th e  p ro fe ss io n  in  O regon.
t ic u la r  m a tte r ,  b u t a  b a n k  o r t r u s t  com ­
p a n y  m a y  a n d  sh o u ld  a s s is t  a n d  a d v is e  
i ts  c u s to m e rs  a n d  p e rso n s  fo r  w h o m  i t  
a c ts  in  th e  m a t te r  of se le c tin g  c o u n se l 
in  cases w h e re  n o  co u n se l h a s  a lre a d y  
b een  re ta in e d .
A  le t te r  fro m  o n e  o f th e  P o r t la n d  ac­
c o u n ta n ts  c loses: “C o n d a  w as a n t ic ip a t­
in g  th e  m e e tin g  a t  M em phis a n d  I  k n o w  
you  w ill feel, a s  w e a ll do  h e re , th a t  
a n o th e r  v e ry  fine, cap ab le  a n d  C h r is t ia n  
a c c o u n ta n t  h a s  g o n e  to  M s re w a rd .”
JA M E S  P .  R O B E R T S O N , C. P .  A . 
(W a s h .,  N o . 40 , J u n e  1, 1 9 1 0 ) ,  d ie d  
a t  h is  h o m e  in  S e a tt le ,  W a h in g to n ,  
o n  A p r i l  5, 1 9 3 1 .
M r. R o b e rtso n  w a s  o ne  of th e  b e s t  
k n o w n  C ertified  P u b lic  A c co u n ta n t i n  
t h e  S ta te  o f W ash in g to n  a n d  h a d  se rv ed  
tw o  co n se cu tiv e  te rm s  a s  P re s id e n t  o f  
th e  W a sh in g to n  S ta te  Society . H e  w as a  
c h a r te r  m em b er of T h e  A m e ric an  S o c ie ty .
E R N E S T  C L A Y T O N , C. P .  A ., (G a . N o . 
38 , M ay  20 , 1 9 1 5 ) ,  d ie d  a t  h is  h o m e  
in  C o lu m b u s , G a ., o n  F e b r u a r y  1 2 , 
1 9 3 1 .
M r. C la y to n  h a d  r e c e n tly  o p e n e d  
offices in  C o lu m b u s  fo r  th e  p r a c t ic e  
o f a c c o u n ta n c y  a f t e r  a n  a b se n c e  o f  
tw e n ty  y e a r s  d u r in g  w h ic h  t im e  h e  
h a d  p ra c t ic e d  h is  p ro fe s s io n  in  A t la n ta .  
H e  w a s  a  m e m b e r  o f th e  f irm  o f  C lay ­
to n , E a to n ,  H o r to n  a n d  S a u ssy , C e r t i ­
fied P u b l ic  A c c o u n ta n ts ,  w i th  offices i n  
G e o rg ia , F lo r id a ,  N o r th  a n d  S o u th  
C a ro lin a ,  u n t i l  a b o u t  five y e a r s  a g o  
w h e n  i l l  h e a l th  c a u s e d  h is  r e t i r e m e n t .  
H e  w a s  a  c h a r t e r  m e m b e r  o f T h e  
A m e r ic a n  S o c ie ty  o f  C e rtif ie d  P u b l ic  
A c c o u n ta n ts .
N E T T IE  A . T R A IL , C. P .  A . (N . C. N o.
49, J u n e  25, 1919), p a sse d  aw ay  a t  h e r  
h o m e in  W ash in g to n , D. C., on  J u n e  9, 
1931, a f te r  a n  illn e ss  of s e v e ra l m o n th s . 
B o rn  in  M ary lan d , M iss T ra i l  m oved  to  
W a sh in g to n  w ith  h e r  p a re n ts  in  e a r ly  
ch ild h o o d . A f te r  f in ish in g  school sh e  
to o k  up  b o o k k eep in g  w o rk  a n d  w as fo r  
a  n u m b e r  of y e a rs  a c c o u n ta n t fo r  th e  C.
G. S lo an  & C om pany . S h e  a lso  t a u g h t  
a c c o u n tin g  a t  B u s in e ss  H ig h  N ig h t  
School. S h e  w as th e  f irs t  w om an  in  th e  
D is tr ic t  of C o lum bia  to  becom e a  C e rti­
fied P u b lic  A c co u n ta n t. A fte r  five y e a rs  
w ith  th e  In co m e  T ax  U n it  sh e  opened  a n  
office in  1924 fo r  th e  p ra c t ic e  of acc o u n t­
in g  on  h e r  ow n b eh alf. S h e  w as a  c h a r te r  
m em b er of T h e  A m e ric an  Society , b e in g  
one of th e  f irs t  th re e  w om en  m em b e rs  o f  
th e  Society .
IN MEMORIAM
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BOOK REVIEWS
S O L U T IO N  T O  T H E  A P P R E C IA T IO N  
P R O B L E M , b y  W ill ia m  B. C a s te n ­
holz, C. P . A. P u b lish e d  by  L aS a lle  
E x te n s io n  U n iv e rs ity . 95 p ag es . P ric e , 
$1.00.
In  a d d itio n  to  th e  S o lu tio n , th e  a u th o r  
h a s  in tro d u c e d  a  second  a r t ic le  on “ T h is  
T h in g  C alled  D e p rec ia tio n .” T h e  95-page 
te x t, th e re fo re , co v ers  th e  a u th o r ’s p re ­
se n ta t io n  on th e  su b je c ts  of A p p re c ia tio n  
an d  D e p rec ia tio n . R e g a rd le s s  of th e  p e r­
so n a l b e lie fs  of a n y  re a d e r , h e  is  c e r ta in  
to  h e  in te re s te d  in  th e  m eth o d  of p re ­
s e n ta tio n . In  sh o rt ,  i t  is  a  p le a  fo r  th e  
re co g n itio n  b y  th e  a c c o u n ta n t of c h a n g ­
in g  econom ic c o n d itio n s  a n d  econom ic 
n eeds. W h ile  i t  is  re a lly  n o t h o t-w e a th e r 
re a d in g , e v e ry  a c c o u n ta n t w o u ld  p ro fit 
by i ts  s tu d y .
A C C O U N T IN G  T E R M IN O L O G Y . P u b ­
lish ed  by  th e  C e n tu ry  C om pany , 354 
F o u r th  A venue, N ew  Y o rk  C ity . 126 
pages. P r ic e , $1.50.
A re p o r t  of a  S p ec ia l C o m m ittee  on 
T erm in o lo g y , W a lte r  M ucklow , C h a irm a n , 
m ad e  to  th e  A m e ric an  In s t i tu te  of Ac­
c o u n ta n ts . T h e  C o m m ittee  h a s  devo ted  
m u ch  tim e  d u r in g  th e  p a s t  te n  y e a rs  to  
p re p a r in g  d e fin itio n s  of th e  m o st im p o r t­
a n t  a cc o u n tin g  te rm s , a n d  e sp e c ia lly  th o se  
w h ich  h a v e  been  th e  su b je c t of co n tro ­
v ersy . T h ese  d e fin itio n s  h a v e  a p p e a re d  
fro m  tim e  to  tim e  in  th e  J o u rn a l  of Ac­
co u n tan cy , b u t  h av e  been  co llec ted  in  th is  
vo lum e, of w h ich  i t  is  sa id  in  th e  In t r o ­
d u c to ry  N ote, “ I t  m u s t be c le a r ly  u n d e r­
stood  th a t  th is  m a t te r  is  te n ta t iv e  an d  
th a t  th e  book is issu ed  n o t a s  a  final an d  
in c o n tro v e r tib le  conclu sio n , b u t  w ith  th e  
h ope  of e n c o u ra g in g  fu ll  c r it ic ism  a n d  
d iscu ss io n  by  a c c o u n ta n ts  a n d  by  a ll 
o th e rs  c o n ce rn ed .” C ritic ism s  an d  sug­
g e stio n s  a re  in v ite d  by th e  co m m ittee .
W H A T  T H E  F IG U R E S  M E A N , by Sp en ­
c e r  B. M ered ith . P u b lish e d  by  th e  F i ­
n a n c ia l P u b lish in g  C om pany , 9 N ew ­
b u ry  S tre e t,  B osto n , M ass. 77 pages. 
P ric e , $1.50.
T h e  a u th o r  is  a  m em b er of th e  A m eri­
can  S ta t is t ic a l  A sso c ia tio n  a n d  f irs t p re ­
p a re d  th is  book  a s  a  se r ie s  of th irty -fiv e  
le c tu re s  to  sa le sm e n  of a  la rg e  N ew  Y ork 
in v e s tm e n t h o u se  w h e re  i t  w a s  u sed  w ith  
g re a t  success. T h e  book  n o t o n ly  con­
ta in s  an d  s im p lifies th e  im p o r ta n t  fe a t ­
u re s  of a c c o u n tin g  an d  fin an ce  b u t  i t  p ro ­
v id es new  a n d  a s s is t in g  in fo rm a tio n . 
T h e re  a r e  th ir ty -fiv e  su b je c t h e ad in g s . 
T h e  book  an a ly ze s  515 co m p an ies  in  32 
in d u s tr ie s , g iv in g  th e  r e s u l tin g  r a tio s  as 
c r i te r ia  a g a in s t  w h ich  a n y  one co m pany  
m ay  be jud g ed .
“ IN C O M E  T A X  A C C O U N T IN G ,”  by  J .  
F . S herw ood , C. P . A. P u b lish e d  by 
S o u th -W es te rn  P u b lish in g  C om pany, 
C in c in n a ti, Ohio. 235 p ages. P r ic e  
$2.40.
T h is  is  th e  s ix th  e d itio n  of In co m e  T ax  
A cco u n tin g  p re p a re d  by  M r. S herw ood. 
T h e  p re s e n t  book  d ea ls  w ith  th e  1928 
R ev en u e  A ct, a n d  th e  la te s t  T re a su ry  
R u lin g s  a n d  C o u rt D ecisions. I t  is  a  
v e ry  c le a r  in te r p r e ta t io n  of th e  1928 In ­
com e T ax  L aw , a n d  i t  is  a d m ira b ly  
su ite d  fo r  in s t ru c t io n a l  p u rp o ses. A t th e  
en d  of each  c h a p te r  w ill be  fo u n d  a  l is t  
of q u e stio n s , a n d  p ro b lem s fo r  p ra c tic e  
w o rk . T h ese  a re  sp e c ia lly  se lec ted  fo r 
b r in g in g  o u t th e  p o in ts  em p h asized  in  
th e  tex t.
“ A P P L IE D  A C C O U N T I N G  P R I N ­
C IP L E S ,”  b y  E m m e tt  R e id  S a n fo rd . 
P u b lish e d  b y  T h o m as Y. C row ell Com ­
p an y , N ew  Y o rk  C ity . 528 pages. P r ic e  
$4.50.
T h e  n eed  fo r  a  su ita b le  te x t  in  ac­
c o u n tin g  fo r  a  on e-y ear’s co u rse  h a s  been 
th e  a u th o r ’s in s p ir a t io n  fo r  th is  book. 
I t  is b ased  on  p ra c t ic a l  c la ssro o m  needs 
w ith  c o n sid e ra b le  la b o ra to ry  m a te r ia l  
p ro v id ed  in  each  c h a p te r . T h e  book is  
in te n d e d  to  m ee t th e  re q u ire m e n ts  of 
s tu d e n ts  w h o  h av e  h a d  no  p re v io u s  
t r a in in g  in  acc o u n tin g . I t  is  com pre­
h en siv e , up-to -date, a n d  w ell su p p lied  
w ith  i l lu s t r a t iv e  fo rm s, p rob lem s, an d  
q u estio n s .
SO L U T IO N S TO  C. P .  A. P R O B L E M S ,
by  T ay lo r  & M ille r. P u b lish e d  by  Mc­
G raw -H ill B ook C om pany , N ew  Y ork  
C ity. 482 pages. P r ic e  $5.00.
T h is  vo lu m e is  a  co m p an io n  to  th e  
a u th o r s ’ book e n ti t le d :  “C. P . A. P ro b lem s 
an d  Q u estio n s in  T h eo ry  an d  A u d itin g .” 
I t  does n o t, h o w ev er, fu rn is h  a n sw e rs  to  
q u e s tio n s  in  T h eo ry  a n d  A u d it in g  p a r ts  
V a n d  V I. In  p re p a r in g  th is  book, re g a rd  
w as g iv en  to  th e  fa c t th a t  th e re  ex is t 
d iffe ren t v iew p o in ts  in  co n n ec tio n  w ith  
th e  d ev elo p m en t o f c e r ta in  a c c o u n tin g  
tec h n iq u es .
T H E  E C O N O M IC S O F  A C C O U N TA N C Y , 
by J o h n  B. C an n in g . P u b lish e d  by 
R o n a ld  P re s s  Co., N ew  Y ork , N. Y. 
356 pages. P r ic e  $5.00.
A d iffe re n t k in d  of book. T h is  vo lum e 
is of s t im u la t in g  in te re s t  a n d  p ra c tic a l 
im p o r ta n c e  to  ev ery  a c c o u n ta n t. I t  in ­
te rp re ts  a cc o u n tin g  to  th e  e co n o m ist an d  
econom ics to  th e  a c c o u n ta n t, d iscu ss in g  
a n a ly tic a lly  th e  m a jo r  fu n d a m e n ta ls  of 
m o d ern  accep ted  th e o ry  in  each  su b je c t 
a s i t  affec ts th e  o th e r. T h e  a u th o r  ra is e d  
a  n u m b e r  of th o u g h t- in v itin g  q u estio n s .
T h ese  co n ce rn  m a in ly  th e  effect on th e  
s ta t is t ic s  co m m only  u sed  in  econom ic  a n d  
b u sin e ss  a n a ly se s .
B U L L E T IN  NO. 3 1 , A  T E S T  A N A L Y ­
S IS  O F  U N S U C C E S S F U L  IN D U S ­
T R IA L  C O M P A N IE S , p u b lis h e d  by  
th e  B u re a u  o f B u sin e ss  R e se arc h , U n i­
v e r s i ty  of I l lin o is , U rb a n a , I l lin o is . 59 
pag es . P ric e , 50c.
  T h is  s tu d y  is  d evo ted  to  th e  a n a ly s is  
of fin an c ia l r a tio s  co m p u ted  f ro m  th e  pu b ­
lish ed  s ta te m e n ts  of a  g ro u p  of com pa­
n ie s  t h a t  h a v e  fa iled  w ith in  re c e n t y e a rs . 
T h e  a n a ly s is  w as u n d e r ta k e n  in  th e  hope 
of d isc o v erin g  som e a sp e c ts  of th e  d a ta  
w h ich  m ig h t be ta k e n  a s  in d ic a tio n s  of 
a p p ro a c h in g  fa ilu re . G rap h s, p ic tu r in g  
th e s e  c h a n g in g  re la tio n s h ip s , a r e  u sed  
w h e n ev e r poss ib le  to  a id  in  th e  p re se n ta ­
tio n  a n d  d isc u ss io n s  of th e  d a ta  co llected .
B U L L E T IN  N O . 3 2 , T H E  F IN A N C IA L  
P L A N  O F  D E P A R T M E N T  S T O R E S , 
p u b lish ed  by  B u re a u  of B u s in e ss  R e ­
se a rc h , U n iv e rs ity  of I l lin o is , U rb a n a , 
I l lin o is . 37 pag es . P ric e , 50c.
A  ty p ic a l f in an c ia l p la n  of d e p a r tm e n t 
s to re s  is  p re se n te d  in  th is  b u lle tin . T h e  
p u rp o se  of th e s e  a n a ly se s  of f in an c ia l 
s t ru c tu re s  is  tw o fo ld : firs t, to  b r in g  o u t 
in  a  m o re  o r less u n ifo rm  m a n n e r , th e  
u n d e r ly in g  d ifferen ces in  th e  f in an c in g  
em ployed  in  th e  v a r io u s  in d u s tr ie s  s tu d ­
ied ; a n d  second , to  e s ta b lish  a cc ep ta b le  
s ta n d a rd s  o f  fin an c ia l re la tio n s h ip s  
th ro u g h  th e  d e te rm in a tio n  of ty p ic a l o r 
re p re se n ta t iv e  ra tio s .
O P E R A T IN G  R E S U L T S  O F  O H IO  
W H O L E S A L E  G R O C E R S  —  Y E A R
1 9 2 9 . P u b lish e d  by  T h e  B u re a u  of 
B u sin e ss  R e se arc h , C ollege o f Com ­
m erce  a n d  A d m in is tra t io n  of T h e  O hio 
S ta te  U n iv e rs ity , C olum bus, Ohio. 47 
p ages. P r ic e  50 cen ts.
T h is  is  th e  se v e n th  y e a r  th a t  a  p a m ­
p h le t of th is  k in d  h a s  been  p u b lish ed  
by  th e  O hio  S ta te  U n iv e rs ity . T h e  p re s ­
e n t  is su e  is  of g re a te r  v a lu e  th a n  p re ­
v io u s o n es  b ecau se  th e  m a te r ia l  h a s  been  
a c c u m u la te d  in  co m p arab le  fo rm  over a  
p e rio d  of y e a rs .
C O R P O R A T IO N  C O N T R IB U T O R S  TO  
O R G A N IZ E D  W E L F A R E  S E R V IC E S ,
by  P ie rc e  W ill ia m s  a n d  F r e d e r ic k  E . 
C ro x to n . P u b l is h e d  b y  th e  N a tio n a l  
B u re a u  of E c o n o m ic  R e se a rc h , In c ., 
51 M a d iso n  A v e n u e , N ew  Y o rk  C ity . 
340  p a g e s . P r ic e  $ 3 .0 0 .
T h e  a u th o r s  p r e p a re d  th is  b o o k  u p o n  
th e  r e q u e s t  o f th e  A s so c ia t io n  o f C om ­
m u n ity  C h ests  a n d  C ouncils re p re s e n t­
in g  n e a r ly  th r e e  h u n d r e d  a n d  fif ty  
o rg a n iz a t io n s  in  th e  U n ite d  S ta te s  a n d  
C a n a d a . T h e  s tu d y  b r in g s  o u t  so m e  
v e ry  in te re s t in g  a n d  in s tru c t iv e  fa c ts  
r e g a rd in g  th e  c o n tr ib u tio n s  m ade  by
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m a n u f a c tu r in g ,  w h o le sa le  a n d  r e ta i l  
c o rp o ra t io n s ,  in c lu d in g  c h a in  s to re s ,  
a lso  b a n k s ,  in s u ra n c e  c o m p a n ie s , r a i l ­
ro a d s , e tc .
1 9 3 1  C R E D IT  M A N U A L  O F  C O M M E R ­
C IA L  L A W S  W IT H  D IA R Y . N a tio n a l 
A sso c ia tio n  of C re d it  M en. P ric e , $4.00. 
559 pages.
A co m p re h en s iv e  leg a l d ig es t c o n ta in ­
in g  a  co m ple te  p re s e n ta tio n  of a ll Com ­
m erc ia l L aw s r e la t in g  to  C re d it  Collec­
tio n  a n d  S a les  m a tte r s .  I t  c o n ta in s  a  
c a re fu l in te rp re ta t io n  of th e  r ig h ts  a n d  
o b lig a tio n s  of c re d ito rs  a n d  d e b to rs  in  
a ll  th e  s ta te s .
A n  o u ts ta n d in g  f e a tu re  is  th e  R e a d e r’s 
G uide, p ro v id in g  a  d e ta ile d  e x p la n a tio n  
of ev ery  s te p  in  a  c o m m erc ia l t r a n s a c ­
t io n  fro m  th e  re c e ip t of a n  o rd e r  to  i ts  
final d isp o sitio n .
One se c tio n  is  dev o ted  to  th e  C re d it 
M en’s D ia ry , w h ic h  p ro v id es  co n v en ien t 
sp ace  fo r  im p o r ta n t  n o ta t io n s  a n d  d esig ­
n a te s  th o se  occasio n s im p o r ta n t  to  th e  
b u s in e ss  m an .
F R A U D — IT S  C O N T R O L  T H R O U G H  
A C C O U N T S, by  G e o rg e  E . B e n n e t t ,  C. 
P . A. P u b lish e d  by  th e  C e n tu ry  P u b ­
lis h in g  C om pany , 353 F o u r th  A venue, 
N ew  Y ork. 132 pag es . P ric e , $1.50.
A v e ry  good bo o k ; s t r a ig h t  to  th e  
p o in t. I t  dea ls  w i th  th e  leg a l a sp ec ts  
a s  w ell as w ith  th e  m e th o d s  of f ra u d  in  
a cc o u n ts  w ith  re sp e c t to  p u rc h ase s , sa les , 
cash , etc., to g e th e r  w ith  su g g e s te d  g en ­
e ra l re m e d ie s  fo r  p re v e n tio n . E v e ry  
pu b lic  a c c o u n ta n t a n d  a c c o u n tin g  execu­
tiv e  w ou ld  do w ell to  s tu d y  th is  book 
a n d  to  p lace  cop ies a m o n g  th e  staff.
A C C O U N T IN G , b y  L. C u th b e r t  C ropper, 
F . C. A. P u b lish e d  by  M acD onald  & 
E v an s , 8 J o h n  S tre e t,  B ed fo rd  R ow , 
W . C., L ondon . 1088 pages.
A  v e ry  co m p le te  book  w r i t te n  in  a 
sc h o la r ly  fa sh io n . T h is  e d itio n  is  th o r ­
ou g h ly  re v ised  to  co nfo rm  w ith  th e  Com ­
p a n ie s  A ct o f  1929. I t  d e sc rib e s  p ra c t i­
cally  ev ery  p h a se  of a c c o u n tin g  a n d  is  a  
v e ry  v a lu a b le  a d d it io n  to  a n y  l ib ra ry . 
N a tu ra l ly  th e  su b je c ts  a r e  p re se n te d  fro m  
th e  E n g lish  p ra c t ic e  v iew p o in t. T he 
a u th o r  h a s  g ra d e d  m a n y  e x a m in a tio n  
p a p e rs  a n d  h a s  in c lu d e d  som e of th e  ques­
t io n s  in  th e  te x t, in d ic a tin g  w h ich  ac ­
c o u n tin g  so c ie ty  u sed  th em .
IN S T A L L M E N T  C R E D IT  IN  T H E  R E ­
T A IL  F U R N IT U R E  T R A D E , p u b lish ed  
by th e  B u re a u  o f  B u s in e ss  R esearch , 
C ollege of C om m erce a n d  A d m in is tra ­
tio n , O hio  S ta te  U n iv e rs ity , C olum ­
bus, Ohio. 154 pages. P ric e , 50 cen ts. 
T h is  s tu d y  w as u n d e r ta k e n  by  th e  U n i­
v e rs i ty  to  a s c e r ta in  th e  m a n n e r  in  w h ich  
in s ta l lm e n t c re d it  is  o p e ra ted  by  s to re s  
se llin g  fu r n i tu r e  a n d  closely  re la te d  l in e s  
of m erc h an d ise . T h e  e x p erien ces  of one 
h u n d re d  a n d  s ix te e n  s to re s  a re  inc lu d ed ,
a ll of th e m  b e in g  m em b ers  of th e  O hio 
V alley  R e ta i l  F u r n i tu r e  A sso c ia tio n , op­
e ra t in g  s to re s  in  Ohio, In d ia n a , K e n tu ck y , 
an d  W est V irg in ia .
S H E E T  M E T A L  M A N A G E M E N T  M A N ­
U A L , p u b lish ed  by  T ra d e  A sso c ia tio n  
S e rv ice  C om pany , 429 F o u r th  A venue, 
P i t ts b u rg h , P a . 124 pages. P rice , 
$3.00.
A n o th e r  s ta n d a rd  accoun t in g  sy s te m  
m ak es  i ts  a p p ea ran c e . B lass, W ood & 
Co., c e rtified  p u b lic  a c c o u n ta n ts , P i t t s ­
b u rg h , h a v e  p re p a re d  th e  m a n u a l o f ac­
co u n tin g  p ro c ed u re  fo r  sh e e t m e ta l con­
tra c to rs .  T h is  m a n u a l co n ta in s  a  c h a r t  of 
acc o u n ts  w ith  co m ple te  in s tru c t io n s  fo r  
h a n d lin g  th em , to g e th e r  w ith  p ro fo rm a  
s ta te m e n ts ,  r u l in g  of books an d  fo rm s, 
also  d e sc rip tio n  o f o p e ra tio n  of books 
a n d  th e  sy s tem . T h e re  is  a lso  in c lu d ed  a  
gu id e  to  a  co u rse  in  a c c o u n tin g  fo r sh e e t 
m e ta l c o n tra c to rs .
C O R P O R A T IO N  A C C O U N T I N G ,  by
W ill ia m  T . S u n le y  a n d  P a u l  W .
P in k e r to n .  T h e  R onald . P r e s s  C om ­
p a n y , N ew  Y o rk . C lo th , 570 p a g es .
P r ic e  $ 5 .0 0 .
C o rp o ra tio n  A c c o u n tin g  c o v e rs  th e  
e n t i r e  a c c o u n tin g  life  o f a  c o rp o ra t io n , 
f ro m  i t s  b i r th  to  i ts  h ig h e s t  d e v e lo p ­
m e n t, w h e re  i t  is m e rg e d  in to  a  l a r g e r  
c o m b in a tio n , o r  to  i ts  d is s o lu t io n  a n d  
d e a th ,  in c lu d in g  th e  f in a l o b se q u ie s  
c o n d u c te d  b y  th e  re c e iv e r . T h e  p u r ­
p o se  o f  th e  b o o k  is  to  p re s e n t  a n  in ­
te n s iv e  c o n s id e ra t io n  o f a c c o u n tin g  s i t ­
u a t io n s  o f a  d is t in c t iv e  c o rp o ra te  
c h a r a c te r .  T h e  sco p e  o f th e s e  c o n s id ­
e ra t io n s  is  e x h a u s tiv e ,  r a t h e r  th a n  
m e re ly  in d ic a tiv e ,  le a d in g  th e  r e a d e r  
in to  v a r io u s  c o m b in a tio n s  o f  c o n d i­
t io n s  t h a t  m a y  s u r r o u n d  e ac h  ty p e  o f 
t r a n s a c t io n  a n d  d is c u s s in g  th e  e ffec t 
o f  su c h  v a ry in g  c o m b in a tio n s  u p o n  th e  
a p p lic a t io n  o f  th e  a c c o u n tin g  p r in c i­
p le s  in v o lv e d .
T h is  book  com es a t  a  v e ry  oppor­
tu n e  t im e . T h e  p a s t  fe w  y e a rs  h a v e  
w itn e s se d  r a d ic a l  c h a n g e s  in  f u n d a ­
m e n ta l  p r in c ip le s  o f  c o rp o ra t io n  a c ­
c o u n tin g , w h ic h  c h a n g e s  h a v e  r e n ­
d e red  o b so le te  m u ch  th a t  h a s  been  
a c c e p te d  a s  g o o d  p ra c t ic e .  T h e  a u ­
th o r s  h a v e  b e e n  v e ry  su c c e ss fu l in  g iv ­
in g  f u l l  e ffec t to  a ll  th e s e  c h a n g e s , 
a n d , in  th e  o p in io n  of th e  re v ie w e r , 
th is  b o o k  o ffe rs  b y  f a r  th e  m o s t co m ­
p le te  a n d  p ra c t ic a l  t r e a tm e n t  o f  th is  
w h o le  s u b je c t  in  p r in t  to d a y .
A s a  c o m p e n d iu m  o f c o rp o ra t io n  a c ­
c o u n tin g  p ra c t ic e ,  th e  b o o k  is  co n cise , 
y e t  c o m p re h e n s iv e ;  a n d  if  th e  t e s t  o f 
a  go o d  te x tb o o k  is th e  h a rm o n io u s  
a n d  sc ie n tif ic  a p p lic a t io n  o f so u n d  th e ­
o ry  to  a c tu a l  c o n d it io n s  a n d  p ra c tic e , 
th e  a u th o r s  m a y  f e lic i ta te  th e m se lv e s  
u p o n  h a v in g  c o n tr ib u te d  a  r e m a r k a b le  
s t a n d a r d  w o rk  to  a c c o u n tin g  l i t e r a tu r e .
A ll c o r p o ra t io n  a c c o u n ta n ts  w ill find  
i t  a n  in v a lu a b le  g u id e , w h ile  m e m b e rs  
o f  th e  p ro fe s s io n  w ill find  i t  a  h a n d y  
re fe re n c e  b o o k . S tu d e n ts  o f g e n e ra l  
a c c o u n tin g , e s p e c ia lly  th o se  p r e p a r in g  
f o r  th e  C. P . A. e x a m in a tio n , w ill  find  
i t  e x tre m e ly  h e lp fu l  b y  r e a s o n  o f th e  
l ib e r a l  u se  o f i l lu s t r a t iv e  j o u r n a l  e n ­
t r ie s ,  w h ic h  s e t  f o r th  th e  p r a c t ic a l  e f ­
fe c ts  o f th e  s o lu t io n s  d e sc r ib e d  in  th e  
te x t .
NOTES
T h e  C ity  a n d  C o u n ty  of S a n  F ra n c is c o  
h a s  re c e n tly  a d o p ted  a  n ew  C h a r te r ,  p re ­
p a re d  b y  a  B o a rd  of F re e h o ld e rs  re g ­
u la r ly  e lected , in  A u g u s t of 1930. S ince  
i ts  a d o p tio n  i t  h a s  b een  ap p ro v ed  by th e  
L e g is la tu re  a n d  i t  w ill ta k e  effect in  a ll 
of i ts  p ro v is io n s  a t  tw e lv e  o’c lock  noon, 
J a n u a ry  8, 1932. A  c o m m itte e  of c e r t i ­
fied p u b lic  a cc o u n ta n ts , c o n s is tin g  of W il­
l ia m  D olge, C h a irm a n , J o h n  F . F o rb e s  
a n d  F re d  B ullock , a s s is te d  th e  B o a rd  of 
F re e h o ld e rs  in  d r a f t in g  c e r ta in  sec tio n s  
of th e  C h a r te r , n o ta b ly  th o se  a ffec tin g  
th e  fin an ces of th e  c ity .
One in te re s t in g  p ro v is io n  of th e  C h a r­
t e r  is th e  m eth o d  by  w h ich  a  co m b in a tio n  
of th e  b en efits  o b ta in e d  th ro u g h  th e  u su a l 
M ayor o r a  C ity  M an ag er, th e  m eth o d  
u sed  in  m a n y  c itie s , is  effected. H e re ­
a f te r  S a n  F ra n c is c o  w ill h a v e  a  re g ­
u la r ly  e le c te d  M ayor w ho  w ill be  th e  so­
c ia l re p re s e n ta t iv e  of th e  C ity , a lso  th e  
p re s id in g  officer of i ts  le g is la tiv e  body 
a n d  th e  n o m in a l official h ead . H o w ev er, 
he  is  c h a rg e d  w ith  th e  re sp o n s ib ili ty  of 
a p p o in tin g  a  C h ief A d m in is tra t iv e  Offi­
cer, d ra w in g  a  la rg e r  s a la ry  th a n  a n y  
o th e r  official a n d  c h a rg e d  w ith  th e  r e ­
sp o n s ib i l ity  fo r  th e  a d m in is t r a t io n  of 
c iv ic  a ffa irs .
S ec tio n  68 p ro v id es : “ T h e  b o a rd  of 
su p e rv iso rs  s h a ll  o rd e r  a n  a n n u a l  a u d it  
of th e  c o n tro l le r ’s books of acco u n ts , re c ­
o rd s  an d  t ra n s a c tio n s ,  to  be  m ad e  by  o ne  
o r m o re  ce rtif ied  p u b lic  a cc o u n ta n ts . T h e  
re p o r t  of su c h  a u d ito r  o r  a u d ito rs  fo r  th e  
fiscal y e a r  sh a ll  be  p r in te d  a n d  a  copy 
th e re o f  fu rn is h e d  to  th e  M ayor, e ach  
m em b er of th e  b o a rd  of su p e rv iso rs , th e  
c h ie f  a d m in is t r a t iv e  officer, th e  c o n tro l­
le r  a n d  to  su ch  c itiz e n s  a s  m a y  a p p ly  
th e re fo r .”
S ec tio n  66 p ro v id es  fo r  a n  in te rn a l  
a u d it  by  th e  c o n tro lle r  of th e  a cc o u n ts  
of b o a rd s, officers a n d  em p lo y es c h a rg e d  
in  a n y  m a n n e r  w ith  th e  c u sto d y  o r  d is­
b u rse m e n t of fu n d s . T h e  o u ts id e  a u d i t  
of th e  c o n tro l le r ’s re co rd s  se rv es  to  f u r ­
n ish  p ro te c tio n  of a n  in d e p e n d e n t p ro fe s ­
s io n a l n a tu re .
S ec tio n  128 p ro v id es  fo r  th e  c re a tio n  
a n d  m a in te n a n c e  of a  D e p re c ia tio n  R e­
se rv e  F u n d  fo r  each  u t i l i ty  w i th in  th e  
ju r is d ic t io n  of th e  P u b lic  U ti l i t ie s  C om ­
m issio n .
T h ro u g h o u t th e  e n ti r e  C h a r te r  ev i­
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dence is  seen  of th e  se rv ice  re n d e re d  th e  
c ity  a n d  c o u n ty  by  th e  A c c o u n ta n ts ’ Com ­
m itte e .
A t th e  co m m en cem en t e x erc ises  of th e  
B e n ja m in  F r a n k l in  U n iv e rs ity , W a sh in g ­
to n , D. C., h e ld  F r id a y  ev en in g , J u n e  19, 
th e  C o m m en cem en t A d d ress  w as de liv ­
e re d  by  H o m e r S t. C la ir  Pace, E d ito r  of 
T h e  A m e r ic a n  A c c o u n ta n t.
T h e  d eg ree  of M a s te r  of C o m m erc ia l 
S c ience  w as a w a rd e d  to  H e n ry  J . B o rn ­
ho fft, A s s is ta n t  P ro fe sso r  of A cco u n tin g , 
B o s to n  U n iv e rs ity .
S t. J o h n ’s College, B ro o k ly n , in  connec­
t io n  w ith  i ts  co m m en cem en t ex erc ises , 
gave  th e  h o n o ra ry  d eg ree  of L L . D. to  
D e a n  Jo sep h  C. M yer.
L ew i G lu ick , e d ito r  of o u r  “ T a lk in g  
S h o p ” d e p a rtm e n t, recen tly  g ave  tw o  
le c tu re s  to  th e  s tu d e n ts  a t  R id e r  College, 
T re n to n , N. J .
H e r r m a n n  H e rs k o w itz ,  C. P . A ., o f 
N e w  Y o rk  a n d  a  m e m b e r  o f  T h e  A m e r­
ic a n  S o c ie ty , h a s  re c e iv e d  th e  d e g re e  
of M a s te r  o f C o m m e rc ia l  S c ien ce  f ro m  
th e  S ch o o l o f C o m m e rc e , A c c o u n ts , 
a n d  F in a n c e  o f  N ew  Y o rk  U n iv e rs ity .
In  th e  Ju n e  n u m b e r of B u s in e s s  B r ie f s  
re fe re n c e  is m ad e  to  a n  a r t ic le  a p p e a r in g  
in  T h e  R o ta r ia n  fo r  M ay, by  C h a rle s  F . 
K e t te r in g  on “B u s in e ss  N eeds a  N ew  
B ro o m .” W e quo te  o ne  p a ra g ra p h :
“ In  th e  G en era l M oto rs R e se a rc h  L ab ­
o ra to r ie s  w e h a v e  a  m o tto  w h ich  re ad s , 
'T h e  S h e riff’s D oor I s  th e  G re a te s t  I n ­
c en tiv e  to  S ound  T h o u g h t.’ I t  is  o n ly  in  
th e  econom ic s tre s s  of h a v in g  to  do a  
th in g  th a t  o u r lazy  m in d s  becom e la sh ed  
in to  e n o u g h  e n e rg y  to  g e t dow n to  re a l 
w o rk .” ----------
T h e  A sso c ia ted  P re s s  fo r  J u ly  2, 1931, 
c a r r ie d  th e  fo llo w in g  fro m  B erk eley , C a li­
fo rn ia :
“B o o k k eep ers  b u n g led  a n d  so m e tim es 
ju g g led  th e i r  a cc o u n ts  a n d  s te n o g ra p h e rs  
w e re  p oor sp e lle rs  4,000 y e a r  ago, P ro fe s ­
s o r  H . H . L u tz , of th e  U n iv e rs ity  of C ali­
fo rn ia  h a s  fo u n d . H e  sa id  to d a y  he  h a d  
t r a n s la te d  200 leg a l a n d  econom ic  docu­
m e n ts  du g  o u t of th e  ru in s  of th e  a n c ie n t 
c ity  of A sh jab y , in  A sia  M inor. One ac­
c o u n t e sp e c ia lly  in te re s t in g , t h a t  he  
fo und , w as th e  re p o r t  of I lu sh u -N a s ir , a  
b u s in e ss  m an  of 1,860 y e a rs  b e fo re  th e  
b i r th  of C h ris t . Y e ars  w e re  c o u n ted  fro m  
im p o r ta n t  ev en ts , su ch  a s  th e  y e a r  w h en  
“ th e  K in g  succeeded  in  m a r ry in g  off h is  
o ld  m a id  d a u g h te r .”
A M E R IC A N  IN ST IT U T E  OF  
B A N K IN G
T h e  S e c re ta ry , r e tu r n in g  fro m  th e  45th 
re u n io n  of h is  co llege class, coup led  w ith  
a  m e e tin g  of th e  M ich ig an  S ta te  B o a rd
of A cco u n tan cy , sp e n t T h u rsd a y , Ju n e
11, a t  P i t ts b u rg h  in  a tte n d a n c e  u p o n  th e  
29 th  a n n u a l  co n v en tio n  of th e  A m erican  
I n s t i tu te  of B a n k in g , a  se c tio n  of th e  
A m e ric an  B a n k in g  A sso c ia tio n . A bou t 
s ix te e n  h u n d re d  r e p re se n ta t iv e s  fro m  223 
c h a p te rs  w e re  p re se n t. T h e  c o n v en tio n  
occupied  fo u r  fu ll day s. M ost of th e  
p ro g ra m s  w ere  of in te re s t  to  a c c o u n ta n ts  
a s  w ell a s  to  b a n k e rs . In  a d d itio n  to  
g e n e ra l m ee tin g s , d e p a r tm e n ta l  c o n fe r­
ences w ere, seem in g ly , c o n tin u a lly  in  ses­
sion . T h ese  co n fe ren ces co vered  th e  sub ­
jec ts  of A u d its  a n d  A cco u n tin g , B an k  
A d m in is tra tio n , B u s in e ss  D ev elo p m en t 
a n d  A d v e rtis in g , C re d its , C h a p te r  A d­
m in is tra tio n , C h a p te r  P u b lic ity , D ebate , 
D ep o sit F u n c tio n s , In v e s tm e n ts  a n d  I n ­
v e s tm e n t B a n k in g , P u b lic  E d u ca tio n , 
P u b lic  S p eak in g , S av in g s  B a n k in g , a n d  
T r u s t  F u n c tio n s . One sp ec ia l co n feren ce  
fo r  th e  w om en  m em b e rs  w a s  he ld .
T h e  c o n fe ren ces  on  A u d its  a n d  A c­
c o u n tin g  w e re  led  b y  A r th u r  J . L in n , C. 
P . A., C o n tro lle r  of th e  F ed e ra l-A m e ri­
can  N a tio n a l B a n k  an d  T r u s t  C om pany  
of W ash in g to n , D. C., a n d  a  m em b er o f 
th e  D is t r ic t  of C o lum bia  In s t i tu te .  T w o 
of th e  su b je c ts  d isc u sse d  in  th o se  con­
fe re n c es  w e re  p re se n te d  by  m em b ers  of 
T h e  A m e ric an  Socie ty . R . D. B ond, of 
D e tro it , d iscu ssed  “ In co m e  T a x  P ro b ­
lem s of B a n k s” a n d  W m . H . B ell, of N ew  
Y ork, d iscu ssed  “A cco u n tin g  R e p o rts  fo r  
E x ec u tiv e  C o n tro l.” O th e r sp e a k e rs  in  
th o se  co n fe ren ces w e re  F r a n k  G rayson , 
A u d ito r  of th e  F e d e ra l  R ese rv e  B a n k  of 
C lev e lan d ; W illia m  H . L in d say , C o n tro l­
le r , P ro v id e n t  T r u s t  C om pany  of P h i la ­
d e lp h ia ; G eorge D. G rim m , A u d ito r, th e  
N a tio n a l S h a w m u t B a n k  of B o sto n ; an d  
A r th u r  K . Schulz, A s s is ta n t  C o n tro lle r , 
C hase  N a tio n a l B an k , C ity  of N ew  Y ork.
O ne of th e  p a p e rs  of sp ec ia l in te re s t  
to  a c c o u n ta n ts  w as g iv en  in  th e  C re d its  
C onference, T h u rsd a y  a f te rn o o n , by  S id ­
n e y  B. C ongdon, V ice P re s id e n t, B a n k  
of P it ts b u rg h , on “A c c o u n ta n ts ’ R e p o rts  
a n d  C e rtif ica te s  fro m  th e  S ta n d p o in t of 
th e  C re d it M an .”
T h e  S e c re ta ry  w as e sp ec ia lly  in te re s te d  
in  th e  d e sc rip tio n  g iv en  by  B ir l  E . S h u ltz , 
E d u c a tio n a l D ire c to r  of th e  N ew  Y ork  
S tock  E x ch an g e , of th e  v a r io u s  w ay s in  
w h ich  in d u s try  h a d  developed  m eth o d s  
b y  w h ich  i ts  p e rso n n e l w as b e in g  con­
t in u a lly  im p ro v ed  th ro u g h  e d u ca tio n a l 
a c tiv it ie s . H e  g av e  th e  A m e ric an  B a n k ­
e rs  A sso c ia tio n  c re d it  fo r  h a v in g , in  th e  
f irs t in s tan c e , th ro u g h  th e  A m e ric an  I n ­
s t i tu te  of B a n k in g , p ro v id ed  a n  ed u ca ­
tio n a l  p la n  fo r  i ts  e n t i r e  p e rso n n e l. H e  
re fe r re d  to  th e  fa c t  t h a t  tw ic e  a  m o n th , 
a t  th e  S to ck  E x ch a n g e , th e r e  w e re  m ee t­
in g s  of r e p re se n ta t iv e s  f ro m  se v e n te en  
le a d in g  in d u s tr ie s  w h o  cam e to g e th e r  fo r  
th e  p u rp o se  of e x c h a n g in g  e x p e rien c e s  in  
th e i r  e d u c a tio n a l p la n s  of th e  p re ce d in g  
fo r tn ig h t  a n d  a s s is t in g  each  o th e r  in  th e  
dev elo p m en t of b e t te r  m e th o d s  fo r  im ­
p ro v in g  th e  p e rso n n e l. T w o o u ts ta n d in g  
s ta te m e n ts  w ere  m ad e  in  th is  a d d re ss . 
F i r s t ,  “ I t  is  difficult to  e n th u s e  th e  y o u n g  
fe llow  to  s tu d y  if  th e  lazy  fe llow s g e t 
a h e a d  e q u a lly  w e ll.” T h is  fa c t  em ­
p h a size s  th e  n e c e ss ity  fo r  p e rso n n e l d i­
re c to rs  in  b u s in e ss  o rg a n iz a tio n s  k e ep in g  
in  to u ch  w ith  e d u c a tio n a l e ffo rts. Second, 
“E d u c a tio n a l p la n s  h a v e  developed  m o re  
r a p id ly  th a n  u su a l d u r in g  th e  p re se n t  
p e rio d  of d ep re ss io n .” A d v a n tag e  h as  
been  ta k e n  o f th e  s p a re  t im e  w h ich  th e  
em p lo y es h av e  h a d  to  p re p a re  th e m  b e t­
t e r  to  h a n d le  th e  in c re a se d  b u s in e ss  
w h ic h  w ill c e r ta in ly  follow .
T h is  la s t  su g g e s tio n  w as  e m p h asized  
by  H a ro ld  S to n ie r , E d u c a tio n a l D ire c to r  
of th e  I n s t i tu te ,  w h o  m a in ta in e d  t h a t  th e  
r e tu r n  of p ro s p e r i ty  w ill be d ue  to  th e  
fa c t t h a t  in  tim e s  of a d v e rs i ty  people  
th in k  su b je c tiv e ly . I n  t im e s  of p ro s ­
p e r i ty  th e y  a re  n o t a s  a  w h o le  in c lin e d  
to  t h in k  m u ch  a t  a ll. T h e  p a n ic k y n ess  
of th e  p re se n t  is  d u e  la rg e ly  to  a  p la n ­
less  p a s t.
R. H . R e in h a rd , V ice -P re s id en t of th e  
M e rca n tile  C om m erce  B a n k  a n d  T ru s t  
C om pany , S t. L ou is , m a in ta in e d  t h a t  d i­
r e c to ra te s  of m a n y  b a n k s  lac k  in tim a te  
u n d e rs ta n d in g  of th e  p ro b lem s of th e  
b a n k s  w hose  d ire c to rs  th e y  a re . H e  su g ­
g e sted  th a t  b a n k s  w e re  e s tab lish e d  n o t  to  
p ro m o te  c o rp o ra tio n s  o r sy n d ica tes , 
o p e ra te  fa rm s , p ro v id e  lo an s  fo r  officers, 
d ire c to rs  o r em ployes, b u t  a s  a  m ea n s  of 
u t i l iz in g  th e  d ep o sits  of m an y  fo r  th e  
benefit of th e  c o m m u n ity . W h ile  m a in ­
ta in in g  th a t  b a n k  officials w e re  a s  a  ru le  
h o n e s t a n d  t r u s t  w o rth y , h e  reco m m en d ed  
th a t  th e  d ire c to rs  em ploy  a n  a u d ito r  w ho 
re p o rte d  d ire c tly  an d  ex c lu siv e ly  to  th e  
B o a rd  o r e lse  a r ra n g e  fo r  a  p e rio d ica l 
a u d it  b y  a n  in d e p e n d e n t p ro fe ss io n a l 
a c c o u n ta n t.
A r th u r  K . Schulz, th e  A s s is ta n t  C on­
tr o l le r  of th e  C h ase  N a tio n a l B a n k  of 
th e  C ity  of N ew  Y ork , sp e a k in g  on  th e  
su b jec t, “R e q u ire m e n ts  of A c co u n tin g  
a n d  A u d it in g  P e rso n n e l,” w h ile  a d m it­
t in g  th a t  few  fields in  b a n k in g  a d m it  of 
a s  b ro a d  co n ta c ts , developed  th e  id ea  
t h a t  th e  te n d e n c y  of th e  a u d ito r  to  be  
to o  a n a ly t ic  a n d  to  devo te  too  m u ch  a t ­
te n t io n  to  d e ta il  h a d  o ften  p ro d u ced  a  
n e g a tiv e  p e rso n a li ty  w h ic h  o u g h t n o t  to  
be  en co u rag ed . T h e  p re se n ta tio n  of ac­
c o u n tin g  a n d  econom ic  h is to ry  is  n o  
lo n g e r  su ffic ien t in  th e  b a n k in g  field. I t  
offers a n  ex ce llen t b a c k g ro u n d  b u t  th e re  
m u s t  be  a  fo rw a rd  look. T h e  a u d ito r  
a n d  th e  a c c o u n ta n t m u s t be w ell g ro u n d e d  
in  u n d e r ly in g  econom ic  p r in c ip le s  a n d  
m u s t h a v e  a  su ffic ien t in s ig h t  in to  h u m a n  
n a tu r e  so  t h a t  h e  c an  a llo w  h is  im a g in a ­
t io n  to  p la y  c o n s tru c tiv e ly  in  th e  re ­
p o r ts  w h ic h  a re  p re p a re d . A d v an ce  e f­
fo r t  on th e  p a r t  of an  e n ti re  o rg a n iz a ­
t io n  c a n n o t be s t im u la te d  w ith o u t som e­
th in g  to  sh o o t a t  a n d  th e  a u d ito r  a n d  ac­
c o u n ta n t  sh o u ld  be  ab le  to  p o in t th e  w ay.
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T h e  lo u r  e s se n tia ls  in  w h ic h  a u d ito rs  
sh o u ld  he  g ro u n d e d  a re  acc o u n tin g , E n g ­
lish , econom ics, a n d  psychology . W e 
c a n n o t escap e  re c o rd s ; w e m u s t be ab le  
to  in te r p r e t  th em . In  r e a l i ty  c h ec k in g  
is  n o t a n  a u d it  fu n c tio n  b u t r a th e r  a n  
o p e ra tin g  fu n c tio n . In te r p r e t in g  is  n o t 
a n  o p e ra t in g  fu n c tio n  b u t  r a th e r  a n  a u d it  
fu n c tio n . P ro p e r  in te r p r e ta t io n  w ill de­
p e n d  on th e  a c c u ra c y  of th e  re co rd s , th e  
le g a lity  of th e  p re v io u s  a n d  p ro p o sed  
a c tio n s , an d  th e  so u n d n e ss  of th e  su g ­
g ested  policy.
O ne of th e  m o st in te r e s t in g  fe a tu re s  
of th e  co n v en tio n  w as th e  P u b lic i ty  E x ­
h ib i t .  T h is  e x h ib it  c o n sis ted  la rg e ly  of 
sa m p le  cop ies of m o n o g rap h s  p re p a re d  
by v a r io u s  c h a p te rs  a n d  c lip p in g s  fro m  
th e  lo ca l p a p e rs  c o n c e rn in g  loca l c h a p te r  
a c tiv it ie s . I t  w as n o ted  th a t  th e  p re ss  
h a d  in  som e c itie s , th ro u g h  a  y e a r , de­
v o ted  th e  e q u iv a le n t of a  s in g le  new s­
p a p e r  p age  to  th e  a c t iv it ie s  of th e  local 
c h a p te r  of th e  A m e ric an  I n s t i tu te  of 
B a n k in g . In  o th e r  c it ie s  th e  e q u iv a len t 
o f  tw o  e n ti r e  n e w sp a p e r p ag es h a d  been  
g iv en  to  th e se  a c t iv it ie s , an d  in  one 
c ity  th e  c lip p in g s  p ra c t ic a lly  covered  
th re e  n e w sp a p e r  p ages. T h is  w as in  
m a rk e d  c o n tra s t  to  w h a t is  u su a lly  fo u n d  
in  th e  w ay  of p u b lic ity  fo r  th e  a c tiv it ie s  
of c h a p te rs  of S ta te  S o c ie ties  of C ertified  
P u b lic  A c co u n ta n ts  a n d  ev en  of th e  S ta te  
S o c ie tie s  th em se lv es  w h e re , in  m an y  cases 
th a t  co u ld  be c ited , th e  n e w sp a p e rs  h ave  
n o t c a r r ie d  ev en  th e  a n n o u n c e m e n t of 
th e  fa c t  t h a t  th e r e  h a s  b een  a n  a n n u a l 
m e e tin g  a n d  t h a t  a  n e w  se t of officers 
h a s  b een  e lec ted  fo r  th e  e n su in g  y ea r.
T h e re  is  n o  m o re  n ew s in  a  m e e tin g  of 
a  c h a p te r  of th e  A m e ric an  I n s t i tu te  of 
B a n k in g  th a n  th e re  is  in  a  m e e tin g  of a  
c h a p te r  of ce rtif ied  p u b lic  a c c o u n ta n ts . 
In  fa c t, v e ry  o ften  fro m  a  new s an g le  
th e  m e e tin g  of a c c o u n ta n ts  h a s  a  m u ch  
g re a te r  g e n e ra l new s in te re s t .  T h e  c h ap ­
te r s  of th e  A m e ric an  I n s t i tu te  of B a n k ­
in g  h av e  b een  e d u ca te d  to  th e  v a lu e  of 
th e se  g ro u p  a n n o u n ce m e n ts . T h e  ch ap ­
te r s  of ce rtified  p u b lic  a c c o u n ta n ts  h av e  
no t. N ew sp ap e rs  do n o t sen d  re p o r te r s  
to  m e e tin g s  of th is  ty p e  of o rg a n iz a tio n  
excep t on in v ita tio n  b u t  n e w sp a p e rs  w ill 
u tiliz e  m a te r ia l  w h ic h  is p re p a re d  fo r  
th e m  p ro v id ed  i t  h a s  a  n ew s v a lu e , w h ich  
m ea n s  th a t  i t  m u s t n o t  h a v e  becom e 
“s ta le ” a n d  th a t  th e re  m u s t be a  p u b lic  
“ to u ch .” T h e  fa c t  t h a t  i t  is  so m e tim es  
n e ce ssa ry  fo r  T H E  C E R T IF IE D  PU B L IC  
ACCO UNTAN T to  m ak e  th re e  in q u ir ie s  of 
a  S ta te  S o c ie ty  a s  to  th e  r e s u l t  of th e  
a n n u a l  e lec tio n  is  a n  in d ic a tio n  of th e  
v a lu e  w h ic h  som e a c c o u n ta n ts  p lac e  on 
th e  efficiency of th e i r  o rg a n iz a tio n .
TH E M ED IC A L PR O FE SSIO N
A c co u n ta n ts  so m e tim es  d e c la re  t h a t  
th e i r  p ro fe ss io n  h a s  n o t a d v an ced  as
ra p id ly  a s  i t  sh o u ld . T IM E , in  i t s  issu e  
fo r  A p ril 6 th , c o n ta in ed  th e  fo llo w in g  
s ta te m e n t  fo llo w in g  th e  re c e n t  m ed ica l 
co n v en tio n  h e ld  a t  B a ltim o re .
I t  is  d ifficu lt fo r  a  d o c to r to  g e t in to  
th e  A m e ric an  C ollege of P h y s ic ia n s  or 
th e  A m e ric an  C ollege of S u rg eo n s. Of 
157,906 licen sed  d o c to rs  in  th e  U. S., on ly  
98,800 b e lo n g  to  th e  A m e ric an  M edical 
A sso c ia tio n . M em b ersh ip  in  th e  C ollege 
of P h y s ic ia n s  is  b u t  2,300, in  th e  C ollege 
of S u rg e o n s  o n ly  9,858. L a s t w eek  366 
new co m ers w e re  accep ted  a s  F e llo w s of 
th e  C ollege of P h y s ic ia n s  w h en  i t  m e t 
in  B a ltim o re .
T h ey  to o k  a  seem ly  o a th : “ . . . I  p led g e  
m y se lf . . .  to  c o n s id e r  e v e r p r im a ry  to  
m y ow n, th e  w e lfa re  of p a tie n ts  dep en d ­
e n t  up o n  m y  p ro fe ss io n a l kno w led g e  a n d  
s k ill;  e v e r  to  re sp e c t th e  in te re s ts  an d  
r e p u ta tio n s  of m y  co lleag u es; a s  oc­
c as io n  re q u ire s , to  su p p le m e n t m y  ow n 
ju d g m e n t w i th  th e  w isd o m  a n d  co u nse l 
of c o m p e ten t m ed ica l sp e c ia lis ts ;  to  re n ­
d e r  m y  a ss is ta n c e  w illin g ly  to  m y  col­
lea g u es ; to  e x te n d  free ly  m y  p ro fe ss io n a l 
a id  to  th e  u n fo r tu n a te , th e  p o o r a n d  th e  
n eed y ; to  a d v an c e  s te a d ily  in  kno w led g e  
by th e  r e a d in g  of a u th o r i ta t iv e  m ed ica l 
l i te r a tu re ,  by  a tte n d a n c e  a t  im p o r ta n t  
g a th e r in g s  of m ed ica l m en, b y  p o s tg ra d ­
u a te  in s t ru c t io n  fro m  m en  of em in en ce  
a n d  p o sitio n , a n d  by  th e  fre e  in te rc h a n g e  
of e x p erien ce  a n d  o p in io n  w ith  m y  a s ­
so c ia tes .
“F u r th e r ,  I  p ro m ise , in so fa r  a s  in  m e 
lies, to  sh u n  th e  p u b lic  p re ss  o r  p u b lic  
g a th e r in g s  of lay m e n  w h e re  m y  a t t i tu d e  
m ig h t be  re g a rd e d  a s  se e k in g  self-ad ­
v a n ce m e n t; to  av o id  se lfish n ess a n d  com ­
m e rc ia lism  in  m y  p ro fe ss io n a l p ra c tic e ; 
to  in flu en ce  p a tie n ts  to  a p p re c ia te  th e i r  
f in an c ia l re sp o n s ib ili t ie s  to  th e i r  m ed ica l 
a d v is e rs ;  to  a d ju s t  m y  co m p e n sa tio n  to  
th e  c irc u m s ta n c e s  c o m m e n su ra te  w ith  
th e  se rv ice s  re n d e re d  a n d  to  av o id  d is­
c re d itin g  m y  p ro fe s s io n  by  se e k in g  u n ­
w a r ra n te d  c o m p en sa tio n . . . .”
A lth o u g h  n ew  F e llo w s sw o re  to  con­
su lt  sp e c ia lis ts  a n d  hoped  th a t  th e i r  fe l­
lo w sh ip s  su g g e s te d  e x p e rtn e s s  in  som e 
m ed ica l sp e c ia lty , th e  o u tg o in g  p re s id e n t  
of th e  C ollege, D r. S yd n ey  R o b o th am  M il­
le r  of B a ltim o re , lam m ed  th e  sp e c ia lis ts :  
“W e h a v e  a lto g e th e r  to o  m a n y  sp e c ia lis ts  
a n d  th e  field is  overcro w d ed  by  too  m an y  
in co m p e te n t sp e c ia lis ts . I  m ay  ad d  th a t  
n o  sp e c ia lis t  is  c o m p e ten t u n less  he  h a s  
h a d  se v e ra l y e a rs  of g e n e ra l p ra c tic e .”
I t  w ill b e  n o ted  th a t  a b o u t 62½ p e r  
c en t of th e  lic e n sed  d o c to rs  in  th e  
U n ited  S ta te s  m a in ta in  m em b e rsh ip  in  
th e  A m e ric a n  M edical A sso c ia tio n , th e  
n a tio n a l  body . I t  w ill a lso  be n o ted  t h a t  
m em b e rsh ip  in  th e  C ollege of P h y s ic ia n s  
a n d  in  th e  C ollege of S u rg eo n s, p ro fe s­
s io n a l o rg a n iz a tio n s  to  w h ich  d o c to rs  a re  
a d m itte d  b ased  on  su ccess fu l p ra c tic e , 
r e p re se n te d  b u t  121-3 p e r  c e n t of th e
m em b e rsh ip  in  th e  A m e ric an  M edical A s­
so c ia tio n . T h e  h ig h  id ea ls  su g g e ste d  in  
th e  “seem ly  o a th ,” a s  w ell a s  th e  com ­
m e n t on sp e c ia lis ts , sh o u ld  be  in te r e s t ­
in g ly  c o n s id e re d  by a c c o u n ta n ts .
TH E  L E G A L  P R O FE SSIO N
On se v e ra l o ccasions w e h a v e  com ­
m en te d  on th e  s i tu a t io n  in  C a lifo rn ia , 
w h e re  T h e  S ta te  B a r  of C a lifo rn ia  fu n c ­
tio n s  a s  b o th  th e  L aw  B o a rd  a n d  S ta te  
S o c ie ty  u su a lly  fo u n d  in  o th e r  s ta te s , a n d  
h av e  su g g e s te d  th a t  th is  m e th o d  looked  
to  be  th e  m o st sen s ib le  sch em e  of p ro ­
fe ss io n a l co n tro l, w h ich  h a s  been ad o p ted  
in  a n y  S ta te  by  a n d  fo r a n y  p ro fess io n .
T h e  la s t  le g is la tu re  p a sse d  se v e ra l 
am e n d m e n ts  reco m m en d ed  b y  i ts  B o a rd  
of G overn o rs. T h e  e d u ca tio n a l s ta n d ­
a rd s  w ill h e re a f te r  be  d e te rm in e d  b y  th e  
B o a rd  of G o v e rn o rs w ith  th e  a p p ro v a l of 
th e  S u p re m e  C o u rt, th e  law  p ro v id in g  
a  m ax im u m  re q u ire m e n t in s te a d  of  a  
m in im u m  re q u ire m e n t, a s  h e re to fo re . 
T h e  B o a rd  is now  p e rm it te d  to  re q u ire  a t ­
to rn e y s  fro m  o th e r  s ta te s  se e k in g  a d m is­
s io n  in  C a lifo rn ia  to  ta k e  a n  e x a m in a tio n  
if  th e  B o a rd  deem s i t  d e s irab le . A n  u n ­
su ccess fu l a p p lic a n t is h e re a f te r  p e r ­
m it te d  to  in sp e c t h is  p a p e rs  a n y  tim e  
w ith in  a  p e rio d  of fo u r  m o n th s  a f te r  th e  
r e s u lts  of th e  e x a m in a tio n  h a v e  b een  a n ­
n o u nced .
T h e  o c cu p a tio n  of a tto rn e y  am b u lan ce  
c h a se rs  w as g re a t ly  p ro sc r ib ed  by  th e  re ­
p ea l of th e  old sec tio n  re la t in g  to  a d ­
ju s te r s  a n d  th e  e n a c tm e n t of a  p ro v is io n  
th a t  “A n y  c o n tra c t  fo r  p ro fe s s io n a l se rv ­
ices se c u re d  by a n  a tto rn ey -a t- la w  in  th is  
S ta te  th ro u g h  th e  se rv ice s  o f a  r u n n e r  o r 
c a p p e r  sh a ll  be  vo id .” T h e  S ta te  B a r  w as 
su ccess fu l in  se c u rin g  th e  e n a c tm e n t of 
a n  e n ti r e ly  new  a n d  m o d e rn  c o rp o ra tio n  
law , a s  w e ll a s  a  n ew  p ro b a te  code.
F ro m  th e  J u ly  issu e  of T h e  S t a t e  B a b  
J o u r n a l  w e qu o te  a  h ig h ly  su g g e s tiv e  
sen ten ce , “ I t  h a s  b een  d e fin ite ly  se ttle d  
t h a t  th e  w o rk  of th e  S ta te  B a r  is  fo r  th e  
b enefit of th e  p u b lic  a t  la rg e  r a th e r  th a n  
th e  in d iv id u a l m em b ers , w h o  a re  s e r ­
v a n ts  of th e  law  w ith  a  f ra n c h is e  to  
s h a r e  in  th e  a d m in is t r a t io n  of ju s t ic e .”
In  th is  co n n ec tio n  i t  is  n o ted  th a t  In ­
d ian a , a f te r  a  le n g th y  fight, w as fin a lly  
su ccess fu l in  re p e a lin g  a  p ro v is io n , p laced  
in  i ts  C o n s titu tio n  in  1847, u n d e r  w h ich  
e v e ry  re g is te re d  v o te r  of good m o ra l 
c h a ra c te r  w as p e rm it te d  to  se c u re  a 
lic e n se  to  p ra c tic e  law . I t  i s  t r u e  th a t  
n o t e v e ry  c itiz e n  of good m o ra l c h a ra c ­
t e r  h a s  a v a ile d  h im se lf  o f th is  o p p o r­
tu n i ty  b u t  law y e rs  w e re  tu rn e d  o u t in  
I n d ia n a  th ro u g h  a  lo n g  p e rio d  of y e a rs  
w ith o u t  a n y  d e fin ite  s ta n d a rd s , a ll  of 
w h ich  w as ch an g ed  by  th e  1931 le g is la ­
tu re .
E ls e w h e re  in  th is  issu e  w e  p re s e n t  th e  
dec isio n  of th e  I l lin o is  S u p rem e  C o u rt r e ­
256 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T August,
fe rre d  to  in  a n  e d ito r ia l  la s t  m o n th . 
W h ile  th e  I l lin o is  S u p re m e  C o u rt h a s  
th u s  gone on re co rd  a s  n o t c o u n te n a n c in g  
leg a l p ra c tic e  by c o rp o ra tio n s , th e  S u ­
p re m e  C o u rt of G eo rg ia  re c e n tly  h a n d ed  
d o w n  a  d ec is io n  in  w h ic h  th e y  reco g n ize  
th e  r ig h t  of a  c o rp o ra tio n  to  p ra c tic e  
law  b ecause  of th e  fa c t th a t  in  th e  S ta te  
of G eo rg ia  no  s ta n d a rd  of leg a l p ra c tic e  
h a s  been  en ac te d .
C REDIT CONTROL
T h e  U n ite d  S ta te s  D a ily  fo r  W ed n es­
day, M ay 20, c o n ta in e d  a s  i ts  le a d in g  a r ­
tic le  th e  fu ll  te x t  of a n  a d d re ss  d e liv e red  
be fo re  th e  C re d it  A sso c ia tio n  of W es t­
e rn  P e n n sy lv a n ia  a t  P i t ts b u rg h , by  D r. 
J u l iu s  K le in , A ss is ta n t S e c re ta ry  of 
C om m erce, f ro m  w h ic h  w e m ak e  th e  fo l­
lo w in g  q u o ta tio n s  a s  b e in g  of sp ec ia l 
in te r e s t  to  o u r  r e a d e rs :
“E v e ry  d e p ress io n  in  o u r h is to ry  h a s  
been  c h a ra c te riz e d  b y  th e  su d d e n  c u r ta i l ­
m e n t of c re d it,  f u r th e r  a g g ra v a tin g  in ­
d u s tr ia l  in a c tiv ity , d isc o u ra g in g  n e w  en ­
te rp r is e , a n d  in c re a s in g  u n em p lo y m en t. 
Y et th e  e v ils  of e a sy  c re d it  a n d  in fla tio n  
in  boom  tim e s  a re  p ro b a b ly  n o t  g re a te r  
th a n  th e  b a n e fu l re s u l ts  of fo rce d  col­
lec tio n s , h a s ty  c a lls  o f lo an s  a n d  u n ­
w ise  d e n ia ls  of c re d it  in  t im e s  of c ris is , 
d u e  to  p a n ic k y  a n d  d iso rg a n iz ed  c re d it  
ex ecu tiv e s.
“ I t  is no  lo n g e r suffic ien t to  m e a su re  
a  b u y e r’s c la im  fo r c re d it  in  te rm s  of th e  
t r a d i t io n a l  ‘th re e  Cs.’ H e  m u s t  look  be­
yon d  C ap ac ity , C a p ita l a n d  C h a ra c te r  of 
th e  in d iv id u a l;  he  m u s t ad d  a n o th e r  ‘C’ 
to  th e  l is t—a  ‘C’ fo r  C u r re n t  C o n d itio n s.
“P ro b a b ly  th e  m o st p o te n t c au se  of 
fa ilu re  in  th e  r e ta i l  b u s in e ss  lie s  in  th e  
insufficiency  of e x p erien ce , o r th e  in ­
a b il i ty  to  le a rn  fro m  ex p erien ce , r a th e r  
th a n  d ish o n e s ty  o r  th e  s t r i f e  of com pe­
t i t io n .
“ O ur s tu d ie s  in  v a r io u s  c it ie s— se a rc h ­
in g  s tu d ie s  th a t  p ro b ed  to  th e  v e ry  b o t­
tom  of c o n d itio n s— show ed  t h a t  m o st of 
th e  re ta i le r s  th a t  fa ile d  k e p t no  reco rd s. 
O ut of 43 cases of b a n k ru p tc y  s tu d ie d  in  
one e a s te rn  c ity , o n ly  te n  of th e  m e r­
c h a n ts  to o k  r e g u la r  in v e n to r ie s  a n d  on ly  
s ix  k e p t books th a t  cou ld , u n d e r  te s t,  be 
co n sid e red  a d eq u a te . H ow  c an  a n y  re ­
ta i l e r  p roceed  in te llig e n tly , a n d  w ith  due 
d isc r im in a tio n , w h en  th e  v e ry  b ase s  of 
h is  b u s in e ss  a re  e n sh ro u d e d  in  su ch  u n ­
c e r ta in ty ? ”
A N N O U N C EM EN TS
F . W . L a fre n tz  & C om pany, C ertified  
P u b lic  A c co u n ta n ts , a n n o u n ce  th e  rem o v ­
al of th e i r  P h ila d e lp h ia  office to  1500 
W a ln u t S tre e t, P h ila d e lp h ia , P a .
H a ro ld  B. B a rn e tt ,  C. P . A., a n n o u n ce s  
th e  sev e ran ce  of h is  co n n ec tio n  w ith  th e
firm  of P ace, G ore & M cL aren  a n d  th e  
c o n tin u a tio n  of h is  a c c o u n tin g  p ra c tic e  
u n d e r  h is  ow n n am e  a t  42 B ro ad w ay , 
N ew  Y o rk  C ity .
M o n tg o m ery  B. S te w a rt,  C. P . A., is  
now  lo ca ted  a t  1017 N. W est 23rd  S tre e t, 
O k lah o m a C ity , Okla.
L y le  W . H in e s , C. P . A., a n n o u n ce s  th e  
rem o v a l of h is  offices to  S u ite  517 M er­
c h a n ts  N a tio n a l B a n k  B u ild in g , S a in t 
P a u l, M in n eso ta .
Jo sep h  G. D ing le , C. P . A., a n n o u n c e s  
th e  o p e n in g  of a  b ra n c h  office in  S u ite  
209 W ill C o u n ty  N a tio n a l B a n k  B u ild ­
ing , Jo lie t , I llin o is , w i th  M r. B e rn a rd  F . 
M u e n tn ic h  a s  R e s id e n t M an ag er.
T h o m as & M oore a n n o u n ce  th e  r e ­
m oval of th e i r  offices to  S u ite  609-617 
T itle  G u a ra n te e  B u ild in g , 411 W est F i f th  
S tre e t,  L os A ngeles, C a lifo rn ia .
R o b e rt D av idson , C. P . A., G eorge N. 
A tk in so n , C. P . A., a n d  W ilso n  J . C o ttre ll,
C. P . A., a n n o u n c e  th e i r  a s so c ia tio n  to  
co n d u c t a  g e n e ra l a c c o u n tin g  p ra c tic e  a s  
R o b e rt D a v id so n  & Co., C ertified  P u b lic  
A cco u n tan ts , s u ite  717 D im e B a n k  B u ild ­
ing , D e tro it, M ich igan .
D. H . S h a p iro  C om pany , A c co u n ta n ts  
an d  A u d ito rs , a n n o u n ce  th e  rem o v a l of 
th e i r  offices to  1616 W a ln u t S tre e t, P h i la ­
d e lp h ia , P a .
D. E . S h o rt, J r . ,  a n d  O tis C. W illiam s, 
C ertified  P u b lic  A cco u n tan ts , an n o u n ce  
th e  fo rm a tio n  of a  p a r tn e r s h ip  fo r  th e  
g e n e ra l p ra c tic e  of a c c o u n tin g  w ith  o f­
fices a t  308-9 C o tto n  S ta te s  B u ild in g , 
N ash v ille , T en n essee .
M ax F in k , C. P . A., a n n o u n ce s  th a t  
h is  a d d re ss  h a s  b een  ch an g ed  to  450 Sev­
e n th  A venue, N ew  Y o rk  C ity .
E ll io tt ,  D av is & C o m p an y  a n n o u n ce  
th a t  t h e i r  B o sto n  office is n ow  lo ca ted  
a t  80 F e d e ra l S tre e t,  B o sto n , M ass.
A. L ee R a w lin g s  a n d  C om pany , C e rti­
fied P u b lic  A c co u n ta n ts , a n n o u n c e  th e  
ad m iss io n  a s  G en era l P a r tn e r s ,  L. E . 
W atso n , C. P . A., M an ag er o f th e  N o rfo lk , 
V irg in ia , office, a n d  G eorge R. Poole, C. 
P . A., M an ag er of th e  R a le ig h , N. C., 
office.
H o m er A. D u n n , C. P . A., h a s  m ailed  
to  th e  52 m em b ers of th e  C o m m ittee  on 
A rb itra t io n , of w h ic h  h e  is  c h a irm a n , a n d  
to  o th e rs , a n  a n n o u n c e m e n t of h is  r e ­
m oval on Ju ly  1, 1931, to  161 W est 16th  
S tre e t, N ew  Y o rk  C ity .
A. D. M acLeod, C. P . A., an n o u n ces  th e  
rem o v a l of th e  offices of A. D. M acLeod
a n d  C om pany  to  928 I. N. V an  N uys 
B u ild in g , L os A ngeles, C a lifo rn ia .
H o race  Scov ille  W ig g in s, C. P . A., a n ­
n o u n ces  th e  rem o v a l o f h is  offices to  612 
S h a rp  B u ild in g , L in co ln , N e b ra sk a .
O ste rw e il & O sh rin  a n n o u n ce  th e  a d ­
m iss io n  to  p a r tn e r s h ip  of Je ro m e  G ru h n , 
C. P . A., a n d  th e  ch an g e  in  th e  firm  n a m e  
to  O ste rw e il, O s h r in  & G ru h n , C ertified  
P u b lic  A c co u n ta n ts , 320 F i f th  A venue, 
N ew  Y o rk  C ity.
H. E . H u n g e rfo rd , C. P. A., is  now  lo ­
c a ted  a t  650 M ain  S tre e t,  H a r tfo rd ,  Con­
n e c ticu t.
A r th u r  G. S m ith  & C om pany  a n n o u n ce  
th e  rem o v a l of th e i r  offices to  1735 B o a t­
m e n ’s B a n k  B u ild in g , S t. L ou is , Mo.
M ark  V. L a rn e d , C. P . A., a n n o u n ce s  th e  
o p e n in g  of a n  office fo r th e  p ra c tic e  of 
p u b lic  a c c o u n tin g  on h is  ow n acc o u n t a t  
1314 R h o d e s-H a v e rty  B u ild in g , A tla n ta , 
Ga.
S am u el Selkow itz , C. P . A., a n n o u n ce s  
th e  re m o v a l of h is  office to  S u ite  1228, 
15 P a r k  R ow , N ew  Y o rk  C ity .
D av id  H . W eitze n fe ld  & C om pany , C er­
tified  P u b lic  A c co u n ta n ts , a n n o u n ce  th e  
o p e n in g  of th e i r  offices a t  608 S o u th  D e a r­
b o rn  S tre e t, T ra n s p o r ta tio n  B u ild in g , 
C hicago, I l l .
Jo h n  W . W a g n e r  a n d  R . L. Jo n es , C er­
tified  P u b lic  A c co u n ta n ts , a n n o u n ce  th e  
o p e n in g  of a n  office fo r  th e  g e n e ra l p ra c ­
tic e  of a cc o u n tin g , u n d e r  th e  firm  n am e  
of W ag n e r a n d  Jo n es , w ith  offices in  
th e  H om e B u ild e rs  B u ild in g , P h o en ix , 
A riz.
C lem  W . C ollins, M an ag er of R ev en u e  
of th e  C ity  a n d  C o u n ty  of D en v er fo r  th e  
la s t  e ig h t y e a rs , a n n o u n ce s  h is  r e tu r n  to  
a c tiv e  p ra c tic e  w ith  h is  firm , C ollins, W it­
t in g  & C om pany , C e rtified  P u b lic  Ac­
c o u n ta n ts , 1030 U n iv e rs ity  B u ild in g , D en­
ver, Colo.
Classified Advertisements
A d v e r tis in g  co p y  fo r  th is  p a g e  sh o u ld  be 
received  in  th e  office o f  T H E  C E R T I F I E D  
P U B L IC  A C C O U N T A N T  n o t l a t e r  t h a n  th e  
2 5 th  d a y  o f th e  m o n th  p re c e d in g  th e  m o n th  
of p u b lic a tio n . R a te s  fo r  “ H e lp  W a n te d ” and  
“ S i tu a t io n  W a n te d ,” $3.00 p e r  in c h  o r  f r a c ­
t io n  th e r e o f  (7  l in e s  to  a n  in c h )  fo r  o n e  in ­
s e r t io n . T h e  r a t e  f o r  “ M isc e lla n e o u s ” is  $5.00 
p e r  in c h  fo r  e a c h  in s e r t io n .
C E R T IF IE D  P U B L IC  A C C O U N TA N TS 
(N ew  Y o rk  a n d  N ew  J e r s e y )  w ish  to  
p u r c h a s e  p ra c t ic e . W ill  a ls o  r e p r e s e n t  
a n y  o u t - o f - to w n  a c c o u n t in g  firm  d e s i r ­
in g  e a s te rn  c o n n e c tio n s . A d d re ss  B ox  
K- 2 5 8 ,  T H E  C E R T IF IE D  P U B L IC  A C ­
CO U N TA N T.
T TODAY— M O R E  T H A N  E V E R  - - - M A N A G E M E N T  I S  
F O C U S I N G  A T T E N T I O N  O N  I T S  A C C O U N T IN G  D E P A R T M E N T S
Write today . . .
f o r  a  n e w  b o o k le t  t i t l e d  " R e m in g t o n  R a n d  
E l e c t r i f i e s  t h e  A c c o u n t i n g  M a c h in e  — 
C o m p l e t e l y . ”  R e a d  i t  a n d  y o u  w il l  see  h o w  
t h e  N e w  R e m in g to n  completely electrified 
A c c o u n t in g  M a c h in e  c a n  h e lp  y o u r  a c c o u n ­
t i n g  d e p a r tm e n t  p a y  y o u  d iv id e n d s  in  u p -  
t o  - t h e  - m in u te  b o o k k e e p in g  in fo rm a tio n  
p e r t i n e n t  to  p o s itiv e  b u s in e s s  c o n tro l  . . . 
a n d  w ith  le s s  o v e r h e a d . T h e  c o u p o n  is  fo r  
y o u r  c o n v e n ie n c e . A c c o u n t i n g  M a c h in e  
D iv is io n , R e m in g to n  R a n d , B u ffa lo , N ew  
Y o r k , O ffices in  a l l  p r in c ip a l  c itie s .
I N th e se  d ays o f  k e e n  co m p e titio n  
and  c lo se  b u y in g , b u s in ess  is  le a n ­
in g  h e a v ily  o n  its  a cco u n tin g  d ep art­
m en ts.
S u ccess fu l o rg a n iza tio n s d em an d  and  
req u ire  fin ger  tip  c o n tr o l o f  th e ir  
o p era tin g  record s. A n d  o n ly  an  effic i­
en t and  sp eed y  a cco u n tin g  d ep artm en t  
can  p ro d u ce  fa c ts  and  figu res w h en  
th e y  are n eed ed .
I n  e le c t r i f y in g  th e  R em in g to n  A c­
c o u n tin g  M a ch in e , R e m in g to n  R an d  
h as m ad e fin ger tip  co n tro l o f  accou n ts  
p ayab le  and a cco u n ts r e ce iv a b le  m ore
d e fin ite . T im e  and  effort are sa v ed , 
o p era tor  fa tig u e  is  le s se n e d , an d , in  
m a n y  in s ta n ces , n in e  o p era tio n s  are  
red u ced  to  tw o .
E lec tr ified  n u m era l an d  a lp h a b e t k e y ­
b o a rd s, lin e  sp acer, carriage retu rn  
sp eed  th e  d a y ’s w ork  fa ster  th a n  ev er  
b e fo re . A n d  th e  co m b in a tio n  o f  th e se  
and  m a n y  o th er  fea tu res  b r in g  to  an  
a cco u n tin g  d ep a rtm en t, a s im p lified , 
m o re  accu rate , sp eed ier  an d  e c o n o m i­
ca l sy stem  o f  m a ch in e  b o o k k e e p in g .
Remington Rand
P le a s e  se n d  m e  a co p y  o f  " R e m in g t o n  R a n d  E le c t r i f i e s  t h e  A c c o u n t i n g  M a c h in e  —  C o m p l e te l y .”
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S p e e d    E a s e   E c o n o m y  
in  t h e  p r o d u c t io n  o f  n e a te r  
a n d  m o r e  a c c u r a t e  r e c o r d s
S im ple o p era tio n  w ith  m any autom atic features 
. . .  th e  p o s tin g  o f  led g er , statem ent and fu ll w id th  
journal (o r  any o th er  co m b in a tio n  o f  record s)  
at o n e  tim e . . . the fast, easily  op erated  keyboard  
in  a p o s it io n  c o n v e n ie n t  to the o p erator . . .  all 
m ake for  greater sp eed  and ease in  th e p ro d u c­
tio n  o f  neater, m ore accurate record s w ith  the  
B urroughs T yp ew riter  B o o k k ee p in g  M achine.
It is  built for  h a n d lin g  such jo b s as accoun ts
receivab le  or  payable, gen era l led g er , d istr ib u ­
tio n , p ayro ll, sto ck  reco rd s and  sim ilar  w o r k . 
It is  availab le in  a variety o f  m o d e ls  to  m eet in ­
d iv id u al requ irem ents . . . and fo r  d istr ib u tio n  
to  any num ber o f  c la ssifica tion s up to  tw enty .
For co m p lete  in form ation  or  a d em o n stra tio n , 
c a ll  th e  lo c a l  B u r r o u g h s  o f f ic e  o r  w r it e  t o  
the B urroughs A d d in g  M ach in e C om pany, 
6 4 0 8  S econ d  B oulevard, D etro it, M ich igan .
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To those who 
plan to take 
the next C.P.A. exam ination
I N  addition to its regular Course, the International 
A c c o u n ta n ts  S o c ie ty , I n c .,  
o f f e r s  a s p e c ia l  C o a c h in g  
Course for Accountants who 
are planning to  take the C. P. 
A . Exam ination.
T his Course will be supplied  
on ly  to  those who are already 
c o m p e te n t  a c c o u n ta n ts ,  as 
no attem p t is m ade to teach  
g e n e r a l a c c o u n t in g  in  th is  
c o u r s e .  T h e  in s t r u c t io n  is  
pointed  directly at the C. P . 
A . Exam ination.
S o m e t h in g  m o r e  th a n  a 
k n o w led g e of a c c o u n tin g  is 
necessary to insure success in 
t h e exam ination room.
S olving exam ination  prob­
lem s is vastly  different from  
t h e  u s u a l  w o rk  o f m a k in g
P a rticu la rly  n otew orth y  
fea tu res o f  th e tra in in g  are:
100 problems in Practical Accounting 
with solutions and comments
100 questions and answers in Account­
ing Law
100 questions and answers in Auditing
100 questions and answers in Theory 
of Accounts 
E laborate explanations and comments 
th a t include, in addition to  the finished 
statem ents or solutions, such items as 
suggestions for “Notes to  the Exam iner,” 
working sheets, side calculations, use of 
proper terminology, and discussions of 
authoritative opinions.
Problems and questions (1) actually 
used in a C. P . A. or an A. I. A. examina­
tion, or (2) specially prepared to  train  
the candidate in handling certain points 
likely to  be encountered in the exam ination.
Personal correction, criticism, and grad­
ing of every examination paper by  a 
Certified Public Accountant who has him­
self passed the C. P. A. examination. 
There are sixteen such Certified Public 
Accountants on the Active Faculty  of the 
International Accountants Society, Inc.
audits, installing system s, or 
c o n d u c tin g  in v e s t ig a t io n s .  
M any men with little or no 
practical experience can solve 
C. P . A . problem s rea d ily —  
m a n y  o th e r s  w ith  y e a r s  o f 
experience flounder p itifully in 
the exam ination room. W H Y?  
T he candidate is required to  
work at top speed. H e m ust 
work with lim ited information. 
H e h as to  c o n str u c t d e fin i­
tions. Very often it  is neces­
sary for him to  use unusual 
working sheets.
T h e  C . P . A . C o a c h in g  
Course given by the Interna­
tio n a l A cco u n ta n ts  S o c ie ty , 
I n c .,  p rep a res  y o u  to  m eet  
such conditions. T he fee is $42, 
and the text consists of tw enty  
lessons.
A S P E C IA L  booklet, “How to Prepare fo r the C. P . A . E xam ination,” is  now ready for those who are interested. For a free copy, ju s t write your name and address below and m ail.
I N T E R N A T I O N A L  A C C O U N T A N T S  S O C I E T Y , Inc.
A  D iv is io n  o f  th e  A L E X A N D E R  H A M IL T O N  IN ST IT U T E
To the In ternational Accountants Society, Inc., 3411 South Michigan Avenue, Chicago, Illinois.
Send me the special booklet, “How to Prepare for the  C. P . A. Exam ination,” 
which describes your special Coaching Course for Accountants.
Nam e.... .................................................................................... Company.
Address...... .......................................................................... ......... ..............
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
VOLUM E XI 
N UM BE R  9
“M any victories are won by men who keep on a 
few  moments l o n g e r ."— T heodore V a il .
PRESIDENT’S COLUMN
PRINCIPLES OF PROFESSIONAL CONDUCT
A CODE or a statement of the principles of profes­sional conduct is essential to securing uniform­
ity in thought and action among members of any 
profession.
“ Goodwill” has become an indispensable asset in 
our profession. Implicit confidence between practi­
tioner and the public we serve has been one of our 
main foundations. The greater our success the 
greater is the need for confidence in order to endure.
The following standards are not new nor offered 
as an experiment, because they have cast their re­
flections in the growth and development of our pro­
fession.
The Certified Public Accountant in rendering ser­
vices to the public takes upon himself responsibilities 
and obligations of the highest professional nature.
It is our belief that a proper discharge of these 
responsibilities and obligations rests upon certain 
principles drawn from fundamental truths; and that 
these principles furnish practical guides for the con­
duct of the profession as a whole and as individuals:
1. That confidence is the foundation of all profes­
sional relationship.
2. That confidence is built upon integrity, fair 
dealing, efficient service, and mutual benefit.
3. That equitable consideration in all our dealings 
is due alike to the public, our clients, and the mem­
bers of our profession.
4. That permanency and continuity of service are 
essential to the establishment of sound relationships 
between client and accountant, since knowledge 
gained in serving a client should be given the oppor­
tunity for full utilization in the furthering of effi­
ciency and confidence.
5. That we should discharge all obligations in a 
manner which will increase the confidence and rec­
ognition granted us by the public, discountenancing 
the use of ambiguous qualifications and statements 
that avoid fair and reasonable responsibilities which 
should be discharged by those acting in representa­
tive capacities as conscientiously as when acting for 
themselves. The form of service does not absolve 
from or alter our moral obligations.
6. That, as members of a profession serving the 
public in a confidential manner, we must strive first 
to observe these principles and seek no success that 
is not founded upon the highest justice to all.
HERMAN C. J. PEISCH.
THE ROYAL MAIL STEAM PACKET 
CO. CASE
SINCE early June the English accounting journals and business magazines, as well as the daily press, have carried considerable news concerning a 
case on trial in the English courts in which Lord Kyl­
sant, president of the R. M. S. P. Co., and Harold 
Morland, the auditor of the company, have been 
charged, the former with publishing balance sheets 
for the years 1926 and 1927, which he knew to be 
false in a material particular, and the latter for aid­
ing and abetting in such publication. In addition 
thereto, Lord Kylsant was charged with issuing in 
1928 a prospectus which he knew to be false.
The case has been of sufficient importance that As­
sociated Press reports in American papers have car­
ried the major features. The Accountant, the official 
organ of the Institute of Chartered Accountants in 
England and Wales, carried stenographic proceedings 
of both the preliminary hearing and the trial.
The preliminary hearing was held by the Lord 
Mayor of London, before whom both parties pleaded 
Not Guilty. The prominence of the concern, which 
was one of the largest shipping companies of Eng­
land, of its president, a peer in the House of Lords, 
and of the accountant, a partner in the firm of Price, 
Waterhouse & Company, added to the interest of the 
case.
In the preliminary hearing the Lord Mayor rather 
sarcastically referred to the possibility of all balance 
sheets, upon which business relied, being inaccurate. 
Lord Plender, in the preliminary hearing, had been 
quoted as sustaining the general principle that com­
mon business practices must be taken into considera­
tion when balance sheets were prepared. The de­
fense undertook to introduce balance sheets of other 
concerns for the purpose of showing what common
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practices in the shipping industry were. The Lord 
Mayor refused to perm it their introduction and the 
attorneys for the defendants declined to complete 
their defense, reserving the same for its introduction  
in court, whereupon the Lord Mayor bound the de­
fendants over for trial.
The trial w as before Justice W right at the Central 
Criminal Court. The Attorney General, Sir W illiam  
Jowitt, gave personal attention to the case on behalf 
of the prosecution. S ir John Simon w as chief attor­
ney for Lord K ylsant and Sir Patrick H astings was 
the chief of the Morland defense. Both defendants 
were acquitted on the 26-27 counts and Lord K ylsant 
was convicted on the 28 prospectus charge.
We deem the case of sufficient importance to the 
accounting profession in th is country to warrant pre­
senting in full the charge which Justice W right gave 
to the jury, using the copy that appeared in  the F i­
nancia l T im es  (L ondon). It is worth careful study.
IN V ESTM EN T OR E X PE N SE ?
WH EN deciding whether or not to  attend a national professional m eeting, one is  very apt 
in these days, at least, to consider the cost thereof as 
an expense, when, as a m atter of fact, there are few  
cases in which it m ight not more legitim ately be 
considered as an investm ent.
In a profession th e personal relationship can never 
be eliminated. M ost professional inform ation can be 
obtained from  books. A great deal comes from  
m agazines, but m ost of the personal benefit can only 
be obtained as the result o f contact w ith  others en­
gaged in th e same field of effort.
It is not necessarily the papers which one hears at 
these m eetings th at have an investm ent value. The 
ideas in them  can be obtained by later reading. It is 
not altogether certain th at the discussions could be 
entirely classified as an investm ent. Very often they  
are presented in print at length. In the by-plays of 
th e discussions which can not be reported, in the  
inform alities of hotel lobby exchanges of information, 
in the personal friendships which are formed and 
often yearly renewed, in the professional contacts 
established which later lead to an exchange o f 
services w ith members from  other cities, oppor­
tunities come which can not be obtained in any other 
way, which have had in tim es past a definitely de­
termined investm ent value.
Come to  Memphis in October. If you have never 
attended one of the annual m eetings, do not feel em­
barrassed by reason of a shortage in acquaintances 
on Monday morning. You will have increased your 
assets in th at direction by Thursday night. If you 
have been at any of the previous m eetings, start 
right in where you le ft off at th e last one and add 
to the number of your accounting friends from  other 
states.
M EM PHIS A N D  R ETU RN
TH E Memphis Committee will shortly send an an­nouncement to all of our members w ith  regard to  
special rates which have been authorized by all the 
passenger associations. Certificates w ill be sent to 
each of our members and they may apply to the local 
committee, H arry M. Jay, 1112 Bank of Commerce 
Bank Building, Memphis, Chairman, for others 
needed for  their party.
These certificates w ill enable one to buy a round 
trip ticket, good for fourteen days, for one and a half 
one w ay fares or a round trip ticket may be pur­
chased good for th irty  days for one and three-fifths 
one way fares, or a round trip  m ay be purchased  
which can be used on different routes going and 
coming, at 80% for each of the single fares. This 
plan enables one to be certain in advance that the 
reduced rate w ill be obtained as it  is not dependent 
on a definite number of certificates being used.
In addition to these general reduced rates appli­
cable from  all parts of the country, several of the  
railroads, especially those in the eastern and south­
eastern sections, w ill have on sale on Saturday, Octo­
ber 3, a special Back Home ticket, good for tw enty  
days, which will enable those who can take advantage 
of it to  make the trip  a t less than one fare for the 
round trip.
Members and their friends who are planning to  
attend the m eeting should check up in advance, by 
consulting the local ticket agent as to  ju st w hat the 
best available rate is, and if  any question arises they  
should consult Mr. Jay. W hile every passenger asso­
ciation has concurred in  the reduced rate, there are in  
practically every association a  few  lim itations and  
inquiry should be made sufficiently long in advance 
so that correct local inform ation is obtained.
W H A T N EX T?
T HAT caption or question has been used a great many tim es when w e have been in a quandary, 
or perplexed as to  how fa r  certain phases o f our com­
mercial activities may be carried. It struck me for­
cibly about three years ago, when I gave up a fa irly  
good practice in the Middle W est to move to another 
location w ith  m ilder climate.
When as a young man w ith many high ideals and 
a desire to choose a profession w hich in my opinion  
ranked among the “preferred,” I chose the one which  
seemed to demand the best in any one— character, 
knowledge, ability, etc. I chose Accounting. And for  
at least tw enty years, nothing that I had read or seen 
during all my travels and practice, caused m e to  ques­
tion my choice as to whether or not I had picked one 
of the h ighest vocations, until I moved.
Regardless of the trend of the tim es and occasion­
ally an apparent tendency for our profession to be 
lowered by some practitioners, I am confident that 
w ith such able men as leaders, whose editorials I read
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in our accounting m agazines and books, w e will not 
eventually go far  astray.
We have alw ays been accustomed to the physician  
who carried his k it of tools and a  few  pills to  serve  
his patients; w e are used to the hawker who comes 
down our street or alley calling “rags, any old rags 
today” ; the fru it and vegetable peddler who serves 
the outlying districts of our cities and our peanut and 
popcorn stands, but have you known of the curbstone 
accountant or bookeeper? He has arrived. The trav­
eling office is here.
Perhaps you may be intim ately acquainted w ith  
him, but I surely was surprised when I first heard 
and saw  how the profession I had chosen was being  
carried to the door o f the m erchant and m anufacturer 
and served “while you w ait.” This service consists 
o f a large box or “office,” on an auto chassis, 
equipped w ith  a counter, or “desk,” adding and book­
keeping machine or typew riter. You may well im ag­
ine the weekly or m onthly service, and that may not 
be deprecated or belittled as a great help to  many 
small business men. B ut w hat of the effect upon the  
profession as a whole?
Truly the large accounting firms or those w ith  a 
steady practice m ay not even notice such com peti­
tion— it  may not be com petition for them — and per­
sonally I do not care about that either, but the effect 
upon the mind o f the public. H ow about that? Does 
it not lower the standards o f Public Accounting? the 
general character and requirem ents of one who is a 
public servant o f no less importance than the lawyer 
or physician?
W e see dentists publicly extracting teeth on the 
streets, and all sorts of quack stuff pulled off, but shall 
we see the law yer at the curb soliciting and serving  
us in our legal m atters?
W ith such wonderful developments in the airplane, 
it would not be a great surprise to  hear of our work  
being done in the air. A  lot of it  is done on air now, 
but tim es w ill change.
A  M EM BER.
R EPU TA TIO N
SOMETIME ago there came to  our desk an edi­torial, prepared by A lvin MacCauley, President 
of the Packard Motor Car Company, which is worthy  
of consideration on the part of every professional 
man, whether a member of our profession or of some 
other profession rendering a personal service. W ith  
the consent o f the author, the editorial is presented  
to our readers:
“The man who serves and the man who is served  
are both beneficiaries of a good reputation. To the 
one it  is a continuous spur and an incentive— to  the 
other the strongest of all guarantees th at what he 
buys is worthy. W e som etim es speak of w inning a 
reputation as though that were the final goal. The 
truth is contrary to  this— reputation is a reward, to  
be sure, but it is really the beginning, not the end of
endeavor. It should not be the signal for a let-down, 
but, rather, a reminder th at the standards which won  
recognition can never again be lowered. From  him  
who gives much, much is forever after expected. 
Reputation is never completely earned— it is always 
being earned.
“It is a reward— but in a much more profound sense 
it is a con tin u in g  re sp o n s ib ility . That which is medi­
ocre may deteriorate and no great harm be done. 
That which has been accorded a good reputation is  
forever forbidden to drop below its own best. It must 
ceaselessly strive for higher standards. If your name 
means much to your public— you are doubly bound to 
keep faith . You have formed a habit of high aspira­
tion which you cannot abandon and out o f that habit 
created a reputation which you dare not disown w ith­
out drawing down disaster. There is an iron tyranny  
which compels men who do good work to go on doing 
good work. The name of that beneficent tyranny is 
reputation. There is an inflexible law  which binds 
men who build well, to  go on building well. The 
name of that benevolent law  is reputation. There is 
an insurance which infallib ly protects those whose 
reason for buying is that they believe in a th ing and 
in its maker. The name of that kindly insurance is 
reputation.
“Choose w ithout fear th at which the generality of 
men join you in  approving. There is no higher in ­
centive in human endeavor than the reward of repu­
tation— and no greater responsibility than the re­
sponsibility which reputation compels all o f us to 
assume. Out of that reward and out o f that respon­
sibility comes the very best of which the heart and 
mind and soul o f man are capable.”
W HO IS TO BLAM E?
By ANDREW BLASS in  the Pittsburgh. Accountant
A FAR too regular com plaint was again voiced to 
me today. The ch ief executive o f a  large cor­
poration wanted to know w hy it  was that account­
ants, as a rule, restricted their activities to the me­
chanics of statem ent preparation and verification, 
when their greatest value should be in the interpre­
tation o f the facts disclosed by the statem ents.
There are tw o sides to  every question, so to be 
sociable I first agreed th at accountants could do more. 
Then, to  make the conversation really interesting, I 
remarked that the business executives were jo in tly  
responsible w ith  the accountants, for, by lim iting the 
scope of the accountants’ engagem ents, they prac­
tically prohibit work along the lines of the complaint. 
The discussion was both lengthy and interesting, re­
su lting in one convert. Good enough, you say, for  
accountancy as a whole. Yes, I agree, but I m aintain  
all accountants, all the tim e, should be spreading this 
gospel, w ith  due consideration to  professional propri­
eties, o f course.
260 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T September,
Program
Tenth Annual Meeting
The American Society of Certified Public Accountants
Hotel Peabody, Memphis, Tennessee
8 :0 0 A. M.
8:30 A. M.
1 0 :0 0 A. M.
2:00 P. M.
Sunday, October 4
2:00 P. M. Registration
Monday, October 5
Board of Directors—1930-31 
Registration
Convention of State Representa­
tives (other members invited to 
attend). Henry J. Miller, First 
Vice President, Presiding
Address of Welcome and Response 
James F. Welch, Second Vice 
President, Presiding
President’s Address
Reports of Officers and Commit­
tees
Paper — “The All-Purpose Bal­
ance Sheet,” Eric L. Kohler, 
C. P. A., Illinois
(Special entertainment for the 
ladies)
7 :00 P. M. Entertainment
Tuesday, October 6
8:00 A. M. Board of Directors—1931-32
9:30 A. M. Paper — “Accounting Services,” 
John R. Wildman, C. P. A., New 
York
Address — Henry H. Heimann, 
Michigan, President National As­
sociation of Credit Men
Address—A. P. Greensfelder, Mis­
souri, President Associated Gen­
eral Contractors of America
12:00 Noon Ladies—Luncheon, Musical, Swim­
ming, Nineteenth Century Club
1 :00 P. M. Golf—Memphis Country Club
Industrial and Sightseeing Trips
Tuesday, October 6— Continued
6:30 P. M. Buffet Supper
8:00 P. M. Theater Party
Conference State Board Members 
and State Society Officials, D. W. 
Springer, Secretary, Chairman
Wednesday, October 7
8:00 A. M. Board of Directors— 1931-32
9 :00 A. M. All-day trip to Cotton Plantations 
and Gins. Dinner at Horse Shoe 
Lake Hunting and Fishing Club
8:00 P. M. Buffet Supper and Keno Party
11:00 P. M. Order of Twelve
Thursday, October 8
8 :00 A. M. Board of Directors— 1931-32
9:30 A. M. Round Table Discussion, James F.
Hughes, C. P. A., New Jersey, 
Leader
“Cooperation with Other Groups” 
“Standard Reports for Institu­
tions of Higher Education” 
“Accounting Machinery” 
“Essential Balance Sheet Infor­
mation”
“How to Develop Additional Con­
structive Services for Clients” 
“Auditors’ Position in American 
Practice”
12:00 Noon Bridge Luncheon for Ladies— 
Memphis Country Club
2:00 P. M. Paper—“Ending the Profit and 
Loss Statement,” Thomas W. Le­
land, C. P. A., Texas
Address — “Budgetary Control,” 
G. R. Lohnes, Ohio, Treasurer Na­
tional Cash Register Co.
7 :00 P. M. Annual Dinner
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C otton  "Pickin’ ” T im e
I F  th e  v is i to r  to  T h e  A m e ric an  Soci­e ty  of C ertified  P u b lic  A c c o u n ta n ts ’ c o n v en tio n  O ctober 5-8 h a s  n e v e r 
been  dow n D ix ie  w ay, he  w ill be g re e ted  
b y  a  s ig h t u n lik e  a n y th in g  h is  eyes h av e  
ev er b eh eld  b e fo re .
F o r  O ctober is  th e  m o n th  w h e n  K in g  
C o tto n  re ig n s  su p re m e . I t  is th e  w in d ­
up  of th e  co tto n  h a rv e s t  on th e  v a s t  p lan ­
ta t io n s  s u r ro u n d in g  M em phis, la rg e s t  in ­
la n d  c o tto n  m a rk e t  in  th e  w orld .
W h e th e r  h e  flies by  a irp la n e , com es by 
m o to r  o r  t r a in ,  th e  co n v en tio n  g u e s t is 
bou n d  to  see  a c re s  of sn o w y  c o tto n  b e in g  
p ick ed  b y  ebony d a rk ie s . S ta tis t ic s  r e ­
v ea l th a t  th e  tr i- s ta te s , A rk a n sa s , M iss is­
sip p i, a n d  T en n essee , p la n t  9,100,000 
a c re s  a n n u a lly  in  th e  “ w h ite  go ld” of th e  
so u th —t h a t  p ro d u c t a ro u n d  w h ich  m o re  
ro m an c e  h a s  been  w oven  th a n  a n y  o th e r  
excep t th e  ye llow  gold  of th e  w est an d  
th e  K lo n d ik e .
Im ag in e  if  you  w ill, th e  b o u n d less  ex­
p a n se  of la n d  cov ered  in  co tto n  p la n ts  
to s s in g  th e i r  snow y  h ead s  u p o n  a  sea  
o f  g reen , d e ep e r th a n  th e  e m e ra ld  of th e  
sea . S h if t in g  s u n l ig h t  w ith  th e  a id  of 
th e  w in d  tu r n s  th e m  in to  w aves of p u r ­
p le  a n d  c rim so n .
A nd as one gazes u p o n  th is  p ic tu re  th e  
e a r  c a tch e s  th e  so u n d  of s tra n g e , w e ird  
a n d  w o n d e rfu l m u sic— th e  n e g ro  m el­
od ies of th e  so u th  in  a ll  th e i r  p u r i ty  a n d  
sw ee tn ess . F o r  th e  p la n ta tio n  d a rk y  is 
h a p p y  a n d  h e  s in g s  a s  h e  w o rk s . H is  
e a r  fo r  h a rm o n y  is  p e rfe c t, a n d  h is  songs 
h is  ow n p ro d u c t, b o rn  fro m  h is  s e n ti­
m e n t  a n d  re lig io n .
T o g a th e r  th e  p re c io u s  c rop , th e  w hole  
fa m ily  is c o n sc rip ted . One sees th e  
f a th e r , m o th e r, g ra n d p a re n ts , an d  c h il­
d ren , a ll “p ic k in ’ c o tto n .” N ote  th e ir  
b e a r in g  as th e y  g a th e r  th e  b u r s t in g  bo lls
a n d  s tu ff th e m  in  long, w h ite  sacks! 
H ap p y — care free . T h e  m en  w e a r  b lue  
o v e ra lls , b ro a d  h a ts  a n d  s h i r t s  of m an y  
co lors. T h e  w om en, v iv id  p la id s  a n d  
co lo rs— m an y  s t i l l  w e a r in g  th e  old b a n ­
d a n n a  of e a r ly  s lav e  d ay s t ie d  a ro u n d  
th e i r  h ead s .
W h en  th e  ro w s a re  fin ish ed  th e y  c a r ry  
th e i r  sack s  of “so u th e rn  e rm in e ” to  th e  
o v e rsee r to  h a v e  th e m  w eig h ed  in . T h e  
d a y ’s p ic k in g  of th e  c ro p  is  th e n  d r iv e n  
in  a  c a r t  p u lle d  by  m u le s  o r  by  m o to r 
t ru c k  to  a  n e a rb y  co tto n  g in . In  th e  
c o tto n  b e lt  th e re  a re  s u re  to  be  p le n ty  
of c o tto n  g in s, fo r  th e  c o tto n  g in  is ty p ­
ica l s ta g e  p ro p e rty  of a n y  so u th e rn  sm a ll 
to w n  scene.
C o n v en tio n  v is i to r s  to  T h e  A m e ric an  
S ociety  of C e rtified  P u b lic  A c co u n ta n ts  
w ill be in te re s te d  to  see  th e  c h an g e  in  
m eth o d s g o v e rn in g  th e  p ro d u c tio n  of cot­
to n  s in ce  th e  w a r.
N e a r re m a in in g  h o u ses of an te -b e llu m  
days, w ith  a ll th e ir  g ra ce fu l d ig n ity  of
w h ite  co lu m n s an d  p o rtico s, su r ro u n d e d  
by  w is te r ia  v in es , c h in a b e rry  a n d  m ag ­
n o lia  tre e s , he  w ill find fine p ro d u c ts  of 
m o d ern  a rc h ite c tu re .
A nd, c o n tra s t in g  w ith  m eth o d s of p re ­
w a r  c u lt iv a t io n  a s  s tra n g e ly  a s  do old 
p la n ta t io n s  a n d  m o d ern  hom es, a re  m od­
e rn  m eth o d s  of co tto n  ra is in g . In s te a d  
of th e  p la n ta tio n  b e in g  governed  by  i ts  
m a s te r , p ro u d  ow n er of h is  lan d s  a n d  
slaves, th e  m o d e rn  p la n ta tio n  is g e n e ra lly  
ow ned  a n d  r u n  b y  com pan ies an d  fa rm e d  
by te n a n ts  on sh a re s , w ho a v erag e  35- 
ac re  h o ld in g s .
P a s t  a re  th e  d ays w hen  p la n ta t ion 
h om es w e re  so c ia l c e n te rs  c row ded  w ith  
g u e s ts— w h en  m a n y  slaves m ade i t  pos­
sib le  to  d isp en se  w ith  ease th e  h o sp ita li ty  
th a t  m ad e  th e  so u th  w o rld  ren o w n ed . 
W ith  s lav es  to  a tte n d  to  th e  w a n ts  of 
h is  g u ests , a n d  th e  d em and  fo r  c o tto n  
m o re  th a n  th e  supp ly , p la n ta tio n  ow n er 
a n d  co tto n  t r u ly  w ere  k in g s in  th o se  
days.
P la n ta t io n  ho m es in  an te-bellum  d ays 
m ay  h a v e  lacked  e lec tric ity , r u n n in g  
w a te r  a n d  som e m o d ern  conven iences. 
B u t th e y  lack ed  no lu x u ry . T h e ir  in ­
te r io r s  w e re  “ e le g a n t” in  every  sen se  of 
th e  w ord . A r t  tre a su re s  b ro u g h t fro m  
F ra n c e , I t a ly  a n d  S p a in  on s a ilin g  v es­
sels a n d  th e n c e  up th e  M ississipp i R iv e r  
s t i l l  a d o rn  m an y  hom es fo r tu n a te  en o u g h  
to  be le f t  a f te r  th e  C ivil W ar. A  g ra n d  
b a llro o m  w ith  c ry s ta l  ch an d e lie rs, p r ic e ­
less  to d ay , g e n e ra lly  w as a fe a tu re  of 
th e  p la n ta t io n  hom e.
In  th e  old d ays th e  M ississipp i R iv e r  
w as filled w ith  sid e  w heel steam  b o a ts  to  
c a r ry  th e  co tto n  aw ay . T he r iv e r  f ro n t  
w as filled w ith  rom ance. W hen  th e  R ob­
e r t  E . Lee, th e  K a te  A dam s or o th e r  
fam o u s p a ck e ts  sw u n g  a ro u n d  th e  b end , 
th e i r  s i lv e r- th ro a te d  w h istle s  an n o u n c in g
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“ th e  b o a t w as co m in g  in ,” th e  levees 
w e re  c row ded  w ith  b e lle s  in  c r in o lin e  an d  
a n d  hoop s k i r t s  a n d  d a n d ie s  in  b e av e r 
h a ts  a n d  b ro a d c lo th .
Now  a  s t r in g  of b a rg e s  sm o o th ly  g lid e  
dow n  th e  s tre a m , a n d  in s te a d  of b e in g  
loaded  by  p ic tu re s q u e  ro u s ta b o u ts  s in g ­
in g  s p ir i tu a ls ,  d e r r ic k s  m ak e  s h o r t  s h if t  
of carg o es e q u a l to  tw ice  th a t  th e  g ra n d  
old K a te  A d am s cou l d stow .
B u t, th o u g h  th e  ro m an c e  of g ro w in g  
c o tto n  in  th e  o ld  so u th  w ay  is gone, 
p le n ty  of a d v e n tu re  a n d  a  to u c h  of 
ro m an c e  s t i l l  r e m a in  tod ay .
T h e  m o d ern  p la n ta t io n  o w n er o r over­
se e r  h a s  h is  d a ily  t h r i l l  w h e n  h e  opens 
h is  m o rn in g  p a p e r. T h e  s t r ik e  of lab ­
o re rs  in  E n g la n d , th e  r is e  of a  p ro p h e t 
in  In d ia — a  m a n  n a m e d  G a n d h i g a in s  
a n o th e r  100,000 c o n v e rts— a n d  p re s to , up 
a n d  dow n goes th e  p r ic e  of co tto n .
T h en  too, th e  m ag ic  of in d u s tr ia l  
c h e m is try  h a s  com e to  ad d  new  w e a lth
to  co tto n . T he  once h u m b le  c o tto n seed  
h a s  been  t ra n s fo rm e d  in to  a  v a s t  ra n g e  
of u se fu l p ro d u c ts , fro m  so ap  to  la rd  
fro m  ra y o n  to  g u n c o tto n , to  c re a te  one 
of M em p h is’ la rg e s t  in d u s tr ie s  a n d  to  
m ak e  M em phis th e  la rg e s t  p ro d u c e r  of 
co tto n seed  p ro d u c ts  in  th e  w o rld . P h o to ­
p lay  film s a n d  a irp la n e  w in g s, p h o n o ­
g ra p h  re co rd s  a n d  m u n itio n s  of w a r  
a lik e  tra c e  th e i r  o r ig in  in  p a r t  to  th e  
co tto n seed  o il m ills  of M em phis, an d  to  
h e lp  m a in ta in  c o tto n ’s p lace  in  th e  w orld  
of co m m erce  th ro u g h  d e v e lo p m en t of 
b y -p ro d u cts  t h a t  h av e  m e a n t m o re  to  th e  
c o tto n  in d u s try  th a n  a n y th in g  s in ce  E li  
W h itn e y ’s f irs t c o tto n  g in .
So, w h en  yo u  com e to  th e  h u b  of th e  
T ri-s ta te s , M em phis , v iew  c o tto n  fields 
g ro w in g  in  th e  in c o m p a ra b ly  fe r t i le  
la n d s  of th e  d e lta  w i th  a n  a v e ra g e  a n ­
n u a l y ie ld  of 4,125,000 ba les, a n d  p e rh a p s  
ta k e  a  t r ip  to  A rk a n sa s  to  v iew  th e  la rg ­
e s t in d iv id u a lly  ow ned  p la n ta tio n  in  th e  
w orld , y o u ’ll find  a  c ity  th a t  com bines 
th e  old a n d  new  so u th  a s  no  o th e r  in  
th e  co u n try .
T alk ing Shop
A  D E P A R T M E N T  CO NDUCTED B Y  L. GLUICK, C. P . A .
W E L L , w e ll!” sa id  O ld-T im er, “ i t  c e r ta in ly  i s  good to  see a ll you  boys a g a in . I f  w e h a v e  a s  good 
a tte n d a n c e  in  p ro p o rtio n , a t  M em phis, i t  
w ill b e  a  re co rd  co n v en tio n .”
“Y es,” sa id  D ash . “ S u re  is fine to  g e t 
to g e th e r  a g a in .”
“ P r e t ty  h a rd  to  g e t b ack  to  w o rk  a f te r  
a  m o n th  in  th e  w oods,” sa id  B lan k .
“W o rk !” sa id  th e  K id . “ Say —  you 
o u g h t to  be th a n k fu l  y o u ’ve g o t w o rk  to  
do. My firm  to o k  m e in to  p a r tn e r s h ip  
la s t  m o n th  to  save  ex p en ses .”
“ Is  i t  a s  b ad  a s  a ll th a t ? ” s a id  Ju n io r .  
“N o t q u ite ,” a n sw e re d  th e  K id . “B u t 
t h is  b u s in e ss  u p tu rn  is  a  h e lu v a  long  
tim e  a r r iv in g .”
“N eeds a  s e lf -s ta r te r ,” sa id  S ta r . “B u t 
lis te n , y o u n g s te r” ( tu r n in g  to  J u n io r ) ,  
“how  does i t  seem  to  b e  w r i t in g  up  led g ­
e rs  in s te a d  of s tu d y in g  L a t in  a n d  P h ilo s ­
o p h y ?”
“N o t so  d iffe re n t,” re p lie d  th e  y o u th . 
“A lth o u g h  I  h a d  o n ly  one y e a r  o f L a tin  
a t  college, an y h o w . T h e  o ld  R o m an s 
w ere  p re t ty  good b u s in e ss  m en . E v en  if  
doub le  e n tr y  b o o k k eep in g  d id  s t a r t  in  
th e  M idd le  A ges, th e y  k e p t a  c o d e x  a c­
c e p t i  e t  e x p e n s i  a n d  I  d o n ’t  th in k  th e r e ’s 
a  te rm  in  e s ta te  a c c o u n tin g  th a t  i s n ’t  de­
r iv e d  fro m  th e  L a t in .”
“I th o u g h t a s  m u ch ,” sa id  h is  fa th e r .  
“M aybe y o u r  co llege c o u rse  w o n ’t  be  a 
to ta l  lo ss a f te r  a ll .”
“ D on’t  le t  h im  te a se  y o u ,” sa id  B lan k ,
as  th e  y o u n g s te r ’s face  show ed  a n n o y ­
ance . “W e n eed  lib e ra lly  e d u ca te d  m en  
in  o u r  p ro fe ss io n . T e ll us, w h a t does 
c e s tu i  q u e  m ea n ?  I  r u n  in to  i t  in  t r u s t s  
a n d  w h ile  I ’ve go t a  w o rk in g  id e a  of i ts  
s ig n ifican ce , I 'd  l ik e  to  k n o w  e x a c tly .”
“ I t  i s n ’t .  L a t in  a t  a ll ,” re p lied  Ju n io r .  
“ I t ’s  old F re n c h . T h e  k in d  th a t  cam e 
ov er w ith  W illia m , th e  C o n q u e re r, an d  
i t  m ea n s  ‘H e  w h o ’.”
“ Go o n ,” sa id  th e  K id . “T e a c h  th e se  
p ra c t ic a l  b u s in e ss  m en  so m e th in g  ab o u t 
c la ss ic a l a n tiq u i ty ;  m o st of th e m  th in k  
b u s in e ss  a n d  a c c o u n tin g  s ta r te d  in  1896 
w h e n  N ew  Y o rk  p a sse d  th e  f irs t C. P . A. 
s ta tu te .”
“ Go ah ea d , so n ,” sa id  O ld-T im er, b eam ­
ing .
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“P a rd o n  m e, s i r ,” re sp o n d ed  J u n io r ,  
“ b u t I th o u g h t yo u  b ro u g h t m e h e re  to  
le a rn  so m e th in g , n o t te a c h .”
“A h a !” ex c la im ed  D ash . “A  re g u la r  
G ro sv en o r.”
“A  w h o ?” sa id  S in b ad  a n d  S ta r  in  
ch o ru s, b u t th e  K id  b e a t D ash  to  an sw er.
“H a v e n ’t  you  seen  th o se  g lo rio u s  G il­
b e r t  a n d  S u lliv a n  re v iv a ls  th is  su m m e r? ” 
“Y ou m isse d  so m e th in g  good,” sa id  
O ld-T im er. “ G ro sv en o r is a  c h a ra c te r  in  
P A T IE N C E , is n ’t  h e ? ”
“ Y es,” s a id  D ash . “A n  a lp h a b e tica l, 
a r i th m e tic a l,  m a t te r  of fa c t y o u n g  m a n .” 
“W ell, a f te r  ta k in g  t r ia l  b a la n ce s  of 
s u b s id ia ry  led g e rs , I  c an  a p p re c ia te  th e  
‘a r i th m e t ic a l’ p a r t ,” sa id  J u n io r .  “B u t 
how  does th e  ‘a lp h a b e tic a l’ a p p ly ? ”
“I  k n o w ,” sa id  B lan k . “H e ’s a n  A. B. 
a lre a d y  a n d  in  a  few  y e a rs  h e ’ll be a  C. 
P . A .”
“R ig h to ,” sa id  Ju n io r .
“ S ay ,” sa id  S in b ad , “you  m u s t  h av e  a  
L im ey  fo r  h e ad  b o o k k eep e r a t  th e  C ircle  
C o m pany .”
“R ig h to  a g a in ,” s a id  J u n io r . “A nd  if 
I  w e n t o u t to  lu n c h  w ith  h im  o ften , I ’d  
so o n  be  a  con firm ed  te a  d r in k e r .”
“H ow  a b o u t w h isk e y  a n d  so d a?” sa id  
S ta r , a n d  a s  th e  y o u th  sh ook  h is  h e ad  in  
n e g a tio n , B la n k  sp o k e  a g a in .
“T h a t  te a  d r in k in g  stu ff is  c o rre c t. I 
se rv ed  m o s t of m y  ju n io r  t im e  u n d e r  a n  
I r is h m a n  a n d  h e  d id  h is  b e s t to  g e t m e 
a w ay  fro m  coffee a t  lu n c h .”
“A nd  I  se rv e d  w ith  th e  T o m m ies d u r ­
in g  th e  w a r ,” sa id  S ta r ,  “a n d  I c a n ’t  even  
d r in k  iced  te a  in  th e  su m m er t im e  ev er 
s in ce. B a h !”
“I f  you  e v e r  ta s te d  a n y  E n g lish  coffee 
y o u ’d k n o w  w h y  th e y  p re fe r  te a ,” sa id  
S in b ad .
“A ll r ig h t ,” sa id  O ld-T im er. “B u t be­
lieve  i t  o r no t, r ig h t  in  th is  u ltra -A m e ri­
can  c ity , se v e ra l b ig  m e rc a n ti le  h o u ses 
se rv e  fo u r  o’clock te a  to  th e  execu tiv es, 
a n d  i t  i s n ’t  a  b ad  s tu n t  a t  a ll. G ives 
you a  q u a r te r  h o u r  b re a th in g  spe ll, an d  
you w o rk  b e tte r  a f te r  i t .”
“M aybe so,” sa id  S ta r . “A nd a ll 
th ro u g h  th e  S o u th  ev ery b o d y  s to p s  in  
th e  m id d le  of b o th  m o rn in g  a n d  a f te r ­
noo n  lo r  a  ‘dope,’ coca-cola to  you ,” 
(lo o k in g  a t  J u n io r ) ,  ‘b u t  I  o b jec t to  N ew  
Y ork b e in g  ca lled  a n  u ltra -A m e ric a n  c ity . 
I t ’s  h a rd ly  A m e ric an  a t  a ll. J u s t  a  con­
g lo m e ra tio n  of fo re ig n  c itie s , a n d  th e  
m e ltin g  p o t d o esn ’t  w o rk  so w ell, e i th e r .” 
“T h e re ’s  a  g re a t  dea l of t r u th  in  th a t ,” 
sa id  O ld-T im er. “B u t t r y  to  m a k e  a  
n a tiv e -b o rn  N ew  Y o rk e r  t h in k  o th e r­
w ise .”
“A ll th e  m o re  re a so n  fo r  a t te n d in g  
ev ery  c o n v en tio n ,” sa id  S in b ad . “You 
g ra d u a lly  g e t to  see  e v e ry  p a r t  of y o u r  
ow n c o u n try , an d  in  th e  m ea n w h ile  you 
m ee t m en  fro m  a ll  ov er it .  I t  w o u ld  be 
w o rth  w h ile  e v en  i f  th e re  w a sn ’t  a  p a p e r 
re a d .”
“T h a t’s  th e  s tu ff,” s a id  D ash . “J u s t
look  a t  w h a t we ge t ou t of th e se  occa­
s io n a l in fo rm a l m ee tin g s .”
“Y es,” sa id  th e  K id . “J u s t  look a t  
w h a t w e ge t! A  lo t of t a lk ! ”
“ I  d on’t  n o tic e  you  p la y in g  d eaf a n d  
d u m b ,” r e to r te d  S ta r . T he g ro u p  lau g h ed , 
a n d  th e  K id  h a s t i ly  l i t  a  c ig a re tte , w h e re ­
a t  J u n io r  lau g h e d  s t i l l  lo u d er.
“F o o led  y o u !” sa id  th e  K id . “ I t  is n ’t 
t h a t  k in d  a t  a ll. I t  sa tis fie s  y o u r A d a m ’s 
a p p le .”
“ I suppose  y o u ’d w a lk  a  m ile  to  keep  
k is sa b le ,” J u n io r  re sp o n d ed , a n d  w ith  
t h a t  th e  g ro u p  b ro k e  up.
" See yo u  a ll  in  M em phis, I hope ,” sa id  
O ld-T im er.
“O kay ,” sa id  D ash  a n d  B lan k .
“S ’o kay , w i’ a ll  of u s ,” s a n g  th e  K id.
F OR a  lo n g  tim e  w e h av e  been  co llec tin g  
a l te rn a t iv e  d e fin itio n s  of C. P. A .; 
w h a t th o se  in i t ia ls  m ig h t s ta n d  fo r. T h a t 
th e y  m ea n  C an  o r  C a n ’t  P ro v e  A n y th in g  
is  o ld ; C o n sc ien ce  P u t  A sid e  is  a n o th e r  
one th a t  is u n fo r tu n a te ly , so m etim es, b u t 
ra re ly , t ru e .  O ld -T im er re m e m b e rs  th e  
h a p p y  d ays of 1917-1919, w h en  a c c o u n t­
a n ts  w e re  s c a rc e  a n d  b u sin e ss  w as boom ­
in g ; th e n  th e y  m e a n t C lie n ts  P a y  A n y ­
th in g . S in b a d  sa y s  m o st c lie n ts  re g a rd  
th e m  as  b e in g  C h ie f  P e t ty  A n n o y an ces ; 
oh, yes, in  case  you  fo rg o t, S in b a d  w as 
a  C h ief P e t ty  Officer in  th e  N av y  once. 
C a u tio u s , P a t ie n t ,  A c cu ra te , is  o u r fav o ­
r i te .  A ll of w h ich  lead s  u p  to  a  re c e n t 
su g g e s tio n  fo r  re n a m in g  th is  d e p a r tm e n t 
(a n d  w e’ve h a d  a  h a lf  dozen) w h ich  we 
a p p re c ia te  b u t  w o n ’t  ad o p t. O u r c o rre ­
sp o n d e n t say s  i t  sh o u ld  be e n tit le d  
C rack s , P u n s ,  A necdo tes.
W E  a re  in  re c e ip t of a  24-page leafle t 
fro m  th e  B u s in e ss  H is to r ic a l Society , 
Inc . I t  d e sc rib e s i ts  p u rp o se  a n d  l is ts  
i ts  m em b ers . F u r th e r  in fo rm a tio n  m ay  
be o b ta in e d  by  a d d re ss in g  th e  so c ie ty  in  
c a re  of H a rv a rd  U n iv e rs ity .
W H IL E  A p p r e c ia t io n  m ay  occur to  an y  
a sse t, i t  occu rs  m o st o ften  in  re a lty , 
an d  m o re  to  th e  la n d  th a n  to  th e  b u ild ­
ing . L a s t  w in te r  w e go t in to  a  lo n g  d is­
c u ssio n  of th e  su b je c t w ith  a  g ro u p  
ch iefly  in te re s te d  in  re a lty . One o f th em  
w a s  k e e n  en o u g h  to  re m a rk  th a t  th e  
w h o le  d isc u ss io n  w as a  w a s te  o f tim e  
w ith  th e  m a rk e t  a s  i t  w as (a n d  s t i l l  i s ) ; 
b u t in c u ra b le  o p tim is ts  a s  th e  r e s t  w ere, 
th e y  w a n te d  to  le a rn  m o re  a b o u t i t  fo r 
th e  a p p ro a c h in g  b e tte r  tim e s . T h e  cyn ic  
in s is te d  i t  w a sn ’t  th i r s t  fo r  k n o w led g e  or 
even  o p tim ism  th a t  p ro lo n g ed  th e  m ee t­
in g ; th e y  ju s t  h a d  n o th in g  e lse  to  do.
A nyhow , w e t r ie d  to  g iv e  th e m  o u r  b e s t 
in fo rm a tio n  a n d  th o u g h ts  on  th e  su b jec t. 
One of th e m  ask ed  if  w e  co u ld  reco m ­
m en d  a  book a b o u t it. W ell, w e  could  
n o te  a  few  p ag es of te x t  book d iscu ss io n s  
a n d  a t  le a s t  one good m ag a z in e  a r tic le
on th e  su b je c t. B u t offhand, we cou ld  
re c a ll no  book.
T h e re  th e  m a t te r  re s te d  fo rg o tte n  u n ­
t i l  A u g u s t, w h en  w e go t a  95-page book 
on “A p p re c ia tio n .” S h o rt b u t  p rec ise , i t  
d ea ls  sk i l lfu l ly  w ith  a  to u g h  top ic . Y ou 
m ay  d isa g re e  a t  som e p o in ts . B u t you 
c an  reco m m en d  i t  w ith  confidence to  y o u r  
c lien ts . W e th a n k  th e  a u th o r , W . B. C as­
ten h o lz , fo r se n d in g  u s  a  rev iew  copy.
W E c e r ta in ly  en jo y ed  re a d in g  th e  de­
c is io n  of th e  U. S. C. C. A., 3d D is tr ic t ,  
in  th e  case  of W . H . L ew is, p u b lish ed  in  
T h e  In te r n a l  R ev en u e  B u lle tin  fo r  J u ly
13. I t  w as so fre e  fro m  c u s to m a ry  ju d i ­
c ia l v e rb ia g e  a n d  se ttle d  a  p o in t n e v e r  
b e fo re  b ro u g h t u p  fo r  d ec isio n . T h e  
p o in t w as th e  d e d u c tib il i ty  of p e rso n a l 
e x p en ses  a r is in g  fro m  th e  e a rn in g  of ex­
em p t incom e.
A S yo u  m ay  rem em b er, w e a re  a  re g u la r  
re a d e r  a n d  a d m ire r  of T h e  N ew  Y o rk  
T im es. I t  is  u n su rp a sse d  fo r n e w s; a n d  
i ts  a d v e r t is in g  s ta n d a rd s  a re  th e  h ig h e s t  
w e k n o w  of. N o  p h y s ic ia n , la w y e r  o r  
d e n tis t  is  p e rm it te d  to  e n te r  i t s  a d v e r­
t is in g  co lu m n s. B u t a c c o u n ta n ts  a re . 
N o t a  S u n d a y  b u t su c h  p a id  n o tic e s  a p ­
p e a r  a s  th is :
“A c co u n ta n t, e n e rg e tic  liv e  w ire  so lic i­
to r  fo r  certified  p u b lic  a c c o u n tin g  
f i rm ; l ib e ra l c o m m issio n s.”
O u r le a rn e d  co n te m p o ra ry , A. P . R ic h ­
a rd so n , c o m p la in ed  of th is  p ra c t ic e  in  
h is  A u g u s t issue . W h a t w e w a n t t o  
k n o w  is  w h y  he, re p re s e n t in g  th e  I n s t i ­
tu te ,  d o esn ’t  jo in  fo rce s  w ith  G eorge A u ld , 
c h a irm a n  of th e  P u b lic  R e la tio n s  Com­
m itte e  o f th e  N ew  Y o rk  Society , to  fo r ­
m a lly  ex p o u n d  to  M essrs. O chs a n d  W ile y  
th a t  su c h  a d v e r t is in g  p ra c t ic e  is u n e th ­
ical. T h ese  le a d in g  s p i r i ts  o f th e  gr e a t  
n e w sp a p e r  w ould , if  w e a re  a n y  ju d g e , 
p ro m p tly  p u t  a n  en d  to  i t ,  fo r  th e y  h a v e  
c o n s is te n tly  m ad e  re v en u e  se c o n d a ry  to  
m o ra ls  a n d  e th ic s . W e w ou ld  l ik e  to  
h av e  M r. S p r in g e r  com e to  N ew  Y o rk  
to  re p re s e n t  o u r  S o c ie ty  a s  th e  t h i r d  
m em b er o f th e  d e le g a tio n  to  ca ll on  T h e  
T im es. B u t i f  h e  c a n n o t do so, w e w ill 
be  p lea sed  to  be h is  u n d e rs tu d y .
W E saw  o u r  f irs t  copy of “ T h e  A m e ri­
c an  A rc h ite c t” re c e n tly ; th e  A u g u s t 
n u m b er. I t ’s a  b e a u tifu l m ag az in e , p ic­
to r ia l ly  a n d  ty p o g rap h ica lly . On p ag e  
62 we cam e  on—-well, w h a t do you th in k ?  
A d e p a r tm e n t ca lled  “W h a t A rc h ite c ts  
A re  T a lk in g  A b o u t.” Good stu ff, e v en  if  
w e a re  n o t a r tis t ic .  B u t o u r d e p a r tm e n t 
h a s  th re e  w o rd s  less in  i ts  n am e . T h a t  
he lps.
B E F O R E  o u r A u g u s t issu e  w as in  th e  
m a ils  we rece iv ed  fro m  L e o n a rd  L e­
v in e  a  copy o f th e  J u ly  n u m b e r  o f T h e  
A m e ric an  P e rfu m e r. I t  c o n ta in e d  a n  ar-
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t i d e  by h im  w h ich  f itted  th e  d e sc rip tio n  
of th e  k in d  of m a te r ia l  w h ich  S ta te  So­
c ie tie s  o u g h t to  a d v e r tis e , as su g g e ste d  
by  tw o  c o rre sp o n d e n ts  in  th e  f irs t p a ra ­
g ra p h  in  o u r A u g u s t “ Shop .” Is  th is  
te le p a th y ?
L AU GH of th e  m o n th  fro m  th e  R e ad e rs  
D ig est of P le a sa n tv ille , N. Y.: “ S co tch ­
m en  p re fe r  b lo n d e  g ir ls  b ecau se  th e  over­
h ead  is  l ig h te r .”
I T  is o u r firm  in te n tio n  to  a c tu a lly  ta lk  
shop  to  you  in  M em phis. N o th in g  b u t 
a  m a jo r  c a ta s tro p h e  o r a  b ig g e r fee th a n  
w e h a v e  e v e r  e a rn e d  b e fo re  w ill keep  
u s  aw ay . So th e  p r in te d  “ S h o p ” w ill be 
o m itte d  fro m  th e  O ctober n u m b er. D on’t 
sa y  we d id n ’t w a rn  you. A n y th in g  you 
say  m ay  be u sed  fo r copy.
A D V E R T ISIN G  B Y  T H E  B A R
T h e  C a lifo rn ia  S u p rem e  C ourt, in  B a r­
to n  vs. S ta te  B a r  of C a lifo rn ia , 289 P a ­
cific R e p o r te r  818, h a n d e d  dow n a n  in ­
te re s t in g  dec isio n  w h ich  to u ch e s  on C anon  
27 of th e  A m e ric an  B a r  A sso c ia tio n ’s 
C ode of L eg a l E th ic s .
I n  C a lifo rn ia  th e r e  is  fo u n d  th e  m o st 
a d v an ced  ty p e  of p ro fe ss io n a l o rg a n iz a ­
t io n  co n tro l of an y  S ta te  in  th e  U nion . 
T h e  S ta te  B a r  h a s  a u th o r i ty  to  d isc ip lin e  
i ts  m em b ers . A  B o a rd  of B a r  G o v ern o rs 
h a d  reco m m en d ed  th e  su sp e n s io n  of B a r­
to n  fo r  v io la tin g  i t s  ru le  No. 2, p ro h ib it­
in g  th e  so lic ita tio n  of p ro fe ss io n a l em ­
p lo y m en t by  a d v e r tis in g .
T h e  a tto rn e y  h a d  in se r te d  in  a  d a ily  
p a p e r  a  c a rd  c o n ta in in g  th e  w o rd s  “A d­
v ice  F re e ” an d  h a d  co n tin u e d  so to  ru n  
i t  a f te r  he  h a d  been  re q u es te d  by th e  
S ta te  B a r  to  d e s is t.
T h e  R u les of P ro fe ss io n a l C o n d u c t h a d  
b een  fo rm u la te d  by th e  B o a rd  of B a r  
G ov ern o rs  an d  h a d  been  ap p ro v ed  by th e  
S u p rem e  C ou rt, as p ro v id ed  fo r by  th e  
law .
T h e  p e ti t io n e r  c la im ed  th a t  u n d e r  th e  
S ta te  C o n s titu tio n  th e  L e g is la tu re  could  
n o t d e leg a te  th e  p o w er to  fo rm u la te  and  
e n fo rc e  ru le s  of p rofessional: conduct, 
t h a t  th is  p a r t ic u la r  ru le  is a n  u n re a so n ­
ab le  ru le  an d  th a t  th e  a d v e r t is e m e n t in  
q u e s tio n  d id  n o t com e w ith in  th e  p ro h i­
b itio n  of R u le  2.
T h e  S u p rem e C o u rt d ecided  th a t  th e  
f irs t o b jec tio n  h a d  n o  m e r i t ;  th a t  w h en  
th e  ru le s  h a d  b een  ap p ro v ed  by  th e  Su­
p rem e  C o u rt th e y  th e re b y  b ecam e th e  
ru le s  of th a t  C o u rt a n d  th e  pow er of th e  
C o u rt to  m ak e  ru le s  a n d  re g u la tio n s  is 
n o t open to  q u estio n .
A s to  th e  re a so n a b len e ss  of R u le  2, th e  
p e ti t io n e r  a rg u e d  th a t  a d v e r t is in g  is 
u n iv e rs a lly  re g a rd e d  a s  a  le g itim a te  ac­
tiv ity , a n  a c t iv ity  w h ic h  is in d isp en sab le  
to  th e  success of b u s in e ss  co n cern s. H e 
m a in ta in e d , th e re fo re , t h a t  a ru le  p ro ­
h ib i t in g  so lic ita tio n s  of p ro fe s s io n a l em ­
p lo y m en t by a d v e r t is in g  is  u n re a so n a b le , 
c o n te n d in g  th a t  “no  a m o u n t of p re a c h in g  
can  a l te r  th e  cold, in d isp u ta b le  fa c t th a t  
th e  law  h a s  ceased  to  be a  sa c ro sa n c t 
p ro fess io n  an d  h a s  becom e a h ig h ly  com ­
p e ti t iv e  b u s in e ss .” I t  w as n o t c la im ed  
th a t  th e  ru le  w as a r b i t r a r y  o r d isc r im i­
n a to ry  a s  b e tw een  m em b ers of th e  lega l 
p ro fessio n , b u t th a t  i t  w as su ch  a g a in s t  
th e  leg a l p ro fe ss io n  a s  a  w hole .
T h e  a n sw e r  of th e  S ta te  B a r  to  th a t  
c o n te n tio n  w as th a t  th e  ru le  h a d  been 
p ro m u lg a te d  by  th e  m em b ers of th e  p ro ­
fe ss io n  itse lf . I t  h a d  n o t been  fo rced  
upo n  th e  p ro fe ss io n  by  a n y  law -m ak in g  
body. T h e  S ta te  B a r  A ct h a d  been  passed  
becau se  of a n  in s is te n t  d em an d  fro m  th e  
p ro fe ss io n  its e lf  fo r  a  m o re  effective  
m a in te n a n c e  of p ro p e r  p ro fe ss io n a l 
s ta n d a rd s . T h is  ru le  h a d  b een  re c e n tly  
ap p ro v ed  b y  th e  S u p re m e  C o u rt (1928) 
an d  i t  m ay  be p re su m ed  to  re p re se n t  th e  
p re sen t-d a y  id eas  of th e  leg a l p ro fess io n  
as  a  w hole . I t  w as su g g ested  th a t  p e r ­
h a p s  i t  h a d  becom e n e ce ssa ry  to  give a  
leg a l s ta tu s  to  a  ru le  w h ic h  h a d  h e re to ­
fo re  been  en fo rced  la rg e ly  by pu b lic  
o p in io n  d u e  to  th e  fa c t t h a t  by  som e a t ­
to rn e y s  th e  law  h a d  becom e a  “h ig h ly  
c o m p e titiv e  b u s in e ss .” I t  w as fu r th e r  
co n ten d ed  th a t  th e  p e c u lia r  re la tio n s h ip  
of th e  leg a l p ro fe ss io n  to  th e  pu b lic  
m ak es  i t  im p o r ta n t  to  th e  p ro fess io n  as 
a  w ho le  “ th a t  n o th in g  sh a ll  be done by 
a n y  m em b er w h ic h  m a y  te n d  to  lessen  
in  a n y  d eg ree  th e  confidence of th e  p u b ­
lic  in  th e  fidelity , h o n esty , a n d  in te g r i ty  
o f th e  p ro fe ss io n .”
T h e  C o u rt re fe r re d  to  a  p re v io u s  de­
c is io n  in  w h ich  i t  w as  sa id , “T h e  e th ic s  
of th e  leg a l p ro fe ss io n  fo rb id  th a t  a n y  a t ­
to rn e y  sh o u ld  a d v e r t is e  h is  ta le n ts  o r 
h is  sk ill, a s  a sh o p k eep er a d v e r tis e s  h is  
w a re s .” T h ey  a lso  re fe r re d  to  can o n  27, 
of th e  E th ic s  of th e  A m e ric an  B a r  A sso­
c ia tio n , re a d in g : “T h e  m o st w o r th y  a n d  
effective a d v e r tis e m e n t p o ssib le , ev en  fo r 
a  y o u n g  law y er, an d  e sp e c ia lly  w ith  h is  
b ro th e r  law y ers, is  th e  e s ta b lish m e n t of 
a  w e ll-m erited  re p u ta tio n  fo r  p ro fe ss io n a l 
c a p a c ity  an d  fid e lity  to  t r u s t .”
T h e  C o u rt sa id : “N o tw ith s ta n d in g  th e  
d e c la ra tio n  of th e  p e tit io n e r , we do n o t 
be lieve  th a t  th e  p ro fe ss io n  of th e  law  is, 
o r o u g h t to  be, m ere ly  a  ‘h ig h ly  c o m p e ti­
t iv e  b u s in e ss .’ A nd  becau se  i t  is no t, 
a n d  b ecause  i t  is n e ce ssa ry  t h a t  th e  p u b ­
lic  sh o u ld  n o t be g iv en  th e  id ea  th a t  it  
is so  co n sid e red  by  th e  m em b ers  of th e  
p ro fessio n , th e  ru le  a g a in s t  th e  so lic ita ­
t io n  of b u s in e ss  b y  a d v e r tis e m e n t is a  
re a so n a b le  re g u la tio n .”
R u le  2 ex em p ts  th e  p u b lic a tio n  o r use  
of o rd in a ry  p ro fe ss io n a l c a rd s  a n d  th e  
re g u la r  c o n v en tio n a l lis tin g s . I t  is  be­
liev ed  th a t  th e  p u b lic  w o u ld  re a c t  u n ­
fa v o ra b ly  to w a rd  th e  p ro fe ss io n  a s  a 
w ho le  w ere  a d v e r t is e m e n ts  “ e x to llin g  th e  
le a rn in g , a b ili ty , a n d  c a p a c ity  of a n  a t ­
to rn e y  to  g e t r e s u l ts ” p e rm itte d . I t
w ould  be p ra c t ic a lly  im p o ssib le  to  d raw  
th e  l in e  b e tw een  p ro p e r  an d  im p ro p e r  
a d v e r t is in g  w h en  one goes beyond  th e  
u su a l p ro fe ss io n a l c a rd  a n d  lis tin g .
In  th is  p a r t ic u la r  case  th e  se r io u sn e ss  
of th e  in f ra c tio n  c o n s is ted  in  th e  in s e r ­
t io n  of th e  w o rd s  “A dvice F re e ” a n d  th e  
su g g e s tio n  w as m ad e  th a t  th e  r e s t  of 
th e  m a te r ia l  in v o lv ed  w as of th e  c u sto ­
m a ry  v a r ie ty  of in fo rm a tio n  u sed  in  a  
p ro fe s s io n a l c a rd .
T h e  p e ti t io n e r  a rg u e d  th a t  th o se  w o rd s 
d id  n o t c o n s t itu te  a  so lic ita tio n  fo r em ­
p lo y m en t. On th is  p o in t th e  c o u rt  s a id : 
“O bviously , th e y  co u ld  h av e  no o th e r  
p u rp o se  th a n  to  in d u ce  p ro sp ec tiv e  
c lie n ts  to  com e to  h is  office w ith  th e  
hope  of g e tt in g  th e m  to  d isc lo se  th e i r  
a ffa irs  a n d  to  se e k  h is  ad v ice  upon  m a t­
te r s  w h ich  w ou ld  lead  to  h is  em p lo y m en t 
as th e i r  a tto rn e y . T h ey  w ere  ‘th e  sy ru p  
w ith  w h ic h  to  e n tic e  th e  fly.’ A nd  i t  is  
e q u a lly  obv ious th a t ,  if  th e  w o rd s d id  
n o t h av e  th e  effect of b r in g in g  c lie n ts  to  
h is  office w ho  w ou ld  u l tim a te ly  becom e 
p a y in g  c lie n ts , n o  p u rp o se  cou ld  be su b ­
se rv ed  by  in s e r t in g  th em .
“I t  w ill suffice to  say , w ith o u t f u r th e r  
a rg u m e n t on th is  p h a se  of th e  case, 
th a t  in  o u r o p in io n  th e  p e ti t io n e r  by th e  
in s e r tio n  of th e  w o rd s ‘A dvice f re e ’ in  
th e  a d v e r t is e m e n t w as g u ilty  of a n  in ­
f ra c t io n  of th e  ru le  fo rb id d in g  so lic ita ­
tio n  of p ro fe ss io n a l em p lo y m en t by  ad ­
v e r tise m e n t.
“W e a re , ho w ev er, o f th e  o p in io n  th a t  
th e  b o a rd  of g o v e rn o rs , in  reco m m en d ­
in g  a s  a  p e n a lty  fo r  th e  in f ra c tio n  of 
sa id  ru le  su sp en s io n  fro m  th e  p ra c tic e  
of th e  law  fo r  a  p e rio d  of th r e e  m o n th s , 
w as too  sev ere , a n d  w e th e re fo re  accep t, 
in  l ie u  of sa id  reco m m en d a tio n , th e  
re co m m e n d a tio n  of loca l a d m in is t ra t iv e  
co m m itte e  No. 4 t h a t  he  be  re p rim a n d e d , 
a n d  th is  o p in io n  sh a ll c o n s t itu te  su ch  
re p rim a n d .”
JO H N  SM ITH
W h en  a  dozen o r m o re  m en  a re  g a th ­
e red  to g e th e r  th e re  is u su a lly  a  J o h n  
S m ith  a m o n g  th e m , n o t on ly  in  A m erica  
b u t p ra c t ic a lly  e v ery w h ere . B u t a b ro a d  
th e  n am e  v a r ie s . F o r  th e  benefit of th e  
B a ltim o re  S u n , a  g re a t  f r ie n d  of Jo h n  
S m ith , th e  fo llo w in g  l is t  is ap p en d e d :
E n g la n d — Jo h n  S m ith  
G e r m a n y — J o h a n n  S ch m id t 
H o lla n d — J a n  S c h m ith s  
S p a in — J u a n  S m ith a s  
G reece— Io n  S k m ito n  
P o la n d — Iv a n  S c h m ittiw e isk i 
R is s ia — Iv a n  S k m itto w sk i 
C h in a — J a h o n  S e h im m it 
I ta l y — G io v an n i F a b b ro n i 
S c o tla n d — Jo h n  G ow ans 
I r e la n d — J o h n  G ow en 
F r a n c e — J e a n  L efev re
— T h e K a le n d s .
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C h arg e  to  th e  J u ry ,  C e n tra l  C rim in a l
C o u rt, Old B a iley , L ondon , E n g la n d ,
T h u rsd a y , J u ly  30, 1931.
T h is  is a  t r y in g  case, b u t i t  is a n  im ­
p o r ta n t  case, becau se  i t  h a s  in v o lv ed  th e  
v e n ti la t io n  in  th e  C ity  of L o n d o n  a n d  in  
th is  C o u rt of m a n y  q u e stio n s  co n n ec ted  
w ith  th e  finances a n d  a cc o u n ts  of com ­
p a n ie s— a  m a t te r  of th e  v e ry  h ig h e s t pub­
lic  im p o rta n ce . I am  b o u n d  to  say , a n d  I 
sa y  i t  b ecau se  of th in g s  w h ich  h av e  fa l­
len  fro m  tim e  to  tim e  q u ite  p ro p e rly  an d  
n o t u n n a tu ra l ly  fro m  v a r io u s  sp e a k e rs  
in  th is  case, t h a t  q u ite  a p a r t  fro m  an y  
q u e s tio n  of success o r fa ilu re , I th in k  
th a t  th e  p ro se c u tio n  in  th is  case  h a s  been  
a n d  w ill be of v e ry  g re a t  se rv ice  to  th e  
co m m erc ia l c o m m u n ity .
T h e  p o s itio n  h e re  is  th a t  you  h av e  to  
c o n sid e r w h e th e r  th o se  se c tio n s  of th e  
c r im in a l law  w h ic h  a re  e n a c te d  fo r th e  
p ro te c tio n  of sh a re h o ld e rs  in  jo in t  s to ck  
co n ce rn s  h av e  o r  h av e  n o t b een  in ­
f r in g e d — h a v e  o r h a v e  n o t b een  b ro k en . 
T h e  C row n, in  c o n s id e r in g  th e  q u e stio n  
of th e  p ro se cu tio n , h a v e  o n ly  to  a c t ac­
c o rd in g  to  th e  b est o f th e i r  sk il l  an d  
ju d g m e n t in  w h a t  a p p e a rs  to  th e m  to  be 
a  p r im a  fa c ie  case. T h a t  is  th e i r  fu n c ­
t io n  a n d  th e i r  d u ty . I t  is th e i r  f u r th e r  
d u ty , w h en  th e  case  com es on fo r h e a r in g , 
to  p re se n t th e  fa c ts  a s  th e y  u n d e rs ta n d  
th e m  fa ir ly  a n d  te m p e ra te ly  to  th e  ju ry , 
b u t  th e  e v e n tu a l r e s u l t  o f th e  t r ia l  m u s t 
d ep en d  on th e  d ec isio n  of th e  ju ry  w h en  
th e y  h a v e  h e a rd  a ll  th e  fa c ts  a n d  a ll th e  
ev idence . T h a t  is  th e i r  fu n c tio n .
A  W a r n in g  a n d  a  D is t in c t io n
N ow  th a t  b e in g  so, w h a t is  th e  p o s itio n  
h e re ?  B efo re  I  d ea l w ith  th e  se c tio n s  
a n d  b e fo re  I  d ea l w ith  th e  a c tu a l  c h a rg e  
w h ic h  you w ill h a v e  to  co n sid e r, a n d  th a t  
is  th e  e s s e n tia l  p a r t  of th e  case, I  w a n t 
by  w a y  of w a rn in g  a n d  d is t in c t io n  to  
p o in t o u t th a t  you  a re  n o t h e re  con­
c e rn e d  w ith  se v e ra l o th e r  m a t te r s  w h ich  
h av e  in c id e n ta lly  a r is e n , o r  a t  le a s t  su g ­
g e sted  th em se lv es , in  th e  co u rse  of th is  
in q u iry . Q u estio n s, I m ean , a s  to  w h a t is  
th e  g e n e ra l law  a s  to  th e  k e e p in g  of ac ­
c o u n ts ; q u e s tio n s  a s  to  w h a t  a re  th e  
g e n e ra l d u tie s  o f a u d ito r s ;  q u e s tio n s  as 
to  w h a t  a re  th e  t r u e  fu n c tio n s  a n d  tru e  
c o n te n ts  of b a lan ce -sh ee ts  a n d  p ro fit an d  
lo ss acco u n ts .
T h ese  a re  im p o r ta n t  q u e s tio n s  of v e ry  
g re a t  p u b lic  in te re s t ,  a n d  no  d o u b t e v e ry ­
th in g  th a t  h a s  h a p p en e d  in  th is  case  w ill 
be of v a lu e  to  th o se  w hose d u ty  i t  is  to  
see  t h a t  th e  law  on th e s e  m a t te r s  is  ob­
se rv ed , a n d  if  i t  is  u n s a t is fa c to ry  o r in ­
su ffic ien t fo r  th e  p u rp o se s  fo r w h ich  i t  is 
in te n d e d  to  ta k e  s te p s  to  h av e  i t  im-
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proved . A g re a t  deal h a s  been  sa id  a b o u t 
th e  k e ep in g  of se c re t re se rv e s , an d  how  
f a r  t h a t  is  o r  is  n o t p e rm iss ib le  u n d e r  
th e  C o m p an ies A c ts  o r u n d e r  th e  sp ec ia l 
c h a r te r  of th e  R o y a l M ail S team  P a c k e t 
C om pany . As yo u  w ill rem em b er, th e  
q u e s tio n s  w h ic h  a r is e  h e re  fa ll to  be de­
cided, so f a r  a s  t h a t  a sp ec t of th e  m a t te r  
is fo r  y o u r  dec is io n  o r y o u r c o n s id e ra tio n  
a t  a ll, u n d e r  th e  sp ec ia l c h a r te r  of th a t  
com pany .
W e h a v e  h e a rd  a  g re a t  deal a b o u t th e  
k e ep in g  of s e c re t re se rv e s , a n d  we h av e  
h e a rd  a  g re a t  dea l a b o u t th e  co m m erc ia l 
tro u b le s  w h ich  m ay  flow fro m  th a t  p ra c ­
tice . W e h av e  h e a rd  a  g re a t  deal a b o u t 
w h a t is o ften  d o n e  in  p ra c tic e , a n d  it  
m ay  be re a so n a b ly  a n d  p ro p e rly  done. 
Q u e stio n s  m a y  a r is e  som e d ay , an d  pos­
s ib ly  w ill a r is e , in  som e a p p ro p ria te  p ro ­
ceed in g  in  o rd e r  to  find o u t an d  e lu c id a te  
th e se  v e ry  sp e c ia l m a tte rs .
V a lu e  a n d  F a u lt  o f  a  S y s te m
I t  w as sa id  by a  v e ry  le a rn e d  Ju d g e  on 
one occasion , by  w ay  of o b se rv a tio n  an d  
n o t by  ju d g m e n t, th a t  a  co m pany , t h a t  is 
to  sa y  th e  sh a re h o ld e rs , cou ld  n o t  com ­
p la in  if  th e  p o s it io n  of th e  fin an ces of 
th e  co m p an y  w a s  b e tte r  th a n  th e  a cc o u n ts  
d isc losed . T h a t  h a s  been  qu o ted  fro m  
t im e  to  tim e  a s  a  ju s tif ic a tio n  fo r th is  
m e th o d  o f k e e p in g  re se rv e s  sec re t. B u t 
th e re  m ay  be  v e ry  g re a t  e v ils  if  th o se  
w ho  h a v e  th e  co n tro l an d  m a n a g em e n t 
of th e  com pany , a n d  w ho  c o n tro l an d  
m an a g e  c o m p an ies  fo r  th e  benefit o f th e  
sh a re h o ld e rs  w ho  e n tr u s t  th e i r  m o n ey s to  
com p an ies, i f  v e ry  la rg e  p o r tio n s  of th e  
co m p an y ’s  a s se ts  a re  le f t  in  th e  s e c re t 
d isp o s itio n  of th e  m a n a g in g  a u th o r i ty .
I t  m a y  w o rk  v e ry  w ell in  m an y  cases ; 
n o  d o u b t i t  does. I t  is  a  p ra c tic e  w h ich  
is b e in g  fo llow ed, no  doubt, by  m an y  
co n ce rn s  of th e  h ig h e s t s ta n d in g . On th e  
o th e r  h a n d  i t  m a y  be th e  su b je c t of a l­
m o st in to le ra b le  ab u se . S u ch  a  sy s te m  
m ay  be  u sed  to  cover up  n eg lig en ces, i r ­
re g u la r i t ie s  a n d  a lm o s t b re a c h e s  of fa ith . 
I t  is  sa id  to  be a  m a t te r  of d o m estic  
co n ce rn  b e tw een  th e  co m p an y  a n d  th e  
sh a re h o ld e rs , b u t  i f  sh a re h o ld e rs  do n o t 
k n o w  a n d  c a n n o t k now  w h a t th e  p o s itio n  
is, h o w  can  th e y  fo rm  a n y  v iew  a b o u t 
i t  a t  a ll?  H o w  can  th e y  c o n s id e r w h e th e r  
i t  is so m e th in g  w h ich  th e y  a re  sa tis fied  
w ith  o r w h ich  th e y  a re  n o t sa tis fied  w ith ?
N ow , ta k in g  th is  c ase  w ith o u t e n te r in g  
in to  th e  th o rn y  q u e s tio n  as to  w h e th e r  
you h a v e  h e re  a n y th in g  w h ic h  c an  be 
ca lled  re se rv e s  o r no t, you  h av e  h e re  a
s e r ie s  of la rg e  su m s of m oney , th e  n a tu r e  
of w h ich  a n d  th e  p ro p r ie ty  of w h ich  h av e  
re m a in e d  s e c re t  fro m  th e  sh a re h o ld e rs , 
a n d  th e  u se  of w h ich  h a s  re m a in e d  s e c re t 
fro m  th e  s h a re h o ld e rs  if  you ex clu d e  c e r­
ta in  th in g s  w h ich  a p p ea red  in  th e  th re e  
la s t  b a lan ce -sh ee ts  w ith  w h ich  w e a re  
co n cerned .
N ow  w h a t h as  h ap p en e d  a s  th e  re s u l t  
of th a t?  W e know , an d  th e re  does n o t 
seem  to  be a n y  d isp u te  a b o u t i t  now —  
w h en  I sa y  “W e k n o w ,” th is  is how  I 
u n d e rs ta n d  th e  e v id en ce ; you m ay  v iew  
i t  d if fe re n tly —w e k now  th a t  th e re  w e re  
b a lan ce -sh ee ts  an d  p ro fit a n d  lo ss ac ­
c o u n ts  p u b lish e d  fo r a  p e rio d  of seven  
y e a rs  w h ich  d id  n o t d isc lose  one w ay  or 
th e  o th e r  w h e th e r  th e  co m p an y  w as e a rn ­
in g  a n y  p ro fit o r no t. D u rin g  th o se  seven  
y e a rs  th e re  w as ex p en d ed  ou t of th o se  
ite m s  w h ich  w ere  m a in ly  con n ec ted  w ith  
th e  w a r, a  su m  of n o  less th a n  five m il­
lio n  p o u n d s— n o t o u t of c u r re n t  e a rn in g s  
a t  a ll ,  b u t  o u t of th e se  ite m s  w h ic h  in  th e  
m ain , n o t q u ite  w h o lly  b u t in  th e  m ain , 
a ro se  o u t of th e  w ar.
S h a re h o ld e r s ' B e lie f
D u rin g  a ll  t h a t  p e rio d  th e  sh a re h o ld e rs  
w ere  to ld  n o th in g , a n d  th e y  d re w  th e i r  
d iv id e n d s  p re su m a b ly  in  th e  s im p le  f a i th  
t h a t  a ll w as  w ell w ith  th e  c o n d itio n  of 
th e  com pany .
I t  is  s a id :  “V ery  w ell, th e y  g o t th e i r  
d iv id e n d s .” I t  is  sa id : “T im e s m ig h t  
h a v e  c h an g ed , a n d  a lth o u g h  th e se  ite m s 
of in co m e cam e to  a n  end , o th e rs  m ig h t  
ta k e  th e i r  p lace  a n d  c o n d itio n s  m ig h t  
im p ro v e .” On th e  o th e r  h a n d , s u re ly  
if  th e  s h a re h o ld e rs  h a d  been  to ld  (I  do 
n o t sa y  w ho is re sp o n s ib le  fo r  th e  m o­
m e n t)  t h a t  th is  com p an y  h a d  no  e a rn ­
in g s, b e ca u se  e a rn in g s  a re  th e  life  b lood  
of a  co m p an y — a  co m pany  c a n n o t go o n  
in d e fin ite ly  u s in g  i ts  c a p ita l  a s se ts  u n le s s  
i t  is  e a rn in g — if th e y  w ere  to ld  t h a t  th is  
co m p an y  h ad  no  e a rn in g s , su re ly  th e y  
m ig h t  h a v e  ta k e n  s tep s, a s  cou ld  be done 
a n d  h a s  b een  done in  o th e r  cases.
A s soon a s  th e  sh a re h o ld e rs  b ecam e  
a w a re  of th e  c o n d itio n  of th e  co m p an y  
su re ly  s te p s  m ig h t h av e  been  ta k e n  i f  
th e  s h a re h o ld e rs  w ere  so  d isposed , a n d  
c e r ta in ly  th e y  sh o u ld  h av e  h a d  th e  op­
p o r tu n ity  of ta k in g  s te p s , fo r  th e  re co n ­
s t r u c t io n  a n d  r e a r ra n g e m e n t  of th e  com ­
p a n y ’s  a ffa irs , th e  c u tt in g  dow n of ex ­
p e n d itu re , th e  re d u c tio n  of se rv ice s, an d  
a ll th o se  th in g s  w h ich  h a v e  to  be  d one  
w hen  a  co m p an y  is n o t p a y in g  i ts  w ay . 
T h e  so o n e r  th a t  is done th e  b e tte r ,  a n d  
th e  b e tte r  hope  th e re  is of th e  c o m p an y  
su rv iv in g  th e  tro u b lo u s  tim es.
I  w ill s a y  so m e th in g  a b o u t w h a t ap­
p e a re d  on th e  p ro fit a n d  lo ss a cco u n t a
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l i t t le  la te r . I t  w as n e v e r b ro u g h t to  th e  
s h a re h o ld e rs ’ kn o w led g e  w h a t th e  po si­
t io n  w as. I t  m ay  seem  in c re d ib le  th a t  
th is  cou ld  go on in  a  b ig  co m p an y  fo r 
a ll th o se  y e a rs , b u t so i t  w as, a n d  th e n  
e v e n tu a lly  a t  a  p e rio d  w h ich  is o u ts id e  
th e  p e rio d  we a re  co n ce rn ed  w ith  som e­
th in g  h a d  to  be done a n d  som e s tep s  h ad  
to  be tak e n .
D IR E C T O R S ’ PO S IT IO N
T h e ir  D u t y  to  th e  P r o p r ie to r s
I t  is a  l i t t le  a s to u n d in g , a n d  one c an ­
n o t h e lp  w o n d e rin g  w h e th e r  th o se  w ho 
m a n a g e  b ig  co m p an ies  do n o t fo rg e t som e­
tim e s  th a t  th e  body of d ire c to rs  of a 
co m p an y  a re  th e  a g en ts  an d  th e  t ru s te e s  
of th e  sh a re h o ld e rs , th a t  th e y  owe th em  
fu ll in fo rm a tio n , su b je c t to  p ro p e r  an d  
re a so n a b le  co m m erc ia l n e c e ss ity ;  th e y  
ow e th e m  fu ll in fo rm a tio n , a n d  i t  is 
th e i r  in te re s ts  t h a t  th e y  h a v e  to  s tu d y ;  
th e y  a re  n o t to  re g a rd  sh a re h o ld e rs  as 
people  w ho m ay  look  u p  i f  th e y  a re  n o t 
fe d ; th e y  a re  th e  people w hose  m oney  
th e y  a re  u s in g , a n d  i t  is to  be  rem em ­
b e red  th a t  a  jo in t  s to ck  co m p an y  is  a  
c re a tio n  of law .
A  jo in t  s to ck  com p an y  h a s  th e  e n o r­
m ous a d v a n ta g e  of l im ite d  lia b ili ty , a n d  
th e  L e g is la tu re  h a s  in te n d e d , i t  seem s to  
m e, a lth o u g h  by  h a lt in g  step s, to  secu re  
t h a t  th o se  w ho en jo y  th o se  p r iv ile g e s  of 
l im ite d  l ia b ili ty  a n d  w ho co n tro l a n d  
m a n a g e  jo in t  s to c k  co m p an ies  sh o u ld  be 
su b je c t to  som e c o n d itio n  a s  to  p u b lish in g  
th e i r  a cc o u n ts  a t  le a s t  to  th e  sh a re h o ld ­
e r s  an d  a t  le a s t  to  th o se  w ho  a re  e n ti t le d  
to  be su m m o n ed  to  g e n e ra l m ee tin g s .
N e w  C o m p a n ie s  A c t  P r o v is io n s
T h e  law  h a s  re c e n tly  been , I w as g o in g  
to  say  im p ro v ed , b u t  i t  h a s  re c e n tly  been  
a lte re d  in  th e  re c e n t A ct of 1929. F o r  
th e  f irs t  tim e  th a t  h a s  p ro v id ed  fo r  th e  
se n d in g  to  sh a re h o ld e rs  of a  balance- 
sh e e t an d  a  p ro fit a n d  lo ss acc o u n t in  
e v e ry  y e a r ;  a n d  th e re  a re  p e n a lt ie s  im ­
posed  u p o n  d ire c to rs  w ho do n o t do th a t ,  
a n d  th e  b a lan ce -sh ee t m u s t c o n ta in  a  
su m m a ry  a m o n g  o th e r  th in g s  of th e  l ia ­
b i l i t ie s  a n d  a sse ts , to g e th e r  w ith  su ch  
p a r t ic u la r s  a s  a re  n e ce ssa ry  to  d isc lose  
th e  g e n e ra l n a tu re  of th e  l ia b i li t ie s  a n d  
a s se ts  of th e  com pany , a n d  to  d is t in ­
g u ish  b e tw een  th e  a m o u n ts  re sp ec tiv e ly , 
o f th e  fixed a s se ts  an d  th e  flo a tin g  a sse ts , 
a n d  s ta te  how  th e  v a lu e s  of th e  fixed 
a s se ts  h a v e  been  a r r iv e d  a t.
I t  f u r th e r  p ro v id es  t h a t  th e re  is to  be a  
re p o r t  by  th e  d ire c to rs  w ith  re sp e c t to  
th e  s t a te  of th e  c o m p a n y ’s a ffa irs  a n d  th e  
am o u n t, i f  an y , w h ich  th e y  reco m m en d  
sh o u ld  b e  p a id  by  w a y  of d iv id e n d s  a n d  
th e  a m o u n t, i f  a n y , w h ich  th e y  p ro p o se  
to  c a r ry  to  th e  re se rv e  fu n d , g e n e ra l r e ­
se rv es  a n d  re se rv e  a c c o u n t sh o w n  spe­
c ifica lly  on th e  b a lan ce -sh ee t, o r  to  th e  
re se rv e  fu n d  o r g e n e ra l re se rv e  o r re ­
se rv e  acco u n t to  be sh o w n  sp ec ifica lly  on 
a  su b seq u e n t b a lan ce-sh eet.
I t  m ay  be sa id  th a t  t h a t  does n o t in  
te rm s  p ro h ib it  th e  c re a tio n  of a n y  r e ­
se rv e  w h ich  is n o t sh o w n  spec ifica lly  on 
th e  ba lan ce-sh ee t, a n d  i t  m ay  be sa id  th a t  
in  a  m a t te r  of d o m estic  co n ce rn  lik e  th e  
k e e p in g  of re se rv e s  by  a p p ro p ria te  
re g u la tio n s  th e  sh a re h o ld e rs  m a y  ag ree  
to  a  re se rv e  b e in g  accu m u la te d , th e  ex ac t 
a m o u n t of w h ich  is n o t specified  in  th e  
b a lan ce -sh ee t or th e  p ro fit an d  lo ss ac­
co u n t. T h a t  is  a  q u e stio n  w h ich  no  do u b t 
w ill re q u ire  v e ry  c a re fu l c o n s id e ra tio n  
in  som e fu tu re  case. I t  does a p p e a r  to  
m e, as a t  p re se n t ad v ised , t h a t  th e  te rm s  
of th e  sec tio n s  w h ich  I  h a v e  re ad  can n o t 
p o ss ib ly  ju s t ify  th e  o m iss io n  of an y  
a m o u n t of a n y  re se rv e  fro m  th e  balance- 
sh e e t a n d  th e  p ro fit an d  lo ss a cco u n t a l ­
to g e th e r , an d  a t  th e  m o m en t (a n d  I am  
v e ry  a n x io u s  n o t to  be m o re  p rec ise  th a n  
I feel I o u g h t to  be, b ecau se  I  feel I 
ou g h t n o t to  be  v e ry  p re c ise  a b o u t th is )  
th e re  m ay  be som e ju s tif ic a tio n  fo r  th e  
m a in te n a n c e  of a n  u n d isc lo sed  o r se c re t 
re se rv e , i f  th e  fa c t th a t  th e re  w as su ch  a  
re se rv e  w as c le a rly  specified  so m ew h ere  
in  th e  re p o rt,  so  th a t  th e  sh a re h o ld e rs  
cou ld  know , a n d  if  th e  m a jo r i ty  of th em  
d e s ired  to  in s is t  on i ts  d isc lo su re  a n d  
i ts  a m o u n t a n d  i ts  u t il is a tio n , th e y  cou ld  
do  so. H o w ev er th a t  m ay  be, i t  is  c le a r ly  
th e  in te n tio n  of th e s e  sec tio n s  th a t  th e  
a cco u n ts  of co m p an ies  in  fu tu re  sh o u ld  be 
p u b lish ed  w ith  g r e a te r  p a r t ic u la r i ty  a n d  
w ith  g r e a te r  in fo rm a tio n  to  th e  s h a re ­
h o ld e rs .
A U D IT O R ’S DUTY 
V e ry  C a re fu l I n v e s t ig a t io n
T h en  th e re  is  th e  q u e s tio n  of th e  a u d i­
to r , because , a s  you  w ill rem em b er, th e  
law  re q u ire s  th e  a p p o in tm e n t of an  a u d i­
to r , w h o  is  th e  se rv a n t  o f th e  com pany , 
a n d  h is  d u ty  is  to  re p o r t  to  th e  sh a re ­
h o ld ers , on p ro p e r  e x a m in a tio n , on th e  
acc o u n ts  w h ic h  th e  d ire c to rs  a re  go in g  
to  p re s e n t  to  th e  com pany .
T h e  law  does n o t im pose  a n  im p o ssib le  
b u rd e n  on a u d ito r s ;  i t  does n o t m ak e  
th e m  in s u re r s ;  i t  does n o t re q u ire  of 
th em  th e  sk ill  a n d  v ig ila n ce  w h ich  is be­
yon d  th e i r  p o w er; b u t  i t  does re q u ire  
th em  to  re p o r t ;  an d  to  re p o r t  on th e  ac ­
c o u n ts  w o u ld  c e r ta in ly  in c lu d e  a  v e ry  
c a re fu l in v e s tig a tio n  o f th e  p ro fit a n d  
lo ss acc o u n t a s  one of th e  acco u n ts , even  
if  i t  is n o t e x p re ss ly  covered  in  th e  c e r­
tif ic a te  w h ich  is g e n e ra lly  accep ted  a s  a  
co m ple te  re p o rt .
T h e n  th e y  h av e  to  g ive  a  ce rtif ic a te  as 
t o  w h e th e r  in  th e i r  o p in io n  th e  balance- 
sh e e t  r e fe r re d  to  in  th e  r e p o r t  is  p ro p e rly  
d ra w n  u p  so a s  to  in c lu d e  a  t r u e  an d  
c o rre c t v iew  of th e  s t a te  of th e  com ­
p a n y ’s a ffa irs  a c c o rd in g  to  th e  b est of 
th e i r  in fo rm a tio n  a n d  th e  e x p la n a tio n s  
g iv en  to  th em .
Now, if  th e  a cco u n t on w h ich  th e  d iv i­
den d s a re  b e in g  p a id , o r if th e  acco u n t 
on w h ich  th e  c u r re n t  ex p en ses of th e  
co m p an y  a re  b e in g  m et is b e in g  fed  by 
u n d isc lo sed  re se rv e s , i t  seem s to  be v e ry  
difficult to  see h o w  th e  a u d ito r  can  d is ­
c h a rg e  h is  d u ty  of g iv in g  a  t r u e  a n d  co r­
re c t v iew  of th e  s ta te  of th e  c o m p an y ’s 
a ffa irs  w ith o u t m en tio n in g  a n d  d ra w in g  
a t te n tio n  to  th is  fa c t, w h ich  m ay  be of 
th e  m o st v i ta l  im p o rta n c e  a s  in d ic a tin g  
th e  s ta te  of th e  co m p an y ’s a ffa irs .
N o  d o u b t a n  a u d ito r , in  h is  v e ry  d e li­
ca te  a n d  d ifficult d u tie s , m u s t u se  a  c e r­
ta in  a m o u n t of d isc re tio n , b u t w h a te v e r  
d isc re tio n  h e  m ay  fe e l th a t  he  is ju s tif ie d  
in  e x e rc is in g  w ith in  th e  l im its  of w h a t 
is reaso n a b le , h e  m u s t  re m e m b e r th a t  h e  
is  u n d e r  a  s ta tu to r y  d u ty  a n d  th a t  he  
m a y  com e u n d e r  th e  p e n a ltie s  o f th e  law  
i f  h e  fa ils  in  t h a t  d u ty , a t  le a s t in  specific  
w ays w h ich  I  need  n o t tro u b le  a b o u t a t  
th is  m o m en t.
C h a r te re d  C o m p a n ie s
T h a t  is  th e  p o s itio n  u n d e r  th e  new  
C o m p an ies A ct. I t  is  r a th e r  m o re  s t r in g ­
e n t  th a n  th e  p o s itio n  b e fo re  1925, b u t  in  
th is  c ase  you  w ill re m e m b e r th a t  we a re  
d e a lin g  n o t w ith  a  co m p an y  u n d e r  th e  
L im ite d  L ia b ili ty  C om pan ies A ct to  w h ich  
th o se  A c ts  ap p ly , b u t  w e a re  d e a lin g  w ith  
a  co m p an y  w h ich  is  fo rm ed  a s  a  c o rp o ra ­
t io n  a n d  w h ich  h a s  th e  p r iv ile g e  of 
lim ite d  l ia b ili ty . T h a t  c o rp o ra tio n  is  
go v e rn ed  by  th e  te rm s  of th e  c h a r te r  
w h ich  i s  g ra n te d  to  i t  b y  th e  C row n, be­
cau se  i t  is  th e  C ro w n  w h ich  g ra n ts  th e  
c h a r te r  w h ich  in c o rp o ra te s  a  c h a r te re d  
co m pany . T h e re  a re  v e ry  few  c h a r te re d  
com p an ies . I t  w as a  p ra c tic e  w h ich  w as 
a v a ile d  of in  th e  e a r l ie r  d ays be fo re  th e  
sy s te m  of th e  C o m p an ies A cts h ad  been  
in v en te d  a n d  developed. In  th o se  d ay s a  
c o rp o ra tio n  co u ld  o n ly  be  c re a te d  by  th e  
sp ec ia l A ct of th e  C row n or P a r l ia m e n t,  
an d  th is  m e th o d  of h a v in g  a  c h a r te re d  
co m p an y  w a s  a  m eth o d  of c re a tin g  a  
c o rp o ra tio n  by  th e  a c t  of th e  ex ecu tiv e .
I do n o t re m e m b e r  w h ic h  w as th e  la s t  
C h a rte re d  C o m p an y  w h ic h  w a s  fo rm ed , 
b u t  th i s  com pany , o ne  of th e  v e ry  o ldest 
sh ip p in g  co m p a n ie s  in  th is  c o u n try , w as 
fo rm ed  in  S ep tem b er, 1839, a n d  a s  you  
k now , th e re  a r e  c e r ta in  p ro v is io n s  w h ich  
deal w i th  th e  k e ep in g  of acco u n ts .
So f a r  a s  I  k n o w  in  th e  C h a r te r  th e re  
Is n o  p ro v is io n  fo r  th e  m a in te n a n c e  or 
fo r  th e  c re a tio n  of a  sc e re t re se rv e  fu n d . 
T h e re  m ay  be, b u t i t  h a s  n o t been  p o in te d  
o u t to  m e, a n d  I  h a v e  n o t b een  a b le  to  
d isco v er it.
Q u e s tio n  to  6e D e c id e d
T h e  q u e s tio n  to  be  decided  h e re  b y  you 
in  th is  c h a rg e  in  th is  case, is n o t w h e th e r  
th e  tw o  d e fe n d a n ts  o r e i th e r  of th e m  h a s  
co m m itte d  a n y  b re a c h  o f  h is  d u ty  to  th e  
com pany , e i th e r  a s  C h a irm a n  o r as 
a u d ito r .
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I f  a  b re ac h  of d u ty  h a s  b een  co m m itted , 
a n d  I am  d e a lin g  now  w ith  th e  a cco u n ts  
a n d  n o t w ith  th e  p ro sp e c tu s  ( I  sh a ll say  
w h a t I h av e  to  sa y  a b o u t th e  p ro sp ec tu s  
on th e  second s ta g e ) , if  th e re  h a s  been 
a n y  b re ac h  of du ty , n o t neg lig en ce , b u t 
a n y th in g  fo r w h ich  th e  d ire c to rs  or th e  
a u d ito r  m ay  be l ia b le  to  th e  com pany , 
th a t  is a  m a t te r  e n t i r e ly  beyond  y o u r  p u r ­
v iew  a n d  e n tire ly  b eyond  y o u r c o n s id e ra ­
t io n — I m ea n  d ire c tly  beyond  y o u r p u r ­
v iew  or beyond  y o u r  c o n s id e ra tio n . You 
a r e  n o t h e re  d e a lin g  w ith  q u e s tio n s  of 
civ il l ia b ili ty .
F o r  c iv il l ia b i li ty  th e  a p p ro p ria te  
re m e d y  is  a n  a c tio n  in  d am ag es , b u t 
w h en  a  m a t te r  com es b e fo re  th is  C o u rt it  
com es a s  a  m a t te r  of c r im in a l  l ia b ili ty , it  
com es b e fo re  th is  C o u rt becau se  som e­
th in g  h a s  b een  done, so m e  in f r in g e m e n t 
o f th e  law  w h ich  goes b eyond  th e  p u r ­
v iew  of c iv il l ia b i li ty  w h ich  is m ere ly  
a n sw e red  in  dam ag es , a n d  w h ich  
a m o u n ts  to  a  c rim e  a g a in s t  th e  S ta te , of 
w h ich  th e  S ta te  m u s t ta k e  cognizance, 
an d  a  c rim e  fo r w h ich  th e  p a r ty  w ho is 
conv ic ted  m u s t re ce iv e  a se n ten c e  ap ­
p ro p r ia te  to  a  c r im in a l.
T h e re fo re  w h en  you  c o n sid e r th is  case  
yo u  m u s t re a lise , a s  I am  su re  you do, 
a n d  i t  is m y  d u ty  to  p o in t i t  o u t to  you, 
w h a t you a re  c o n s id e r in g  a n d  w h a t you 
h av e  to  d e te rm in e .
T h e re  is on ly  one o th e r  g e n e ra l ob­
se rv a tio n  I  t h in k  i t  m ay  be  c o n v en ien t 
fo r  m e  to  m ak e  be fo re  I dea l w ith  th e  
in d ic tm e n t in  th is  case, a n d  th a t  is  th is :  
T h a t  i t  is a  u n iv e rs a l ru le  of E n g lish  
c r im in a l  ju s t ic e  th a t  ev e ry  m a n  w ho ap ­
p e a rs  in  th e  dock on a  c r im in a l c h a rg e  is 
in  th e  eyes of th e  law  in n o ce n t u n t il  he  
is p ro v ed  to  be g u ilty . A  ju ry  can n o t 
c o n v ic t a  m an  of a n y  c r im in a l c h arg e  
u n le s s  th e y  a re . sa tis f ied  beyond  re a so n ­
ab le  do u b t t h a t  h e  is  g u i lty  of th e  of­
fence, an d  th e  v e ry  offence, w h ich  is 
c h a rg e d  a g a in s t  h im .
T H E  IN D IC T M E N T  
A lle g e d  I n te n t io n  to  D e c e iv e
T h e  in d ic tm e n t, w h ich  I th in k  you  h av e  
seen — if  yo u  h a v e  n o t  you  o u g h t to  a t  
so m e  s ta g e — I th in k  i t  r ig h t  to  r e fe r  to  a t  
th is  s tag e . T h e  in d ic tm e n t c h a rg e s  L o rd  
K y lsa n t w ith  c irc u la t in g  a  fa lse  s ta te ­
m e n t w ith  in te n t  to  dece ive  sh a re h o ld e rs . 
So th a t  th e  on ly  re le v a n t  in te n t  h e re  is 
a n  in te n t  to  deceive sh a re h o ld e rs . I f  you 
th o u g h t th a t  th e r e  w as a n  in te n t  to  de­
ceive  som eone  e lse — I a m  d e a lin g  now  
w ith  th e  f irs t tw o  co u n ts— you w ould  ig ­
n o re  th a t  in te n t ,  b ecause  i t  w ou ld  be o u t­
s id e  th e  scope of th e  in d ic tm e n t. T he 
re le v a n t  c o u n t is a n  in te n t  to  deceive 
sh a re h o ld e rs .
N ow  I  th in k  i t  is  c o n v e n ie n t fo r  m e to  
re a d  to  you  th e  se c tio n  o f th e  A ct, so 
t h a t  you m ay  h a v e  i t  in  m in d . S ec tio n  
84 of th e  L a rc e n y  A ct, 1861, d e a lin g  w ith  
p u b lish in g  f ra u d u le n t  s ta te m e n ts , say s:
“W hosoever b e in g  a  d irec to r , m a n a g e r  
o r pu b lic  officer” (p u b lic  officer w ou ld  
in c lu d e  th e  a u d ito r )  “ of an y  body c o r­
p o ra te  o r  p u b lic  co m pany  sh a ll m ake , c ir ­
c u la te  o r p u b lish , o r c o n cu r in  m ak in g , 
c irc u la t in g  o r p u b lish in g  an y  w r i t te n  
s ta te m e n t o r acc o u n t w h ich  h e  sh a ll k now  
to  be fa lse  in  a n y  m a te r ia l  p a r tic u la r  
w ith  in te n t  to  deceive or d e fra u d  an y  
m em ber, sh a re h o ld e r , or c re d ito r  of su ch  
body .”
T h a t  is th e  f irs t m a t te r  we a re  con­
cern ed  w ith  on th e  acco u n t. T h en  i t  goes 
on to  sa y  so m e th in g  w h ich  is  n o t m a ­
te r ia l ,  a n d  th e n  i t  say s: “ or to  e n tr u s t”—  
t h a t  is to  say  w ith  in te n t— “to  in t r u s t  
o r ad v an ce  a n y  p ro p e rty  to  su c h  body 
c o rp o ra te  o r p u b lic  com pany , o r to  e n te r  
in to  a n y  s e c u ri ty  fo r  th e  benefit th e reo f, 
sh a ll  be g u ilty  of a  m isd em e an o u r.”
T h a t  is th e  sec tio n . I t  seem s to  m e, a s  
A cts of P a r l ia m e n t  go, to  be re a so n a b ly  
c le a r an d  n o t to  re q u ire  a n y  p a r t ic u la r  
ex p o sitio n , e x ce p t th a t  I w a n t to  e m p h a ­
sise  c e r ta in  a sp e c ts  of it. I w a n t to  s ta te  
w h a t is th e  c o n s tru c tio n  I h av e  a r r iv e d  
a t  on a  p o in t w h ic h  m ay  be  im p o r ta n t,  
a n d  a  p o in t  w h ich  h a s  been ra is e d  o r 
a d u m b ra te d , a s  to  th e  m e a n in g  o f c e r ta in  
w ords. T h ese  a r e  th e  w o rd s  w h ich  i t  is 
sa id  re q u ire  som e co n s id e ra tio n , a n d  I 
con fess  I th in k  th e y  do.
I t  is th e s e  w o rd s :
“ M ake, c irc u la te , p u b lish  o r c o n cu r in  
m a k in g , c irc u la t in g  or p u b lis h in g  an y  
re p o rt ,  s ta te m e n t o r  acco u n t, w h ich  he 
sh a l l  k n o w  to  be  fa lse  in  a n y  m a te r ia l  
p a r t ic u la r .”
W h a t ex ac tly  does th a t  m ean ?  T h e  
conclu sio n  I  h a v e  a r riv e d  a t  is th is , th a t  
i t  is n o t l im ite d  to  a  case  w h e re  you 
p o in t to  a  w r i t te n  a cco u n t o r w r i t te n  
s ta te m e n t, a n d  say : H e re  a re  c e r ta in  
figures, h e re  a re  c e r ta in  w o rd s w h ic h  a re  
fa lse . I  th in k  t h a t  is to  n a r ro w  u n d u ly  
th e  w o rd s  “ in  a n y  m a te r ia l  p a r t ic u la r .” 
I t  is p e rfe c tly  t r u e  th a t  in  a  c r im in a l a ct, 
w h ich  c a r r ie s  w ith  i t  th e  p e n a ltie s  of th e  
c r im in a l law , th e  A ct m u s t be  s t r ic t ly  
co n s tru ed , h u t  i t  m u s t  be  re a so n a b ly  con­
s tru e d . In  m y  ju d g m e n t to  c o n s tru e  i t  in  
t h a t  w a y  w ou ld  b e  to  sh u t  o u t a  ty p e  of 
f ra u d  in  co n n ec tio n  w ith  w r i t te n  docu­
m e n ts  o r  w r i t te n  a cc o u n ts  w h ich  m ay  be 
of th e  u tm o s t im p o rta n ce , an d  th a t  is  th e  
ty p e  of f ra u d  w h ich  m ay  be fo u n d  in  a  
docu m en t, n o t f ra u d u le n t  in  th e  sen se  of 
w h a t i t  s ta te s , b u t  in  th e  sen se  of w h a t  
it  concea ls  o r  o m its.
T y p e  o f F a ls i t y
You m ay  h a v e  a  defin ite  a n d  p o s itiv e  
fa lseh o o d  in  a  d o c u m e n t a n d  th e n  w h en  
th a t  o b v iously  is  th e  case, w h e re  in  re ­
sp ec t of th e  w o rd s  p e r ta in in g  to  t h a t  
specific  fa lseh o o d  yo u  could  sa y : “T h is  is  
a  m a te r ia l  p a r t ic u la r ”— it  is fo r th e  J u d g e  
to  say  w h a t is  m a te r ia l ,  b u t c le a r ly  I 
am  ta k in g  a  case, as in d eed  in  th is  case, 
w h e re  w h a t is  a lleg ed  is  d e fin ite ly  m a­
te r ia l .  I t  m ay  be sa id  w h e re  you  h av e  
specific w o rd s o r fig u res c o n ta in in g  a 
fa lseh o o d  w h ic h  you  c an  p u t  y o u r  finger 
on an d  sa y  i t  is fa lse  in  a  m a te r ia l  p a r ­
t ic u la r , a n d  i t  is  fa lse  in  th is  m a te r ia l  
p a r tic u la r ,  b u t I  th in k  th e  lan g u a g e  
w h ich  is u sed  m e a n s  m o re  th a n  th a t ,  ac­
c o rd in g  to  i ts  re a so n a b le  in te rp re ta tio n .
I t  w ill cover th e  case  w h e re  you  h a v e  
a  w r i t te n  s ta te m e n t  w h ich  is fa lse , n o t 
in  a n y  specific  w o rd s  o r a n y  specific  fig­
u re s  w h ich  i t  c o n ta in s , b u t w h ich  is fa lse  
in  th e  w ay  in  w h ich  a  d o cu m en t m ay  be 
f r a u d u le n t—  n am ely , w h e re  you m a y  ta k e  
ev ery  w o rd  a n d  e v e ry  figure, a n d  sa y : 
“N ow  th e re  is  n o th in g  fa lse  a b o u t th is ,  
th e r e  is  n o th in g  fa ls e  a b o u t th a t ,” b u t  
th e  d o cu m en t a s  a  w h o le  m a y  be  fa lse—  
th e  d o cu m en t a s  a  w ho le  m ay  be fa lse  n o t 
b ecau se  of w h a t i t  s ta te s ,  b u t  b ecau se  of 
w h a t i t  does n o t s ta te , b ecau se  of w h a t 
i t  im p lies .
Of cou rse , th a t  ty p e  of fa ls ity  w h ich  is 
in d eed  th e  ty p e  of fa ls ity  in  th e  m a in  in  
q u e s tio n  h e re , is  m o re  difficult to  e s ta b ­
lis h  th a n  th e  case  w h e re  you  c an  p o in t 
to  a  specific  fa ls e  w o rd  in  a  sen ten ce , be­
cau se  w h e re  th e  fa ls ity  c o n s is ts  in  a  
f r a u d u le n t  d e s ire  to  c re a te  a  fa lse  im ­
p re ss io n , w h ile  k e ep in g  a c c u ra te ly  to  th e  
l im ite d  fa c ts  w h ic h  a p p e a r  in  th e  docu­
m en t, w h e re  th e  f a ls ity  co n s is ts  of th a t  
you h av e  to  show  a ffirm ativ e ly  th a t  th e re  
w as a  d e lib e ra te  in te n t  to  c re a te  a  fa lse  
im p re ss io n .
I f  you  h av e  a  d e fin ite  fa lsehood , th a t  
sp eak s  fo r itse lf . A m a n  w ho h a s  to ld  a 
d e fin ite  fa lseh o o d , o r w r i t te n  a  d e fin ite  
fa lseh o o d , m a y  p e rfe c tly  w ell be ab le  to  
show  th a t  th o u g h  it  w as fa lse  h e  d id  n o t 
k n o w  i t  w as fa lse , o r  in  c e r ta in  cases, 
th o u g h  h e  k n e w  i t  w as fa lse , he  d id  n o t 
in te n d  to  dece ive  anybody , b u t  m ad e  a  
fa lse  s ta te m e n t, a n  in a c c u ra te  s ta te m e n t, 
th in k in g  th a t  i t  w as s u b s ta n tia l ly  tru e , 
th o u g h  he  k n ew  a ll  th e  fa c ts  w h ich  o u g h t 
to  h a v e  to ld  h im  i t  w as u n tru e . T h a t  is 
a  m u ch  s im p le r  case  th a n  w h e re  you 
h a v e  a  case  in  w h ich  a  w r i t te n  s ta te m e n t 
is a lleg ed  to  h a v e  b een  fa lse  in  th e  sen se  
th a t  i t  w as co n cea lin g  th e  t r u e  fac ts .
M E A N IN G  O F  T H E  ACT
I t s  P u r p o se  a n d  C h a ra c te r
T h e n  you  h av e  to  sh o w  befo re  you  can  
g e t a n y  f u r th e r  a t  a ll  t h a t  i t  w a s  a  de­
l ib e ra te ly  concocted  in s t ru m e n t ,  th e  in ­
s t ru m e n t  of a  d e fin ite  schem e to  d e fra u d  
or to  deceive, a s  th e  case  m ay  be, an d  
th e re fo re  in  o rd e r  to  p rove  a  case  of 
f ra u d  of th is  l a t te r  ty p e , f r a u d  a s  i t  w e re  
by  c o n cea lm en t, th e  in te n t  o f  th e  p a r tie s  
m u s t  b e  e s ta b lish e d  a t  th e  o u tse t. B u t 
to  c o n s tru e  S ec tio n  84 so a s  to  ex clu d e  
fro m  i ts  a m b it  t h a t  ty p e  of f ra u d  in  a  
w r i t te n  s ta te m e n t o r a cco u n t is, in  m y 
ju d g m e n t, to  l im it  u n d u ly  th e  scope of 
th e  e n a c tm e n t. T h e  lan g u a g e  m u s t  be  
c o n s tru e d  re a so n a b ly , a cc o rd in g  to  i ts  
n a tu r a l  m ea n in g , a n d  in  m y  v iew , h a v in g
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r e g a rd  to  th e  w hole  of th is  sec tio n , i t s  
p u rp o se  an d  i ts  c h a ra c te r ,  I  t h in k  th e  
c o n s tru c tio n  w h ich  I h av e  g iv en  to  i t  is 
th e  t r u e  c o n s tru c tio n .
I  h a v e  to  decide  th is  m y se lf  a n d  you 
m u s t ta k e  t h a t  v iew  o f th e  se c tio n  from  
m e. Of co u rse , i f  I a m  w ro n g , a n d  th e  
n e ce ss ity  a r is e s  h e re a f te r ,  th e r e  a re  o th e r  
C o u rts  w ho can  dea l w ith  th e  m a tte r .  
M y d u ty  is to  dec id e  to  th e  b e s t of m y 
ju d g m e n t, a n d  th a t ,  in  m y  v iew , is  th e  
c o n s tru c tio n .
T h r e e  T h in g s
Now, a s  you see, th e  se c tio n  invo lves 
th re e  th in g s , a  fa lse  w r i t te n  do cu m en t, 
th e  kno w led g e  of th e  fa ls ity , t h a t  m ean s  
th e  re co g n itio n , th e  u n d e rs ta n d in g , th e  
re a l is a t io n  of th e  fa ls ity  b y  th e  p e rso n  
w ho p u b lish ed  i t  a n d  p u ts  i t  fo rw a rd , 
a n d  th ird ly ,  th e  in te n t  to  deceive. T he 
in te n t  to  deceive is a  q u ite  se p a ra te  th in g . 
Y ou m ay  h av e  th e  f irs t tw o  s te p s ;  you 
m ay  h av e  a  fa lse  d o cu m en t a n d  you  m ay  
h a v e  i t  p u b lish ed  k n o w in g ly  a n d  y e t th e re  
m a y  n o t be  c irc u m s ta n c e s  w h ich  ju s t ify  
yo u  in  fin d in g  th a t  th e re  w as a n  a tte m p t  
to  deceive.
I n  fact, in  one of th e  sec tio n s  of th e  
n ew  A ct, I  th in k  i t  w as a lso  in  one of 
th e  e a r l ie r  C o m p an ie s  A cts, y o u  h a v e  th e  
offence, th e  m isd em e an o u r, of p u b lis h in g  
a  fa lse  d o cu m en t k n o w in g  i t  to  b e  fa lse, 
b u t w ith  n o  re fe re n c e  to  th e  in te n t  to  
d ece ive , w h ich  is  le f t  ou t, ju s t  a s  in  som e 
o th e r  c r im in a l offences of a  m o re  o b v ious 
c h a ra c te r ,  th e  in te n t  is  n o t a  n e ce ssa ry  
in g re d ie n t.
B u t  h e re  th e  in te n t  to  d ece ive  is  a  
n e ce ssa ry  in g re d ie n t, a s  re g a rd s  th e  ac ­
co u n ts  to  d ece ive  sh a re h o ld e rs , a s  r e ­
g a rd s  th e  p ro sp e c tu s  to  dece iv e  p o ss ib le  
in v e s to rs , i f  I  m ay  co m p en d io u sly  e x p la in  
th e  p o s itio n .
R . M . S . P . H is to r y
I  c an  now  p a ss  to  th e  m a t te r s  of fa c t  
w h ich  you  w ill h a v e  to  co n sid e r. I  h a v e  
r e a d  to  y o u  th e  C h a r te r . Y ou w ill rem em ­
b e r  th a t  th is  co m p an y  in  th e  y e a r  1911 
w as a  v e ry  m u ch  s m a lle r  c o m p an y  th a n  
i t  i s  in  th e  p e rio d  w ith  w h ic h  yo u  a re  
co n cern ed . In  1911 i t  h a d  O rd in a ry  a n d  
P re fe re n c e  sh a re s  a m o u n tin g  to  £  1,700,- 
000, d e b e n tu re s  a m o u n tin g  to  £2,250,000, 
a n d  th e n  i t  h a d  a n  in su ra n c e  fu n d  w h ich  
th e n  w as on ly  £300,000, a n d  a  re se rv e  
fu n d  w h ich  w as th e n  o n ly  £420,000. In  
1921 i ts  c a p ita l ,  O rd in a ry  a n d  P re fe re n c e , 
w as £6,800,000, an d  i ts  d e b e n tu re s  w ere  
£4,500,000, i ts  re se rv e  w as th e n  £1,600,- 
000, a n d  i ts  in su ra n c e  fu n d  w as th e n  
£1,022,288.
I t  a p p e a rs  th a t  th is  com pany , in  c e r­
t a in  a sp e c ts  of i ts  b u s in e ss , fo llow ed  a  
c o n se rv a tiv e  a n d  in d ee d  a n  o ld -fash io n ed  
ro u tin e , th o u g h  th e r e  c a n  b e  n o th in g  
w ro n g  in  t h a t ;  t h a t  is to  say , a u to m a ti­
c a lly  th e  in su ra n c e  fu n d  in c re a sed , f irs t  
by  a  r a te  o f 3 p e r  c e n t . a n d  l a te r  by  a
r a te  of 2 p e r  c en t.;  a n d  t h a t  in su ra n c e  
fu n d  w as e s se n tia lly  a  su rp lu s  fu n d .
I need  n o t tro u b le  you  w ith  th e  de­
ta ils ,  becau se  th e y  a re  v e ry  c le a r ly  p u t. 
I t  w as in  effect a n  e x tr a  re se rv e , a n d  i t  
w e n t on in c re a s in g  d u r in g  th e  p e rio d  
fro m  1921 to  1927 a u to m a tic a l ly  in  th e  
ro u t in e  of th e  com pany , a n d  i t  w as  n e v e r 
in te r fe re d  w ith , a n d  d u r in g  th e  sev en  
y e a rs  in  q u e s tio n  i t  in c re a se d  by  £300,000.
T h e  re se rv e  fu n d  re m a in e d  a t  £1,600,-
000 fro m  1921 o n w ard s, excep t t h a t  in  
1926, as you  rem em b er, i t  w as re d u ce d  
by  £150,000. T h en  th e  r a te  of d e p rec ia ­
tio n  fo llow ed  y e a r  by  y e a r  w as a  d e p rec i­
a tio n  of 5 p e r  cen t., a  l ib e ra l d e p rec ia tio n , 
b ecau se  i t  m ay  w ell be  t h a t  4 p e r  c e n t . 
w ould  h a v e  been  sufficient.
Now, as a  m a t te r  o f h is to ry , in  1929, as 
you h av e  h e a rd , a  q u e s tio n  a ro se  a b o u t a  
m a t te r  o f five m ill io n  p o u n d s w h ich  h a d  
been g u a ra n te e d  b y  th e  G o v e rn m en t u n ­
d e r th e  T ra d e  F a c il i tie s  A ct, a n d  w h ich , 
i f  I h av e  go t th e  d a te s  r ig h t,  fe ll due 
a c c o rd in g  to  i ts  o r ig in a l  te n o u r  in  1929, 
a n d  L o rd  K y lsa n t a p p lied  fo r  a n  e x te n ­
sion . T h a t  led  to  a n  in v e s tig a tio n  b e in g  
u n d e r ta k e n  of th e  co m p an y ’s a ffa irs , an d  
S ir  W illia m  M cL in tock , w hom  you  h av e  
seen , c o n d u c ted  th a t  in v e s tig a tio n  a n d  
m ad e  h is  re p o r t  in  M arch , 1930. I n  th e  
co u rse  of th a t  in v e s tig a tio n  he  w as con­
cern ed , a n d  in d eed  o n ly  co n cerned , w ith  
th e  a s c e r ta in m e n t of w h a t  w e re  th e  c u r­
r e n t  e a rn in g s  of th e  co m p an y  d u r in g  th e  
re le v a n t p e rio d , b ecau se  th e  G o v ern m en t,
I  g a th e r , b e fo re  d e s ir in g  to  p ro lo n g  th e  
g u a ra n te e  to  th a t  e x te n t, w a n te d  to  k now  
w h a t th e  co m p an y  w as do ing . T h ey  
w a n te d  to  k n o w  w h a t i t s  c u r re n t  e a rn ­
in g s  w ere , a n d  S ir  W illia m  M cL in to ck  ac ­
c o rd in g ly , w ith  t h a t  o b jec t in  m in d , u n ­
d e rto o k  to  m ak e  a n  in q u iry , a n d  h e  m ad e  
h is  r e p o rt  in  M arch , 1930.
In  th e  c o u rse  of t h a t  re p o r t  h e  r e ­
fe rre d  to  som e v e ry  la rg e  su m s o f m oney  
w h ich  h a d  been  ap p lie d  in  th e  a ffa irs  of 
th e  co m p a n y  fro m  1921 o n w a rd s , a n d  re ­
fe r re d  to  th e m  as re se rv e s . H e  gave 
th is  ev id en ce . H e  w a s  so m ew h a t, I  w ill 
n o t sa y  ru d e ly , b u t  so m ew h a t c ro ssly  
e x am in ed  a b o u t th e  u se  of th is  w o rd  
“ R ese rv es ,” a n d  h e  n o t  u n n a tu ra l ly  r e ­
to r te d  th a t  h e  h a d  o n ly  ta k e n  th e  w o rd  
b ecau se  i t  w as a  w o rd  u sed  by th e  com ­
p a n y ’s officials th em se lv es , a n d  in d eed  
ev ery b o d y  seem s to  h a v e  ca lled  th e m  re ­
se rv es  u n t i l  som e d a te  in  th e  co u rse  of 
th is  in q u iry .
I t  m ay  be  th e r e  w a s  a  re a so n  fo r c a ll­
in g  th e m  re se rv e s , becau se  if  th e y  w ere  
re se rv e s  t h e y  w e re  u n d is tr ib u te d  incom e, 
a n d  i f  th e y  w e re  u n d is tr ib u te d  incom e 
th ey  cou ld  be u sed  fo r  p a y in g  d iv id en d s. 
B u t I  k n o w  n o th in g  a b o u t th a t .
A ll I  w a n t  to  p o in t o u t is  th is . I  am  
re fe r r in g  to  S ir  W illia m  M cL in tock  an d  
h is  m o st v a lu a b le  ev id e n ce ; he  co n d u cted  
h is  specific in q u iry , ev ery o n e  ag rees, w ith  
th e  m o st p re c ise  a cc u rac y ; th e re  is  on ly
one fig u re  c r it ic is e d  a n d  som e o b se rv a ­
t io n s  a b o u t d e p re c ia tio n  in  1926 w h ich  
I  th in k  a r e  m a te r ia l.  H e  p u rsu e d  h is  
in v e s tig a tio n s , a s  you  w ou ld  expect fro m  
a  m an  o f h is  em in en ce  in  a  d is tin g u ish e d  
p ro fess io n , w ith  com ple te  accu racy , a n d  
h e  m ad e  h is  re p o rt,  a n d  I m u s t sa y  I  
th o u g h t  h e  g av e  h is  ev id en ce  w ith  abso­
lu te  fa irn e s s  a n d  w ith  a  s tu d ie d  a ccu racy  
a n d  m o d e ra tio n .
I do n o t  k n o w  w h y  I  sh o u ld  sa y  m od­
e ra tio n , becau se  he  h a d  no re a so n  fo r  
a n y th in g  e lse ; he  w as n o t c o n ce rn ed  in  
th e  m a t te r  a t  a ll. I t  w as th e  m a te r ia l  
w h ich  he  o b ta in e d  w h ich , a s  I u n d e r­
s ta n d , d re w  th e  a tte n tio n  of th e  a u th o r i ­
t ie s  to  w h a t h a d  been  h a p p e n in g  in  th is  
com pany .
T h e  p e rio d  in  q u e s tio n  w h ich  you h av e  
to  c o n sid e r is  f ro m  1921 to  1927, o r  m ore  
sp ec ifica lly  you  h a v e  to  c o n sid e r th e  tw o  
y e a rs  1926 a n d  1927, w h en  you a re  con­
s id e r in g  th e  acco u n ts , b ecause  i t  is  to  
th o se  tw o  y e a rs  th a t  th e  specific c o u n ts  
in  th e  in d ic tm e n t  re fe r .
C iv i l  D u ty
I h a v e  a lre a d y  sa id  th a t  you a re  n o t 
co n ce rn ed  w ith  a n y  q u e stio n  of c iv il 
d u ty  a s  b e tw een  th e  com p an y  a n d  th e  
tw o  d e fe n d a n ts  o r e i th e r  of th em . In  
s a y in g  th a t ,  m a y  I  re m in d  you  o f w h a t  
th e  case  a c tu a lly  is  w h ich  is  p u t  fo r­
w a rd  b y  th e  C row n. F o r  th is  p u rp o se  
th e y  do n o t la y  a n y  s tre s s  on th e  p re c ise  
ru le s  of la w  a s  to  th e  co m p le ten ess of a  
co m p an y ’s a cc o u n ts  o r  th e  acc o u n ts  of 
th is  co m p a n y  o r th e  p re c ise  d u tie s  of th e  
a c c o u n ta n t.
W h a t th e y  say  is :  a s su m e  th a t ,  as th e  
p ra c t ic e  is  sa id  to  be  g e n era l, th e  d irec ­
to r s  m a y  b e  ju s tif ie d  in  p u t t in g  m oney  
to  u n d isc lo sed  o r  s e c re t re se rv e s , a ssu m e  
th a t  th e y  m a y  u se  th e s e  s e c re t re se rv e s  
w ith o u t  te l l in g  th e  sh a re h o ld e rs  fo r  som e 
p e r io d  of tim e , a n d  do t h a t  p ro p e rly . A s­
su m e  a ll  th a t ,  y e t  a  t im e  m u s t com e 
w h en , i f  t h a t  is  d o n e  in  la rg e  e x te n t,  w ith  
la rg e  su m s of m oney , o r if  i t  is  done  
ov er a  lo n g  p e r io d  of t im e , you h av e  th e n  
a  c irc u m s ta n c e  so  v i ta l ly  a ffec tin g  th e  
life  of th e  co m pany , so  v i ta l ly  a ffec tin g  
th e  in te re s ts  of th e  sh a re h o ld e rs , t h a t  an y  
d e lib e ra te  c o n cea lm en t of th o se  c irc u m ­
s ta n c e s  is a  b re a c h  of d u ty  o n  th e  p a r t  
of d ire c to rs  o r a u d ito r , a n d  if  done  f ra u d ­
u len tly  w ith  in te n t  to  deceive, c o n s ti­
tu te s  a n  offence a g a in s t  th e  S ta tu te .
I  do n o t g a th e r  now  th a t  th e r e  is  a n y  
re a l q u e s tio n  a s  to  th e  g e n e ra l a cc u rac y  
of th e  v iew  t h a t  a  v e ry  h e av y  o r a  v e ry  
lo n g  p ro tra c te d  u t i l i s a t io n  o f  se c re t r e ­
se rv e s  in  o rd e r  to  keep  th e  co m p an y  go­
in g  is a se r io u s  m a t te r  w h ich , q u ite  
a p a r t  fro m  a n y th in g  I  h a v e  sa id  a b o u t 
th e  g e n e ra l law , o u g h t to  b e  d isc losed , 
on a n y  v iew  of th e  p o sitio n , to  th e  com ­
p an y . I m ad e  a  n o te  of h o w  th a t  m a t­
t e r  sto o d  on th e  ev idence.
You h a v e  h a d  th e  benefit of h e a r in g
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th e  e v id en ce  of t h a t  v e ry  d is tin g u ish e d  
a cc o u n ta n t, L o rd  P le n d e r— I am  a f ra id  I  
hav e  n o t a  n o te  of p a r t ic u la r  p a ssag es , 
b u t  I  th in k  I  c an  find th e m  q u ite  easily .
LO R D  P L E N D E R  
P h r a se  W h ic h  M ig h t B e  U sed
T h ere  w as a  q u e s tio n  p u t  by  S ir  P a t ­
r ic k  H a s tin g s . L o rd  P le n d e r  is a  l i t t le  
g u a rd e d  in  w h a t h e  sa y s . H e  sa y s  th e re  
a re  su ch  cases— th a t  is  to  say , cases w h en  
th e re  is  no  lo n g e r a  re q u ire m e n t to  keep  
a  re se rv e  fo r  excess  p ro fits  d u ty , th a t  is 
in tro d u c e d  in to  th e  c re d it  of th e  y e a r ’s 
p ro fit a n d  loss, a n d  n o  m e n tio n  is  m ad e  
on th a t  occasion  t h a t  re se rv e s  h av e  been  
ca lled  upon . T h a t  is  th e  q u e s tio n , a n d  
th e n  L o rd  P le n d e r  s a y s :  “T h e re  a re  su ch  
c ases .”
T h en  I  p u t  a  q u e s tio n : “You m ean  th a t  
h a s  been  d o n e?”— (A .) I t  h a s  been  done. 
T h en  I  sa y : “ So f a r  you e x p re ss  n o  v iew  
a b o u t i t .” T h e n  h e  say s  i t  is  done  by 
firm s o f th e  v e ry  h ig h e s t  re p u te . T h en  
h e  is  a sk e d  if  a n y  ex ce p tio n  cou ld  be  
ta k e n  to  th a t ,  a n d  h e  sa y s : “A s a  p r in ­
c ip le  no  e x cep tio n  cou ld  be ta k e n .” H e 
w as d e fin ite ly  g u a rd e d . T h en  h e  is 
a sk ed , “T h e re  w o u ld  com e a  t im e  w h en  
th e  a u d ito r  w o u ld  sa y : Now, if  th e s e  r e ­
se rv e s  a re  to  be u sed  ag a in , som e in d ic a ­
t io n  m u s t be  g iv en  to  th e  sh a re h o ld e rs  
t h a t  th e  p ro fit a n d  lo ss  acc o u n t is  a u g ­
m en te d  by  t r a n s f e r s  f ro m  th e  excess 
p ro fits  d u ty  o r o th e r  re se rv e s? ”— (A .) 
Yes.
T h en  th e r e  is  a  q u e s tio n  a s  to  w h a t 
p h ra se  is  p ro p e r  to  u se  a n d  th e re  is th is  
q u e s tio n  a b o u t th e  p h ra se  w h ic h  m ay  be 
v e ry  f a m il ia r  to  you, b u t, as f a r  a s  I 
k now , is  n o t su g g e s te d  a s  b e in g  fa m il ia r  
to  an y b o d y  b u t  a c c o u n ta n ts ; I  do n o t 
k n o w  how  t h a t  m ay  be. T h e re  is  th e  
q u e s tio n  w h e th e r  th e  a d d itio n  of th o se  
w o rd s  in  th e  b a lan ce -sh ee t in  th e  y e a r
1926, “a d ju s tm e n t  of ta x a t io n  re se rv e s ,” 
w a s  in  a ll  th e  c irc u m s ta n c e s  of th e  case  
a  p ro p e r  m eth o d  of i l lu m in a t in g  th e  
m in d s  of th e  s h a re h o ld e rs  a s  to  w h a t w as 
a c tu a lly  h a p p en in g .
T h a t  is  a  q u e s tio n  w h ic h  yo u  w ill h av e  
to  c o n s id e r an d  on w h ich  you  w ill h ave  
to  g ive  a  d ec is io n  one w ay  o r th e  o th e r :  
Is  th is  p h ra se , “a d ju s tm e n t of ta x a tio n  
re se rv e s ,” a  p ro p e r  in tim a tio n  to  th e  
sh a re h o ld e rs  in  1926 of w h a t  h a s  been  
g o in g  on  in  th e  co m p a n y ’s a ffa irs  in  
o rd e r  to  p ro d u ce  y e a r  by  y e a r  n o t on ly  
th e  d e b en tu re  in te r e s t  a n d  th e  in te re s t  
on d isc o u n ts  an d  o th e r  th in g s , b u t th e  
P re fe re n c e  d iv id e n d s  a n d  th e  O rd in a ry  
d iv id e n d s?
I am  g o in g  to  say  a  w o rd  a b o u t th e  
fa c ts  in  a  m o m en t, b u t  a t  p re s e n t  I  am  
re m in d in g  you— b ecau se  I  am  su re  you 
h a v e  i t  a ll  p re se n t to  y o u r m in d , b u t i t  
is m y  d u ty  to  go th ro u g h  i t— of w h a t a p ­
p e a rs  to  m e to  be th e  f irs t q u e stio n  you 
h av e  to  co n sid e r. G ra n te d  a ll  th is , w as 
i t  fa lse  a n d  m is le a d in g  in  a ll th e  c ir ­
c u m s ta n ce s  to  p u t  fo rw a rd  to  th e  s h a re ­
h o ld e rs  in  th e  b a lan ce -sh ee ts  in  th o se  
y e a rs  a n d  in  th e  fa c ts  of th is  case  th e se  
w o rds, “a d ju s tm e n t  of ta x a tio n  re se rv e s ,” 
a s  a  w a rn in g  t h a t  th e se  en o rm o u s su m s 
w ere  b e in g  d ra w n  fro m  th ese  fu n d s , th e  
n a tu re  of w h ic h  I  m u s t c o n sid e r a  l i t t le  
la te r?
T h en  a s  to  th o se  w o rd s L o rd  P le n d e r  
gave h is  d e fin itio n , a n d  I  m ig h t re m in d  
you  of i t  p e rh a p s , th o u g h  I  ex p ec t you  
re m e m b e r it .  I  a sk ed  h im  to  p u t  th o se  
w o rd s  in to  p la in  E n g lish . H e  sa id  he  
h a d  b een  th in k in g  i t  over d u r in g  th e  
n ig h t, a n d  th e n  h e  sa id :
“T h e  d e fin itio n  I  w ou ld  g ive  to  i t  is 
th is :  T h e  d iffe ren ce  b e tw een  a su m  or 
su m s re se rv e d  or se t a s id e  to  m ee t m a tu r ­
in g  o b lig a tio n s  w h o se  p rec ise  a s c e r ta in ­
m e n t is  n o t k n o w n  a t  th e  tim e  su ch  p ro ­
v is io n s  a re  b e in g  m ade, an d  th e  a m o u n t 
of th e  a c tu a l  l ia b i li ty  w h en  i t  is  a s c e r ­
ta in e d  a n d  se t t le d .”
P r o fe s s io n a l  O p in io n
L o rd  K y lsa n t  w as a sk ed  a b o u t th is  
m a tte r .  P e rh a p s  be fo re  I tu r n  to  h is  
ev id en ce  I  m ay  r e fe r  to  th e  e v id en ce  of 
M r. H ill, th e  la s t  w itn e s s  w ho  w as ca lled ; 
h e  w a s  a  v e ry  sh o r t  w itn ess . H e  is 
c ro ss-ex am in ed  “Q. You a g ree  w ith  m e 
fro m  th e  a c c o u n ta n t’s p o in t of v iew  th is  
m a t te r  is  a  m a t te r  o f d eg ree?  A. E x ­
a c tly .” T h a t  is  th e  m a t te r  of p u t t in g  
su m s fro m  re se rv e s  w ith o u t  d isc lo s in g  
th em .
T h e n :
(Q .) “W h e th e r  yo u  a re  r ig h t  o r w ro n g  
in  law  w e a re  n o t d e b a tin g  in  th is  case, 
because , a s  I  say , th is  is  n o t th e  p ro p e r  
a re n a , b u t  in  fa c t t r a n s f e r s  fro m  a  re ­
se rv e  fu n d  a re  so m e tim es b ro u g h t in to  
p ro fit an d  lo ss acc o u n t w ith o u t a n y  n o ti­
fica tio n  o f i t  a t  a ll? — (A .) T h a t  is  so. 
(Q .) T h e n  th e r e  com es a  s ta g e  w h e th e r , 
a s  M r. M o rlan d  sa id , i t  re ac h ed  a  m a t te r  
of tim e  o r by  th e  size of th e  am o u n t—  
th e r e  com es a  s ta g e  w h en  som e in d ic a ­
t io n  m u s t be  g iv en ?— (A .) Yes, som e in ­
d ica tio n . (Q .) Som e in d ic a tio n . Does 
th e re  fin a lly  com e a  s ta g e  w h en  th e re  
m u s t be  n o t m e re ly  a n  in d ic a tio n  b u t a  
p e r fe c tly  p re c ise  p h ra seo lo g y  w h en  no­
body  c an  m ak e  a  m is ta k e  a b o u t i t? — (A .)
I sh o u ld  th in k  so; i t  d epends on th e  c ir ­
c u m s ta n ce s . One c a n n o t g e n e ra lise  ex­
a c tly .”
So th a t  M r. H ill, th e  p re s id e n t  of th e  
I n s t i tu te  of C h a r te re d  A c co u n tan ts , say s 
th e r e  does com e a  s ta g e  w h en  som e in ­
d ic a tio n  m u s t be  g iven , an d  he  w ould  
th in k  th e r e  cam e a  s ta g e  w h en  a  p e r ­
fe c tly  p re c ise  p h ra seo lo g y  th a t  nobody  
could  m is ta k e  o u g h t to  be  used , th o u g h  
he  does n o t w a n t to  g en era lise .
T h en  L o rd  K y lsa n t  w as c ro ss-ex am in ed  
on th is  p o in t. I  do  n o t w a n t to  w e a ry  
you, b u t  I  th in k  I  o u g h t to  re a d  w h a t he  
say s  a b o u t i t .  I  on ly  w a n t to  p ick  ou t 
a c e r ta in  n u m b e r o f p assag es . I f  I  am
le a v in g  a n y th in g  o u t w h ich  is  m a te r ia l—  
a  r i s k  o n e  a lw ay s  ru n s  w h e n  one se le c ts—  
I  w o u ld  be  th a n k fu l  fo r  a n y  in te rv e n tio n .
S ir  P a t r ic k  H a s t in g s :  I  am  s u re  I  
m ay  a sk  y o u r  L o rd sh ip  to  re a d  one q u es­
tio n  in  M r. H il l’s  ev idence . M r. H ill  say s  
t h a t  th e  p h ra s e  u sed  w as a  p ro p e r  one.
H is  L o rd sh ip : Yes. H e  say s  “ I  th in k  
i t  is  q u ite  su i ta b le .”
F a c ts  to  be C o n s id e re d
A fte r  re a d in g  fro m  L o rd  K y ls a n t’s e v i­
dence, h is  L o rd sh ip  c o n tin u e d : W h a t a re  
th e  fa c ts  w h ic h  y ou  h a v e  to  c o n s id e r?  
T h e  fa c ts  h av e  ta k e n  a  g re a t  dea l of 
t im e  to  e lic it ,  b u t  I  am  n o t su re , now  
th a t  w e h a v e  g o t to  th e  en d  of th is  in ­
q u iry , t h a t  th e r e  is v e ry  m u ch  m y s te ry  
o r v e ry  m u ch  co m p lica tio n . T h e  b ro a d  
o u tlin e  is  q u ite  c lea r , a n d  th e re  does n o t 
seem , so f a r  a s  I  h av e  fo llow ed  th e  e v i­
dence, to  be  m u ch  difficulty.
Of course , you  a re  th e  ju d g es  of th e  
e v id en ce ; yo u  h av e  h e a rd  i t  a ll. So  f a r  
a s  I  h a v e  been  a b le  to  follow , th e re  is  
no d o u b t a t  a ll th a t  d u r in g  th o se  y e a rs  
1921 to  1927, th e  com p an y  w as n o t e a rn ­
in g  a n y  p ro fits . I t  w a s  b o th  a  sh ip-ow n­
in g  co m p an y  a n d  a  h o ld in g  com p an y , 
a n d  th e re fo re  p ro fits  m ig h t com e to  i t  
in  tw o  w ay s: th e y  m ig h t com e to  i t  in  
th e  fo rm  of a  b a lan ce  of e a rn in g s  o v er 
exp en ses in  r u n n in g  i ts  ow n sh ip s , o r  i t  
m ig h t e a r n  p ro fits  in  th e  fa c t t h a t  d iv i­
d en d s c am e  to  i t  fro m  v a r io u s  c o n ce rn s  
in  w h ic h  i t  h e ld  sh a re s .
In  so m e  cases you  w ill re m e m b e r— in  
s ix  co m p an ies  i t  h e ld  a ll  th e  sh a re s . I 
do n o t re m e m b e r  th e i r  n am es, b u t I  sh a ll  
sa y  a  w o rd  a b o u t th e m  in  a  m o m en t, an d  
in  a  n u m b e r of cases, a s  a  m a t te r  of fa c t  
in  30 su b s id ia ry  com p an ies , i t  h e ld  in  
som e c ases  a  c o n tro l l in g  in te re s t  an d  in  
o th e r  c ases  sh a re s , a n d  in  th o se  cases, in  
so f a r  a s  th e y  p a id  a  d iv id en d , i t  d e riv e d  
a  c e r ta in  in co m e; b u t a f te r  b r in g in g  
th e se  in to  acc o u n t a n d  b r in g in g  in  th e  
g e n e ra l r e s u l t  of th e  sh ip -o w n in g  b u s i­
ness, th e r e  w as g e n e ra lly  a  defic it— n o t 
a lw ay s . Y ou h a v e  th e  ex ac t fig u res a n d  
I  m ay  r e fe r  to  th em .
P a y m e n t  o f  D iv id e n d s
T h en  yo u  h a v e  th is  p o sitio n , th a t  th e  
co m pany , a lth o u g h  i t  p a id  i ts  d e b e n tu re s  
an d  a lth o u g h  i t  p a id  i ts  P re fe re n c e  sh a re ­
h o ld e rs  a n d  O rd in a ry  sh a re h o ld e rs , a n d  
d id  so w ith o u t  a  m u rm u r  of co m p la in t, 
excep t a  g e n e ra l re flec tio n  on th e  h a rd ­
ness  of th e  tim e s , w as  a ll th e  tim e  d ra w ­
in g  su m s w h ic h  in  th e  end  in  th e  a g ­
g re g a te  over seven  y e a rs  a m o u n te d  to  
£500,000, a n d  i t  w as d isb u rse d  in  t h a t  
w ay.
A s you  re m e m b e r, th e  P re fe re n c e  
sh a re h o ld e rs  an d  th e  O rd in a ry  sh a re ­
h o ld e rs  h a d  5 p e r  cen t., w h ic h  am o u n te d  
to  v e ry  ro u g h ly  £700,000 a  y e a r  g ro ss .
N o d o u b t fro m  th a t  th is  h a s  to  be  
b o rn e  in  m in d , th a t  th e se  d iv id e n d s  an d
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in te re s t  w ere  p a id  a f te r  d ed u c tio n  of in ­
com e-tax, an d  th e  m o re  d iv id e n d  th e  
co m p an y  p a id  th e  b e tte r  off i t  w a s  a t  
once, b ecause  w h e rea s  i t  p a id  i ts  s h a re ­
h o ld e rs  w ith o u t  d e d u c tio n  of incom e-tax , 
i t  w as ab le  to  k eep  th e  in co m e-tax  itse lf . 
T h e re fo re  d u r in g  a ll th o se  y e a rs  in  w h ich  
th e se  d iv id en d s, so called , w ere  b e in g  
p a id  you h a d  a r e g u la r  y e a r ly  c re d it  
w h ich  w as p u t in  th e  books to  w h a t is 
ca lled  incom e-tax  re se rv e , a n d  w as s im ­
p ly  th e  a m o u n t of th e  in co m e-tax  on  th e  
d iv id e n d s  an d  in te re s t  p a id , and , as you 
know , i t  k e p t th a t  b ecause  i t  w as n o t 
bou n d  to  p ay  i t  to  th e  sh a reh o ld e rs , n o r 
w as i t  bou n d  to  a cco u n t fo r  i t  to  th e  Gov­
e rn m e n t. T h a t, a s  I  fo llow  it, w as in  
th e  m a in  th e  c o n s t itu t io n  of one of th e se  
a cc o u n ts  we h av e  h e a rd  a  g re a t  deal 
a b o u t w h ich  w as ca lled  in  th e  books th e  
in com e-tax  re se rv e .
T h a t  acc o u n t c o n ta in e d  som e m in o r 
c re d its  o r  som e c re d its  of th is  n a tu re , 
c re d its  fo r  re fu n d  of in co m e-tax  w h ich  
h a d  been  p a id  in  e a r l ie r  y e a rs  an d  p a id  
on a n  excess of a s se ss m e n t on  p ro fits . 
W h en  th e  a c tu a l p ro fits  w e re  a sc e r ta in e d  
i t  w as found  th a t  th e  a sse ssm e n t w as 
excessive, a n d  th e re fo re  su m s w e re  re ­
p a id  back . T h a t  w as u n d e r  S ec tio n  34 
of one of th e  Inco m e T ax  A cts. T h en  
o u t of th a t  fu n d , th e  incom e-tax  re se rv e , 
th e re  w ere  som e o th e r  p a y m e n ts  in  th e  
n a tu re  of re p a y m e n ts  in  c o n n ec tio n  w ith  
excess p ro fits  du ty .
T h a t  w as one m a in  lin e  of c re d its  in  
th e  books of th e  co m pany , a n d  th a t  w as 
a  c re d it  in  th e  m a in  w h ich  w as a  fo rm  
of c re d it  w h ic h  w as a b n o rm a l in  th is  
sense , t h a t  i t  on ly  ap p lie d  if  an d  to  th e  
e x te n t  th a t  th e  co m p an y  w as n o t liab le  
to  p ay  in com e-tax  to  th e  a u th o r i t ie s  be­
c au se  i t  w as m a k in g  no pro fits . M ean­
w h ile  i t  w as p a y in g  th e se  su m s e i th e r  to  
d e b e n tu re  h o ld e rs  o r to  th e  sh a reh o ld e rs .
T h e re  w ere  o th e r  so u rces fro m  w h ich  
th e s e  h eav y  p a y m e n ts  w ere  m ade , I m ean  
o th e r  th a n  a c tu a l e a r n ing s o r p ro fits  of 
th e  com pany , an d  th e  m a in  of th e se  is 
w h a t is  c alled  excess p ro fits  d u ty  re se rv e .
T R A N S F E R S  
D e la y  in  T r e a s u r y  A g r e e m e n t
Now th e re  w ere  c o n s id e ra b le  difficul­
tie s , as I  h a v e  sa id , in  a s c e r ta in in g  th e  
p rec ise  a m o u n t, a n d  th e re  w ere  con sid ­
e rab le  d ifficu lties in  a p p ro p r ia tin g  to  each  
y e a r  th e  a p p ro p ria te  a m o u n t even  if  i t  
w as o th e rw ise  a sc e r ta in e d , b ecau se  th e  
d u tie s  d iffered  in  d iffe ren t y e a rs . B u t 
by  1923, as I fo llow  M r. M a n n in g ’s e v i­
dence, i t  w as p re t ty  w ell k n o w n  w h a t t h e 
u l t im a te  l ia b i li t ie s  w o u ld  be, a lth o u g h  in  
fa c t th e  u l t im a te  l ia b ili ty  w as n e v er 
d e fin ite ly  a sc e r ta in e d  u n t i l  M ay of 1927. 
As i t  w as fa ir ly  w ell re a l is e d  w h a t th e  
a c tu a l l ia b i li ty  w o u ld  be, th e  com p an y  
th o u g h t  i ts e lf  ju stified , an d , indeed , as it  
tu rn e d  o u t in  th a t  re sp e c t w as ju stified , 
in  d ra w in g  fro m  tim e  to  t im e  o r  t r a n s ­
fe r r in g  to  p ro fit a n d  lo ss fro m  tim e  to  
tim e  th e  su m s w h ich  in  th a t  w ay  h a d  
b een  p u t  a s id e , a n d  th e s e  su m s fe ll in to  
tw o  c a teg o rie s , a  c a teg o ry  of m oneys 
a c tu a lly  p a id , a n d  a  c a te g o ry  of m oneys 
k e p t in  h an d .
T h e re  w as a  f u r th e r  co m p lica tio n  be­
fo re  th e  m a t te r  cou ld  be se ttle d , a n d  th a t  
w as a  c o m p lica tio n  w h ich  w as n o t d is ­
posed of u n t il  1926, a n d  i t  w as th a t  th e  
G o v e rn m en t a llow ed  in  re sp ec t of th e  
w a r  p e rio d  la rg e  su m s to  sh ip p in g  com ­
p a n ie s  su ch  as th e  R oyal M ail S team  
P a c k e t C om pany  u n d e r  tw o  head s , one 
ca lled  obsolescence an d  th e  o th e r  ca lled  
d e fe rre d  re p a irs .
You k n o w  w h a t w as m ea n t by th a t ,  an d  
I  w ill n o t re p e a t i t ;  an d  w h en  th e y  w ere  
se ttle d  in  1926 th e y  w ere  se ttle d  a t  a  
to ta l  of £1,428,705. T h en  w h e n  th e  ex­
cess p ro fits  d u ty  w as se ttle d  i t  w as se ttle d  
a t  £1,769,122, a n d  th e re fo re  w h e n  th e se  
tw o  su m s w ere  se t off one a g a in s t  th e  
o th e r, th e  final l ia b i li ty  a g a in s t  th e  a l­
lo w ances fo r  obsolescence a n d  d e fe rre d  
re p a irs ,  th e  b a la n ce  re m a in in g , w as 
£340,000 odd.
N ow  th a t  b e in g  th e  g e n e ra l p o sitio n , I 
w ill ig n o re  th e  c o n s tru c tiv e  s e ttle m e n t 
in  1926 w h en  no  cash  p assed . T h a t  w as 
ig n o red  by  M r. M a tth ew s w h en  he  m ad e  
up  h is  acco u n ts , an d  th e re fo re  w h a t you 
h a v e  to  deal w ith  fo r  th is  p u rp o se  is f irs t 
o f a ll th e  b a lan ce  of th e  m oney  w h ich  
th e  co m pany  n e v e r  p a id  over to  th e  Gov­
e rn m e n t a t  a ll, a n d  of th a t  th e y  fe lt  en ­
ti t le d  to  u se  an d  d id  u se  th e  su m  of 
£400,000 in  1922. In  1921, th e y  t r a n s ­
fe rre d  £300,000 by  w r i t in g  i t  off in v es t­
m en ts , an d  in  1922, th e y  t r a n s fe r r e d  
£100,000 to  p ro fit a n d  loss.
S u b s ta n t ia l  B a la n c e
In  a d d itio n  to  th a t  th e y  d id  rece iv e  
fro m  tim e  to  tim e  fro m  th e  G o v e rn m en t 
v a r io u s  p a y m e n ts  u n t il  th e  G o v e rn m en t 
h a d  re p a id  th em , a s  th e y  d id  in  1927, th e  
to ta l  a m o u n t th a t  th e  G o v e rn m en t h a d  
rece iv ed  in  excess of £340,000. T hese  
m a t te r s  a r e  se t o u t v e ry  c le a rly  on th is  
tab le . In  1923, th e y  rece iv ed  fro m  th e  
G o v e rn m en t £250,000 a n d  t r a n s f e r r e d  to  
p ro fit an d  loss th e  a m o u n t of £100,000. 
In  1924, th e y  rece iv ed  a  f u r th e r  £390,000 
a n d  t r a n s fe r r e d  to  p ro fit an d  loss £330 ,-
0 0 0 .
T h a t left, a s  you see, a  s u b s ta n tia l  b a l­
ance, w h ich  a p p e a rs  in  th e  a cc o u n ts  to  
th e  c re d it  of th e  fu n d . T h en  in  1925 
th e y  rece iv ed  n o th in g , b u t th e y  p a id  
over £300,000 becau se  c e r ta in  c la im s 
w ere  e ith e r  a c tu a lly  se ttle d  o r  in  p ro cess 
of b e in g  se ttle d . I n  1926, th e y  rece ived  
£270,000 fro m  th e  G o v ern m en t, th a t  is to  
say , on a cco u n t of th is  fu n d , an d  th en , 
th e  a cco u n t b e in g  c o n sid e ra b ly  in  c red it, 
th e y  t r a n s fe r r e d  to  th e  p ro fit an d  lo ss 
£550,000.
In  1927 th e  fu n d  w as fin ally  c losed  up, 
a n d  a t  th e  final c lo s in g  up  th e re  stood
to  th e  c re d it  of th e  fu n d  £232,788. So 
th a t  in  a ll th o se  y e a rs  th e re  w as a v a il­
ab le  on th is  acc o u n t £1,912,788, an d  no 
p a r t  of th a t  m oney  w as m oney  e a rn e d  
d u r in g  th e  p e rio d  in  q u estio n . I t  r e p re ­
se n ted  in  o ne  sense , th o u g h  p e rh a p s  n o t 
te c h n ica lly , m o n ey s w h ich  h a d  b een  ap ­
p ro p r ia te d  d u r in g  th e  w a r  period .
I t  m ay  be I  a m  a  l i t t le  in  e r ro r  a s  re ­
g a rd s  1921 ( I  w ill r e fe r  to  th a t  in  a  
m o m e n t) , b ecau se  th e re  w as p a id  ov er in  
1921 th ro u g h  th e  T re a su ry  in  re sp e c t of 
excess p ro fits  d u ty  £  125,000. T h a t  is 
p a r t  of th e  f irs t i te m  p a id  to  th e  R eve­
nue . T h a t  w as n o t e a rn e d  in  1921, b u t 
th e  p a y m e n t w as m ad e  th e n . T h e re  w ere  
th e s e  m oneys.
T h e re  h a s  been  a  g re a t  d eb a te  a s  to  
w h e th e r  i t  is to  be re g a rd e d  a s  re se rv e s  
o r  no t, an d  t h a t  is  a  m a t te r  on w h ich  
S ir  W m . M cL in to ck  w as sev e re ly  ta k e n  
to  acco u n t. E v ery b o d y  a lw ay s  ca lled  i t  
re se rv e s , and  fo r  th e  p u rp o ses  of th is  
case  ( I  do n o t k n o w  w h a t  yo u  th in k )  
i t  does n o t seem  to  m e  to  m a t te r  w h a t 
you  ca ll th em . T h ey  w ere, in  fa c t, no t 
c u r re n t  e a rn in g s , an d  as S ir  W m . sa id : 
“A ll I  w as lo o k in g  a f te r  w as w h a t w ere  
th e  c u r re n t  e a rn in g s , a n d  th e se  w ere  
n o t c u r re n t  e a r n in g s ; I n o ticed  th e  
a m o u n ts  becau se  I h a d  n o ticed  th a t  th e y  
a p p e a re d  in  th e  p ro fit an d  loss acco u n t, 
b u t  th e y  w e re  n o t m oneys w h ich  w ere  
e a rn e d  in  th e  p e rio d  b e fo re  1921.”
E A R N IN G  CA PA C ITY  
S h o u ld  S h a re h o ld e r s  H a v e  B e e n  T o ld ?
I t  m ay  be, of co u rse , th a t  th e y  w ere  
n o t a v a ila b le  fo r  u se  excep t a t  th e  t im e 
w h en  th e y  w e re  a c tu a lly  used . M r. M at­
th ew s  say s he  k e p t i t  b ecause  h e  k e p t 
th is  fu n d  a n d  he  h a d  a n  id ea  f ro m  tim e  
to  tim e  how  m u ch  he  w as to  re le ase  to  
p ro fit an d  lo ss  acco u n t. H e  in d ic a te d  
th a t  to  M r. C ason, an d  M r. C ason, a s  
w e sh a ll  see  la te r ,  a p p a re n tly  conveyed  
t h a t  to  L o rd  K y lsa n t.
B u t th e y  w ere , as you  see, c e r ta in ly  
n o t c u r re n t  e a rn in g s  an d  th e y  w ere  no 
c r ite r io n  of th e  e a rn in g  c a p a c ity of th e  
co m p an y  a t  a ll in  th e  p e rio d  in  q u estio n . 
I t  is  a  fa c t th a t  w h e th e r  th e y  a re  called  
re se rv e s  o r no t, you w ill h av e  to  co n ­
s id e r  w h e th e r  th e s e  su m s of m oney  a re  
n o t fo r  th e  p u rp o se  of th e  q u e stio n  you 
a re  co n sid e rin g , ju s t  a s  i f  th e y  h a d  been  
re se rv e s , a lth o u g h  th e y  w ere, as you see 
fro m  th is  acco u n t fro m  tim e  to  tim e , be­
co m in g  av a ilab le  fo r  use.
T h en  you w ill c o n s id e r th is  q u e stio n , 
w h e th e r  th e  essence  of th e  m a t te r  is  s im ­
p ly  th is , t h a t  th e  sh a re h o ld e rs  o u g h t to  
h av e  been  to ld  th a t  th e  co m p an y  w as be­
in g  k e p t g o in g  by  m ean s  o th e r  th a n  
c u r re n t  e a rn in g s . Y ou h av e  been  r e fe r re d  
o ver a n d  o ver a g a in  to  th is  sh e e t in  1921, 
a n d  I  t h in k  you k n o w  a ll th e  fig u res in  
i t  p ro b ab ly  v e ry  m u ch  b e tte r  th a n  I  do, 
a n d  I  am  n o t g o in g  th ro u g h  th e m  ag a in . 
I  w ill ju s t  sa y  a  v e ry  few  w o rd s  a b o u t it.
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I  h av e  re fe r re d , a s  I th o u g h t  I  o u g h t 
to  re fe r , to  th e se  tw o  b ig  ite m s w h ich  
com e in  tim e  a f te r  tim e — th e  incom e-tax  
re se rv e s  a n d  th e  excess p ro fits  d u ty  r e ­
se rv es , a n d  I th in k , a s  you  h av e  h e a rd  
th e  ev idence, you  c an  q u ite  a p p re c ia te  a il 
t h a t  w as to  be k n o w n  a b o u t th e se . In  
a d d it io n  to  th a t ,  you  find in  1921 a  v e ry  
la rg e  su m  of m oney , £1,120,452, b ro u g h t 
in to  acco u n t fro m  th re e  of th e  su b s id ia ry  
co m pan ies. T h e  th re e  co m p an ies in  
q u e s tio n  a re  n o t w h a t a re  called  th e  100 
p e r  c e n t . su b s id ia r ie s , b u t a p p a re n tly  in  
1921 th e y  d ec la red  a  b o n u s in te re s t  on 
th e  p ro fits  w h ich  th e y  h a d  acc u m u la te d  
p re su m ab ly  as th e  re s u l t  of th e  w ar, an d  
th a t  b o n u s  w as b ro u g h t in to  th e  p ro fit a n d  
loss acco u n t a s  a  p ro fit fo r  th e  y ear.
I t  m ay  be sa id  th a t  in  one sen se  i t  w as 
a  p ro fit of th e  y e a r, a lth o u g h  i t  r e p re ­
se n ted  e a rn in g s  on th e  p a r t  of th e  su b ­
s id ia ry  co m p an ies fo r som e a b n o rm a l 
y e a rs  p reced in g . I t  w as b ro u g h t in  an d  
th e re  w as a  p a y m e n t o u t to  th e  R ev en u e  
of £125,000, w h ich  is p u t a s  a  spec ia l 
c red it. T h en  you h av e  a  b a lan ce  on th e  
v o yages acco u n t.
G e n e ra l A d m in is tr a t io n
B efore  you  d e d u c t th e  g e n e ra l ex p en ses 
w h ich  a re  se t o u t h e re , a f te r  d e d u c tin g  
th e  ru n n in g  ex penses, you  h a v e  a  b a l­
a n ce  on th e  v o y ag es a cco u n t of £825,890. 
As a g a in s t  t h a t  you h av e  to  se t off th e  
g e n e ra l a d m in is tra t io n , g e n e ra l re p a ir s  
an d  m a in ten a n ce , th e  in su ra n c e  fu n d , 
w h ich  of c o u rse  is  a  re se rv e , a n d  d ep re ­
c ia tio n  of th e  fleet, w h ich  is  on q u ite  a  
se p a ra te  if  n o t a  d iffe re n t scale, an d  de­
p re c ia tio n  of p re m ise s , a n d  th e  sp ec ia l 
d eb it of £125,000.
I t  is  sa id  th a t  t h a t  sp ec ia l d eb it o u g h t 
to  be se t off a g a in s t  th e  sp ec ia l c re d its  
a n d  th a t  th e  fig u re  of defic it w h ich  a p ­
p e a rs  a s  £904,123 o u g h t to  be red u ced  
p ro p o rtio n a te ly . T h a t  m ay  be so. I t  
does n o t seem  to  m ak e  a n y  d ifference  in  
th e  final re su lt.  T h en  you  b r in g  in  th e  
in te re s t  on in v e s tm e n ts  an d  th e n  you 
h av e  th e  sp ec ia l c re d its  w h ich , as I u n ­
d e rs ta n d  th e  v iew  p u t  fo rw a rd  by th e  
defence, o u g h t s im p ly  to  com e in  a lo n g  
w ith  an d  on th e  sam e  fo o tin g  as th e  
in te re s t  on in v e s tm e n ts . T h a t  is th e  y e a r 
1921.
S p e c ia l D e b i ts
In  1922 a g a in  you h av e  c e r ta in  spec ia l 
d e b its  w h ich  i t  is  sa id  o u g h t n o t to  com e 
in  w h e re  th e y  do b u t com e in  low er dow n, 
a n d  i n  th a t  w ay  red u ce  th e  defic it of 
£570,000, b u t  a g a in  th e  r e s u l t  w ould  be 
th e  sam e. T h e  re s u l t  w ould  be th a t  a f te r  
b r in g in g  in  th e  £809,871 an d  th e  in te re s t  
on  in v e s tm e n ts  an d  d e d u c tin g  th e  r u n ­
n in g  ex p en ses, in c lu d in g  d ep rec ia tio n , 
you  w ou ld  h av e  as a p p e a rs  h e re  th e  to ta l  
s u rp lu s  o b ta in e d  by  u s in g  £  100,000 of 
excess p ro fits  d u ty , £45 ,000  of w a r  con-
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C om m ercia l L aw
NEGOTIABLE INSTRUM ENTS
Question 1.
M, maker of a note, being in financial difficulty, goes to the holder 
of the note, and states that he fears he will not be able to pay it when  
due. The holder says: “We all have our troubles and we m ust help 
each other out,” and he tears the note in two parts and throws it in 
the wastebasket. A fter M’s departure, the holder decides th at he has 
acted hastily, as a m atter of temporary emotion, and he reclaims the  
note from  the wastebasket, pastes it together and when it becomes 
due starts su it on it. M claims the note was discharged by the holder’s 
act, but the holder claims that the act was w ithout consideration. Can 
the holder w in?
Question 2.
M gives his promissory note to P, containing following provisions:
(1) It is payable “on or before ninety days from  date” ;
(2) It recites that M has deposited certain securities (nam ing
them ) as collateral, and th at if  such securities decline in 
value, the holder m ay call for additional collateral, and in 
default of same being furnished, the holder has the option  
of declaring the note im m ediately due and payable.
(3) It also provides th at i f  any person procures a judgm ent
against M, the holder may declare the note im m ediately  
due and payable.
(4) The note provides that i f  the note is  not paid at m aturity,
the maker appoints John Doe as his attorney to appear 
in court and confess judgm ent against him for any  
amount that may appear to be due on the note.
Do any of these provisions destroy negotiability? Discuss.
Question 3.
G, a grocer, needing money, sells and assigns to X his notes and 
accounts receivable. One of these notes is a negotiable note by M, and 
one o f the accounts a claim against N  on open account. M claims that 
at the tim e he gave the note it was in settlem ent o f his account which  
was fraudulently overstated by G, so that the note represents tw ice as 
much as M actually owes. N  claims th at he paid his account to G prior 
to the assignm ent. Are either of these defenses, respectively made by  
M and N, good against X as purchaser of the note and the account? 
W hy?
Question 4.
A is, an inventor, owning a patent, Serial Number 100,000, which  
he assigns to X M anufacturing Co. upon a royalty basis. He also works 
for the X M anufacturing Co. on a regular salary. He draws a bill of 
exchange on the X M anufacturing Co. payable to order of B, negotiable 
in form  unless negotiability is destroyed by the fact that the draft 
reads “and charge amount of th is draft to my royalty account.” His 
royalty account being insufficient to cover the draft the X Manufactur­
ing Co. decides not to honor it, when at m aturity it is presented by C 
to whom it has been negotiated by B, th e payee. C duly notifies A of 
the dishonor stating that he will look to A for payment. A refuses to  
pay on the ground th at B was guilty  of fraud in the transaction in 
which the bill was given to B. C sues A. Is A liable to C (i. e. can A 
make the defense against C he could have made against B) ?
of the order, repudiate it, but th e publishers o f th e service refuse to 
consent to the cancellation. Is th e firm liable? W hy?
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Question 5.
X  appears in M’s office w ith a bill against M, which is owing to Y. 
X  represents th a t he is Y. M draws a check payable to  bearer and 
hands it  to X. A  few  days later M discovers the fraud and orders the  
bank to stop payment. Twenty days after the date and issue o f the  
check, X, still representing him self to be Y, indorses in blank Y ’s  name 
on the check and sells it  for value to  Z. The check does not clear on 
account o f the stop order, and Z sues M.
M’s defenses are:
(1) Y ’s indorsement is a forgery
(2) A check 20 days old is overdue, therefore Y is not a holder
in due course.
Is either defense good? W hy?
Question 6.
M, desiring to borrow money from  P on h is note, is informed that 
he must get someone to sign his note w ith  him. M asks B to do this 
and B indorses his name in blank on the back o f the note, and the note 
is  thereupon delivered to P. The note being unpaid a t m aturity, P  neg­
lects to present it  to  M for payment. A fterw ards P  sues B. H as B any  
defense ? W hat is B called ?
Question 7.
Define a holder in due course. W hen does it  become a material 
question whether a holder is a holder in due course ? State which o f the  
following defenses are good, and which not, against a holder in due 
course:
(1) Forgery of signature o f party sued;
(2) M aterial alteration;
(3) Fraud in consideration;
(4) D uress;




Joshua Jones, Sam Sm ith and Henry Hansen, are partners in a 
garage business; Jones in delivering a car from  the garage to the  
home of a customer, negligently injures a pedestrian; Smith, calling  
upon a form er custom er to collect an account due the partnership, loses 
his temper and assaults th e  debtor; Hansen, w ithout the consent of his 
partners, sells the tow ing car used in th e business.
(1) Can the injured pedestrian get judgm ent against all the  
partners ?
(2) Are the partners liable for Sm ith’s act?
(3) Can Jones and Sm ith repudiate the sale o f the tow ing car?
Question 2.
Assum ing th at a judgm ent is entered against all the partners on 
a partnership debt, can the judgm ent-creditor have levy made on the  
personal assets o f one o f the partners when there are firm assets  
available for levy?
Question 3.
Jones contributes h is tim e, Sm ith and Hansen each contribute 
$2,500.00.
(1) Upon dissolution how shall the net capital assets be divided? 
The surplus and accumulated profits? (There being no express pro­
vision.)
Question 4.
In a partnership of accountants, one o f them , w ithout the others’ 
consent, orders an expensive income tax  service. The others, learning
CORPORATIONS
Question 1.
A subdivides a tract o f land and sells lots therein for residence and 
business purposes; the business lots being confined to a prescribed area. 
In all of the deeds it is set forth as a condition of holding title  that such  
title  shall never be held by a person of A frican descent. A  business lot 
is acquired by A who form s a corporation to which he transfers the  
lots, and then all th e stock in the corporation is sold to  persons of 
African descent. A  brings su it for reverter of title on account of al­
leged breach of condition. Can he recover? W hy?
Question 2.
The M Corporation is organized to m anufacture and sell chemical 
products. It acquires some farm  land for speculative purposes only, 
and sells same to X. X  contracts to sell to  Y, and Y  claims X ’s  title  
is defective because he acquired it  from  a corporation which had no 
charter right to own the property. Is Y ’s position sound ?
Question 3.
E, one of the im portant employees of the X  M anufacturing Co., is  
sued in a personal matter. Judgment goes against him, and h e decides 
to appeal. The law requires th a t in case o f appeal, the appellant m ust 
file a bond, w ith  surety thereon, that in case his appeal fails, he and the  
surety will be liable to pay the judgment below. E induces th e  X  Manu­
facturing Co. to become surety on this appeal bond. E loses the appeal, 
and the X M anufacturing Co. is sued upon the appeal bond. Is it liable ?
Question 4.
A  state passes a law  that any corporation o f any other state, send­
ing its traveling salesmen into the state to  receive orders from  cus­
tom ers, m ust comply w ith the foreign corporation law. Is th is law  
valid ? W hy ?
Question 5.
The Directors o f the X Corporation on June 1, 1930, declare a divi­
dend of $2.00 per share, payable July 1, 1930, to stockholders of record 
June 20, 1930. On June 15, 1930, the Board again m eets and decides 
th a t the form er action w as unwise, in view  o f business conditions, and 
they vote to revoke th e resolution o f June 1, 1930. A stockholder brings 
su it to recover his dividend. Can he recover?
Question 6.
Answer follow ing questions, yes or no, w ith short com m ent:
(1) Does preferred stock vote if  charter is silent on th at point?
(2) If three partners holding respectively 1 /6 , 1 /3  and ½ interest 
in  firm, incorporate, retaining same interests, does their voting power 
continue as before?
(3) Can a  director vote by proxy ?
CONTRACTS
Question 1.
A. B. enters into a contract to  work for C. D. A. B. has certain  
m achinery which he has used in his form er employment. It is agreed  
in the contract of em ployment th at C. D. has an option to purchase 
th is m achinery w ithin a specified time “at a fa ir price.” C. D. a fter­
wards notifies A. B. that he has decided to exercise h is option. A. B. 
replies th at the machinery is not for sale. Is there a valid contract for  
the sale o f th is m achinery? W hy?
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Question 2.
A, a traveling salesman, having the usual authority o f a traveling  
salesman, receives an order from  B, upon a blank furnished by A . This 
blank contains the provision that all orders are not subject to counter­
mand. A  transm its the order to his principal, P. The following day, 
before P  has taken any action on th e order, B wires to P  th at he has 
cancelled his order. P  w ires back th at he will not accept the cancella­
tion. B replies that he will stick to his cancellation. P  sues B. Has 
he any case? W hy?
Question 3.
D calls together his creditors, and announces that on account of 
his unfavorable financial situation he will have to offer them  a compo­
sition of 60c on the dollar. A fter  some discussion about D ’s affairs, all 
the creditors consent except X who states th a t under no circum stances 
will he accept less than full paym ent of h is claim. The other creditors, 
20 in number, whose claims far exceed X ’s claim in amount, vote to  
accept the composition agreem ent and it is signed by D and by all credi­
tors except X.
(1) Can the m ajority creditors compel X to accept less than full 
paym ent?
(2) Supposing th at all claims are certain in amount and undis­
puted, is there any consideration for th e release of the 40% as to those  
creditors th a t signed?
(3) A ssum ing th at D misrepresented h is financial situation, could 
the assenting creditors repudiate the agreem ent?
(4) A ssum ing th at at the tim e of the offer by D he w as fairly  
certain o f landing a b ig contract th a t would put him  on h is fee t finan­
cially, but did not disclose th is probability, and th at a fter the settle­
m ent he actually got the contract, would th is failure to  disclose con­
stitu te fraud entitling the creditors to repudiate the settlem ent?
Question 4.
A  and B negotiate a  lease which is drawn in typew ritten form . It 
is provided that the term  shall begin July 1st, 1930. Before signing B 
in sists th e term  shall begin May 1st, 1931. To this A  consents and 
th e change is w ritten in ink w ithout striking out th e original provision. 
Thereupon both sign. B, the tenant, now claims that he is not bound 
because th e lease is  contradictory and therefore void. Is he right?
Question 5.
O w rites A, offering A a certain machine for $1,000. H is offer en d s: 
“Your acceptance o f th is offer m ay reach me any tim e w ithin the next 
ten days.” A  answers w ithin two days th at he will give $900. O makes 
no answer. H earing nothing from  O, A, fearing loss o f the deal, w rites  
to  O, w ithin  the ten days: “Have decided to accept at $1,000.” Still O 
does not respond. A sues O. Is there a contract? Explain.
Question 6.
A , a woodcarver, agrees to make up a set of figures for B, repre­
senting a baseball team  in action. The work is to be done to B ’s sa tis­
faction. The agreem ent is oral w ith no paym ent made. The figures 
are made up. B refuses to accept delivery claim ing:
(1) He is not satisfied;
(2) S tatute of frauds prevents A from  holding him.




D istinguish  between “voluntary bankruptcy” and “involuntary
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bankruptcy.” How much m ust a debtor owe to be made an involuntary  
bankrupt; a voluntary bankrupt ?
Question 2.
W hat is “insolvency” according to the bankruptcy law ?
Question 3.
Debtor goes into bankruptcy. Has in his business: (1) goods sold 
to him by A under conditional sale, same not being recorded as required 
by the State law to be good against creditors; (2) goods consigned to 
him by B, i. e. delivered to him to be sold, and if  not sold returned; (3) 
goods sold to him on general credit by C, same being not yet paid for. 
Does trustee take title  to (1 ), (2 ), (3) ?
Question 4.
A owes $5,000 secured by duly recorded real estate m ortgage. Can 
he affect creditor’s security by bankruptcy proceedings?
FEDERAL INCOME TAX
Question 1.
How are cash, property and stock dividends to be disposed of for 
income tax purposes when received by individuals and corporations?
Question 2.
Certain tru sts and estates are taxed to the trustee while in other 
cases the beneficiaries are subject to  tax. Outline briefly th e circum­
stances under which the incidence of the tax  differs.
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tin g e n c ie s , p ro fits  on th e  sa le  of s te a m e rs  
w h ich  is b ro u g h t in  (w h e th e r  c o rre c tly  
o r  n o t as p ro fits  I need  n o t c o n s id e r)  an d  
d e p re c ia tio n  fu n d , w h ich  a g a in  is a  fu n d  
c re a te d  d u r in g  th e  w ar.
T h en  1923, 1924, a n d  1925 I n eed  n o t 
t ro u b le  to  re fe r  to  specifically . In  1926 
you  g e t a  p o s itio n  w h ic h  a c c o rd in g  to  
th is  tab le  show s a  su rp lu s  on th e  w hole  
of th e  p o sitio n  of £628,535. T h a t  s u r ­
p lu s  is on ly  o b ta in ed  by  b r in g in g  in  ex­
cess p ro fits  d u ty  £550,000, in co m e-tax  r e ­
se rv es  £175,000, p ro fit on th e  N elson  
L ine  a n d  th e  g e n e ra l re se rv e  fu n d  £350,- 
000. T h a t  is  th e  f irs t of th e  tw o  y e a rs  
w ith  w h ich  w e a re  concern ed .
In  1927 you h av e  a  v e ry  s im ila r  p o si­
tio n , su b je c t on ly  to  th is ,  th a t  th e  ex­
cess p ro fits  d u ty  is fin a lly  e x h a u s te d  in
1927, an d  th e  in co m e-tax  re se rv es , p ro fit 
on s te a m e rs  a n d  p re m ise s  sold, c o rp o ra ­
t io n  p ro fits  ta x  an d  su n d r ie s  m ak e  a 
to ta l  of £540,386. T h en  in  th a t  y e a r  
th e re  w as a lso  b ro u g h t in to  th e  acco u n t 
th e  b o nuses of £300,000 o b ta in e d  fro m  
th e  tw o N elson  co m p an ies  u n d e r  c irc u m ­
s ta n ce s  w h ich  I  am  su re  you fu lly  re ­
m em ber. T he  N e lson  co m p an ies  h a d  been 
p ro sp e ro u s ; th e y  h a d  h a d  th is  m oney  
a v a ilab le  an d  th e y  p a id  i t  over in  th e  
fo rm  of b o n u ses w h ich  th e y  d ec la red  in  
t h a t  year.
E ffec t o f  B o n u s
W h e th e r  th e  co m p an y  b en efited  by th a t  
p a y m e n t of m o n ey  ex cep t a s  a  m a t te r  of 
b o o kkeep ing , by  th e  fa c t th a t  i t  rece iv ed
a  ch eq u e  an d  th e n  p a r te d  w ith  th e  sam e 
am o u n t by a n o th e r  cheque, I  am  n o t v e ry  
c lea r. As you w ill rem em b er, w h en  th e  
bonus w as d ec la red  a n d  th e  ch eques fo r  
th e  £300,000 w ere  p a id  over, th e re  w as a  
f u r th e r  c o n co m ita n t t r a n s a c tio n  u n d e r  
w h ich  th e  R oyal M ail S team  P a c k e t Com ­
p a n y  so ld  to  th e  N e lso n  S team  N a v ig a ­
t io n  C om pany  th e  sh a re s  w h ic h  i t  he ld  
in  th e  o th e r  N e lson  C om pany , H . an d  
W . N elson , th a t  is to  say , a ll  th e  sh a re s , 
a n d  p u rc h a se d  fro m  th e  N elson  S team  
N a v ig a tio n  C om pany  one m illio n  O rd i­
n a ry  sh a re s  w h ich  w e re  th e n  c re a te d  an d  
as to  a h a lf  w ere  d e a lt w ith  as fu lly  p a id  
up. T h a t  p a r t  of th e  t r a n s a c tio n  you 
w ill re m e m b e r  fu lly .
I  do n o t th in k  i t  co n ce rn s  th is  case  
v e ry  m uch , excep t th a t  a lth o u g h  i t  is 
c le a r  th e  £300,000 w as p a id  over by 
cheque, i t  does a p p e a r  th a t  v e ry  sh o r t ly  
a f te rw a rd s , a lth o u g h  i t  cam e in to  th e  
1927 a cco u n ts  as a c re d it  i t  w as r e t r a n s ­
fe rre d  to  th e  N e lson  C om pany  in  com ­
p le tio n  of th e  t r a n s a c tio n  to  w h ich  I 
h av e  re fe r re d .
N ow  I th in k  th a t  is a ll I  need  say  
a b o u t th is  tab le  w h ich  you h a v e  con­
s id e red  an d  po red  over an d  d e lib e ra ted  
over, an d  you h ave, I  be lieve, h a d  th e  
s a t is fa c tio n  of ta k in g  i t  h o m e w ith  you 
fro m  tim e  to  t im e ; no  doubt you  k now  
a ll a b o u t it, a n d  a ll I  w a n t to  do is to  
ex p la in , a s  I th in k  I  am  b o u n d  to  ex­
p la in , so  f a r  as I  u n d e rs ta n d  it, th e  g en ­
e ra l  p o sitio n .
T h en  as to  th e  su b s id ia ry  co m p an ies , 
you w ill re m e m b e r th a t  th e  N elson  Com ­
p a n ie s  seem  to  h a v e  been  r a th e r  p ro s­
p e ro u s. T h e  M cA ndrew s an d  M cI v e r 
C o m p an ies w ere  less p ro sp e ro u s , a n d  in ­
deed p a id  no d iv id e n d  in  1926 a n d  1927, 
an d  th e  tw o  b ig  co m pan ies, th e  P acific  
S te am  N a v ig a tio n  C om pany  an d  th e  
R o y a l M ail M eat T ra n s p o r t  C om pany, 
a r e  d e a lt w ith  v e ry  s h o r tly  by S ir  W il­
lia m  M cL in tock , a n d  I w ill ju s t  re m in d  
you q u ite  s h o r tly  of w h a t he  sa id . M r. 
G ill a lso  gave ev idence  a b o u t th e  P acific  
S team  N a v ig a tio n  C om pany.
I th in k  i t  is n e c e ssa ry  to  k n o w  som e­
th in g  a b o u t th e  p o s itio n  of th e  su b s id ia ry  
com p an ies , so f a r  as i t  is in  ev idence , be­
cau se  w e h av e  no ev idence , a p a r t  fro m  
th ese  b o nuses, a s  to  w h a t th e  a c tu a l po si­
t io n  of th e  o th e r  s u b s id ia ry  co m p an ies 
w as; fo r  in s ta n c e , E ld e r  D e m p ste r  a n d  
th e  U n io n  C astle , w e  k n o w  n o th in g  ab o u t.
MR. CASON’S F IG U R E S  
P r in c ip a l  I t e m s  o f th e  D o c u m e n t
Now, as I say , you  a re  co n ce rn ed  w ith  
th o se  tw o  y ears , 1926 a n d  1927, sp ec i­
fically , a n d  you  w ill re m e m b e r th a t  th e  
b a lan ce -sh ee t w as d u ly  signed , y e a r  by 
y ea r, by L o rd  K y lsa n t a s  c h a irm a n , an d  
th e re  is som e ev id en ce  i l lu s t r a t in g  th e  
m a n n e r  in  w h ich  th e  po licy  of p a y in g  
d iv id e n d s  an d  d e a lin g  w ith  th e  fu n d s  of 
th e  co m p an y  w as c o n sid e red  b e tw een  
h im se lf  a n d  M r. C ason. You w ill re m e m ­
b e r th e re  w as a  d o cu m en t p ro d u ced  
w h ich  you h a d  in  th e  ex h ib its , E x h ib i t  6, 
ca lled  “E s tim a te  fo r  1926.” I t  is a  docu­
m en t w h ich  w as p ro d u ced  by  M r. C ason, 
a n d  as I m e n tio n  M r. C ason, I m ay  say, 
in  p ass in g , th a t  he  seem s to  h ave  been  
an  e x tr a o rd in a r i ly  c a re fu l an d  con­
sc ien tio u s  official, o ne  of th o se  officials 
on w hom  th e  success o r even th e  e x is t­
ence of th e se  b ig  co n ce rn s depends, w ith  
a v e ry  lo n g  e s ta b lish e d  se rv ice  in  th e  
com pany , w h e re  he  w as th e  ch ie f acc o u n t­
a n t  fo r a  good m an y  y ears , an d  he  p ro ­
duced  th e se  d o cu m en ts , w h ich  he  sa id  
he  m ade  fo r L o rd  K y lsa n t.
As I u n d e rs ta n d  it, th e  q u e stio n  w as, 
w h a t fu n d s  cou ld  be p ro v id ed  to  p a y  a 
d iv id e n d  on th e  O rd in a ry  sh a re s  of 4 
p e r c e n t . in  v iew  of th e  a c tu a l fin an c ia l 
p o s itio n  of th e  com pany , a n d  th is  ac­
c o u n t w as p re p a re d  an d  d iscu ssed . I t  
show s th e  d e b e n tu re  in te re s t ,  th e  P re f ­
e ren ce  d iv id en d s, th e  in su ra n c e  acco u n t, 
3 p e r cen t., w h ich , so f a r  a s  one c an  ju d g e  
fro m  E x h ib it  21, w as so m ew h at exces­
sive, d e p re c ia tio n  of fleet, in te re s t  an d  
d isco u n t, an d  i t  show s a to ta l  am o u n t 
w a n ted  of £1,476,500. I t  show s voyage 
acco u n ts , re ce ip ts , less expenses, £265,- 
000; th a t  is b u d g e tin g  fo r a  p ro fit n o t 
a f te r  d e p rec ia tio n , becau se  d ep rec ia tio n , 
a s  you see, a p p e a rs  on th e  o th e r  s id e  of 
of th e  acco u n t, b u t a p p a re n tly  a f te r  n o t 
on ly  th e  v a r io u s  ru n n in g  expenses, w h ich  
w ou ld  figu re  in  a  voyage acco u n t, b u t a ll
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th o se  g e n e ra l a d m in is t ra t io n  exp en ses 
w h ich  o u g h t to  com e off th e  e a rn in g s .
T h en  i t  sa y s: “ S u n d ry  re ce ip ts , in c lu d ­
in g  in te re s t  on in v e s tm e n ts ,” an d  th a t  a p ­
p e a rs  to  be r a th e r  excessive . A nd  it 
show s on th a t  b asis a  deficit be fo re  an y  
p ro v is io n  fo r o rd in a ry  d iv id en d  a t  a ll of 
£1,100,000. T h e  p ro b lem  w h ich  w as be­
in g  d isc u sse d  w as w h e re  to  g e t th e  
m oney  fro m  or th e  c re d its  fro m  fo r  th a t  
p u rp o se . I t  w as su g g ested , as a p p e a rs  
h e re , t h a t  u n p u b lish ed  re se rv e s  ( th e se  
a re  ite m s  w h ich  w e h av e  been  d isc u ss in g  
a n d  w h ich  a p p e a r  in  E x h ib it  21) w ere  
£600 ,000; th e y  w ere  to  be d ra w n  on to  
th a t  e x te n t.
In su ra n c e  p re m iu m s w ere  to  be £100,-
000 c a r r ie d  fo rw a rd , an d  th e n  th e re  w as 
in v e s tm e n t a n d  d e p re c ia tio n  re se rv e  
£300,000. To m ak e  up  th e  £1,300,000 i t  
w as p ro p o sed  th a t  th e  b o n u s sh a re s  fro m  
N elsons, w h ich  w ere  a f te rw a rd s  d e a lt 
w ith  in  th e  fo llo w in g  y e ar, sh o u ld  be 
b ro u g h t in to  th e  acco u n t.
T he  £600,000 w as to  be m ad e  fro m  th e  
u n p u b lish e d  re se rv e s  in  th is  w a y : In- 
com e-tax  re se rv e s  w ere  to  c o n tr ib u te  
£160,000, e v e n tu a lly  th e y  c o n tr ib u te d  
£175 ,000; excess p ro fits  d u ty  w as to  con­
t r ib u te  £350 ,000— th a t ,  a s  yo u  know, 
w as a lte re d  to  £550,000, a n d  i t  w as de ­
cided  n o t ta k e  th e  b o n u s sh a re s  in  th a t  
y e a r. T h en  th e re  w ere  v a r io u s  o th e r  
m in o r  m a t te r s  w h ich  do n o t a p p e a r  to  
h a v e  b een  a c tu a lly  av a iled  of w h en  th e  
a cc o u n ts  w ere  fin a lly  m ad e  up. In  th a t  
w ay, w ith  th e  £600,000 an d  th e  o th e r  
item s, a n d  th e  £200,000 b o n u s sh a re s  of 
N elsons, i t  w as in te n d e d  to  find sufficient 
c re d its  o r fu n d s  to  p a y  th e  o u tg o in g s 
a f te r  d e p rec ia tio n .
T h a t  is  th e  d iscu ss io n  w h ich  w as r e ­
lied  on by th e  C row n  a s sh o w in g  th a t  
L o rd  K y lsa n t w as co m p le te ly  fa m il ia r  
w ith  w h a t w as h a p p en in g , a n d  th a t  he  
w as se e in g  how  he  cou ld  p ro v id e  th e  
n e ce ssa ry  fu n d s  in  o rd e r  to  p a y  th e  v a r i ­
ous exp en ses a n d  p ay  th e  O rd in a ry  
d iv id en d s .
S u n d r y  B a la n c e s
T h e  b a lan ce -sh ee t fo r  th a t ,  as you r e ­
m em b er, w as e v en tu a lly  p u b lish ed ; i t  is  
p a r t  of E x h ib it  1. You w ill re m e m b e r I 
sa id  you w ill n o t fo r  a  lo n g  tim e  fo rg e t 
th e  a p p ea ran c e  of th e se  b a lan ce-sh ee ts . I t  
show s in  th e  b a la n ce -sh e e t; su n d ry  b a l­
ances, a cc o u n ts  n o t c losed, an d  d eb ts  ow­
in g  by th e  com pany , in c lu d in g  lo an  fro m  
com pany , £2,842,440. Now, th e  m ake-up  
of th a t  sum , th o u g h  no d o u b t pe rfec tly - 
u n d e rs ta n d a b le  by  a n  a c c o u n ta n t,  is  a 
l i t t le  p u zz lin g  to  th e  o rd in a ry  p e rso n , be ­
c au se  th e re  you h a v e  p u t  to g e th e r, n o t 
on ly  th e  d eb ts  o w in g  by  th e  com pany , 
b u t you  h a v e  th o se  c re d its  w h ich  a re  
c o n s ta n tly  b e in g  ca lled  re se rv e s  an d  th e  
ex ac t n a tu re  of w h ich  you  know , so th a t  
you  h a v e  lu m p ed  to g e th e r  in  one su m  
m oneys h e ld  b y  th e  co m p an y  a n d  deb ts
ow ing  by  th e  com pany , an d  to  m ak e  a n  
o b se rv a tio n  w h ich  is t ru e  so f a r  a s  I  u n ­
d e rs ta n d  of e v e ry  one of th e se  acco u n ts , 
no  one r e a d in g  th ese  acco u n ts , ev en  if  he  
cou ld  u n d e rs ta n d  “A ccoun ts n o t c lo sed ” 
as m e a n in g  re se rv e s , cou ld  te ll how  m u ch  
w as re se rv e s  a n d  how  m u ch  c o n sis ted  of 
deb ts. H ow ever, th a t  is t ru e  of a ll th e se  
v a r io u s  b a lan ce-sh ee ts , a n d  i t  is  n o t a  
p o in t w h ich  is  spec ifica lly  co m p la in ed  of, 
a lth o u g h  i t  h a s  to  be ta k e n  in to  co n sid ­
e ra t io n  w h en  you a re  d e te rm in in g , as 
you m u s t d e te rm in e , w h e th e r  th is  b a l­
an ce-sheet a n d  p ro fit an d  loss acco u n t is 
on th e  w ho le  m is le a d in g  an d  fa lse  or no t.
Now, w h en  you  look a t  th e  balance- 
sh e e t, b e a r in g  in  m in d  e x a c tly  th e  po si­
t io n  of th e  com pany , you find a  b a lan ce  
fo r  1925, d iv id e n d s  p a id  in  Ju n e , b a l­
an ce  fo r  th e  y e a r , in c lu d in g  d iv id en d  on 
sh a re s  in  a llie d  an d  o th e r  com pan ies, ad ­
ju s tm e n t  of ta x a tio n  re se rv es , less d ep re ­
c ia tio n  of fleet, £439,212, an d  th e re  a re  
v a r io u s  sm a ll item s.
You th e n  find t r a n s fe r r e d  fro m  re se rv e  
fu n d  £150 ,000 , a n d  y ou  g e t th e  to ta l  
£773,492, a n d  th a t  is expended  in  p a y ­
in g  in te re s t ,  d e b e n tu re  stock , in te re s t  
a n d  d isco u n t, d iv id en d s  on th e  P re fe r ­
ence stock , su rp lu s  in  fa v o u r  of th e  com ­
p a n y  p ro p o sed  to  be p a id  4 p e r c e n t . on 
th e  O rd in a ry  sto ck  £200,000, an d  to  be 
c a r r ie d  fo rw a rd  £66,000. T h a t  leav es a 
b a lan ce  a n d  th e  acc o u n t sq u a re s  in  th a t  
w ay.
P r o f i ts  fo r  th e  Y e a r
T h ere  you  h av e  th e  b a lan ce-sh ee t w h ich  
re q u ire s  y o u r  c o n s id e ra tio n . You w ill re ­
m em b er th a t  up to  1923 th is  b a lan ce-sh ee t 
c o n ta in e d  th e  w o rd s : “P ro fits  fo r  th e  
y e a r ,” a n d  th e n  i t  w as c o n sid e red  b e t­
t e r  to  c h an g e  it  to  “B a lan ce  fo r  th e  
y e a r ,” b ecau se  a p p a re n tly  it  w as re a lis e d  
th a t  t r u ly  th e re  w as no  pro fit, if  you 
m ere ly  look a t  o rd in a ry  o u tg o in g s  an d  
in co m in g s.
I t  sa y s: B a lan ce  fo r th e  year, in c lu d ­
in g  d iv id e n d  on sh a re s  in  a llied  an d  
o th e r  co m pan ies, a d ju s tm e n t  of ta x a tio n  
re se rv e , less  d e p re c ia tio n  of fleet, e tc .—  
w h e th e r  th e  “ e tc .” re fe rs  to  th e  “less ,” or 
w h e th e r  i t  r e fe rs  to  th e  p o sitiv e  item s 
a n d  n o t th e  n e g a tiv e  item s, is  n o t w o r th  
c o n sid e rin g , b ecau se  I  sh o u ld  th in k  it  
c le a r ly  w ou ld  re a d :  D iv id en d s , a d ju s t ­
m en t of ta x a t io n  re se rv e s , etc., a n d  th e  
“ less d e p re c ia tio n  of flee t” is a  p a re n ­
th e s is . L o o k in g  a t  th is  d o cu m en t in  
v iew  of a ll th o se  c irc u m s tan c es , you  h av e  
to  decide w h e th e r  o r  n o t in  y o u r op in io n  
it  is a  fa lse  docu m en t. I am  n o t g o ing  
to  re p e a t w h a t I h av e  a lre a d y  re m in d ed  
you of—  nam ely , th e  c irc u m s ta n c e  w h ich  
is a g ree d — a t le a s t  th e  ev idence  seem s to  
a m o u n t to  th is — th a t  th e  tim e  h a d  com e 
in  1926 w h en  th e  s ta te  of th e  co m pany  
w as su ch  th a t  th e  co m p an y  o u g h t to  h av e  
been  in fo rm e d  e i th e r  by  th e  a u d ito r  o r 
by th e  C h a irm a n  th a t  th e  co n ce rn  w as
n o t p a y in g  i ts  w ay, a p a r t  fro m  th ese  sp e ­
c ia l c red its .
F o r  in s ta n c e , a s  you  see, £550,000 w a s  
ta k e n  fro m  excess p ro fits  d u ty , an d  th a t  
w as n e c e ssa r ily  in  o rd e r to  p ay  in te re s t  
on th e  d e b en tu re s , in te re s t  an d  d isco u n t, 
a  to ta l  of £273,000, a f u r th e r  a m o u n t of 
d iv id e n d  on P re fe re n c e  sto ck  of £233,000, 
a n d  th e n  d iv id en d , in te r im  a n d  final, 
a m o u n tin g  to  £350,000.
I t  is  p e rfe c tly  t r u e  th a t  i t  show s a 
t r a n s f e r  fro m  th e  re se rv e  fu n d , w h ich  
w ou ld  seem  to  in d ic a te  p e rh a p s  th a t  i t  
w as th e  on ly  s u b s ta n tia l  u se  th a t  w as 
b e in g  m ad e  of th e  re se rv e , a s  in d eed  it  
w as th e  on ly  use  th a t  w as b e in g  m ade  
of th e  p u b lish ed  re se rv e s , an d  i t  is p e r­
fe c tly  t ru e  th a t  you h av e  th ese  w o rd s 
“a d ju s tm e n t of ta x a t io n  re se rv e s ,” th a t  
is to  sa y  th e  w o rd  “re se rv e s” o ccurs 
tw ice  on th is  page, a n d  th a t  m ay  be 
som e so r t  of in d ic a tio n  to  a n y o n e  w ho 
u n d e rs ta n d s  th e  use  of th is  lan g u a g e  th a t  
to  som e e x te n t  o th e r  re se rv e s  th a n  th e  
p u b lish ed  re se rv e s  w ere  b e in g  d ra w n  
upon .
A m o u n t B r o u g h t In
On th e  o th e r  h an d , i t  is p o in te d  o u t 
th a t  th e  a m o u n t d ra w n  fro m  ta x a t io n  re ­
se rv es  w h ich  fig u res u n d e r  th e  w o rd  “Ad 
ju s tm e n t” is  a  v e ry  h e av y  am o u n t in ­
deed, £550,000, a n d  i t  is sa id , in  v iew  of 
a ll th e  c irc u m s tan c es , to  m ak e  th a t  a n y ­
th in g  b u t a  m is le a d in g  d o cum en t, in  v iew  
of th e  la rg e  a m o u n t d ra w n  fro m  r e ­
se rv es  in  p ro p o rtio n  to  a ll th e se  o th e r  
fig u res , th a t  o u g h t to  h av e  been  c le a r ly  
an d  sp ec ifica lly  in d ic a te d , so th a t  th e  
tru e  p o s it io n  of th e  com p an y  cou ld  h av e  
been  d isc losed  to  th e  sh a re h o ld e rs , an d  
th a t  in  v iew  of th e  fa c t th a t  i t  o u g h t to  
h av e  b een  d isc lo sed  a n d  th a t  th e  a cco u n t­
a n t  s ig n ed  h is  c e rtif ic a te — w h ich , m aybe, 
is on ly  lim ite d  to  th e  b a lan ce-sh ee t, b u t  
w h ich  is  g e n e ra lly  u n d e rs to o d  to  r e fe r  to  
th e  p ro fit an d  loss acco u n t, w h ich  w ou ld  
be in c o rp o ra te d  in  th e  b a lan ce-sh ee t— in  
v iew  of th e  fa c t t h a t  h e  s ig n e d  th e  c e r­
tifica te , i t  is  sa id , a n d  i t  is fo r  you to  
co n sid er, th a t  th a t  is  n o t a n y th in g  o th e r  
th a n  a w r i t te n  s ta te m e n t fa lse  in  a  m a ­
te r ia l  re sp ec t, becau se  i t  conceals th e  
tru e  p o s itio n  of th e  co m p an y  in  th a t  y e a r  
fro m  th e  sh a re h o ld e rs , w ho  a re  e n tit le d  
to  be to ld  a n d  to  w hom  th is  r e p o rt  is a d ­
d ressed .
R e s u l ts  in  1927
T h is  seem s to  be  th e  m a te r ia l  on th is  
a sp ec t of th e  case  re le v a n t  to  1926. In  
1927 th e re  is a  s im ila r  e x h ib it  (E x h ib it  
14). I  do n o t th in k  I  h a v e  got th e  p re ­
cise d a te  fo r  th e  m o m en t on w h ich  th a t  
w as d iscu ssed . I t  a p p e a rs  in  M r. C aso n ’s 
ev id en ce . I  do n o t k n o w  th a t  he  g ives 
th e  d a te . A nyhow , i t  w as d iscu ssed  a t  
som e tim e  w ith  re fe re n ce  to  th e  1927 fig­
u re s , a n d  t h a t  show s in  a  v e ry  s im ila r  
w a y  th e  a r ra n g e m e n ts  th a t  w ere  b e in g
276 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T September,
m ade, th e  p ro v is io n  w h ic h  w as b e in g  
m ad e  to  p ro v id e  en o u g h  m o n ey  to  p a y  
th e  d e b e n tu re  in te re s t ,  th e  P re fe re n c e  
d iv id en d , a n d  to  p a y  a  d iv id e n d  of 5 p e r 
c en t.
Of co u rse , in  a  se n se  th e  d e b e n tu re  in ­
te r e s t  h a d  to  be p a id — it  w as a  firs t 
c h a rg e  on th e  a sse ts . B u t th e r e  w ere  
o th e r  q u e s tio n s ; th e  q u e s tio n  of p a y in g  a  
5 p e r  c e n t . d iv id en d , a n d , in  a  le ss  de­
g re e , th e  q u e s tio n  of p a y in g  th e  P re fe r ­
ence  d iv id en d , in  v iew  of th e  c irc u m ­
s ta n c e s  th a t  d iv id e n d s  a re  g e n e ra lly  p a id  
o u t of p ro fits , a n d  o u g h t to  be  p a id  o u t 
of p ro fits— th e y  m ay  to  som e e x te n t  be 
p a id  o u t of a  p a s t  p ro fit s to re d  b y — b u t 
in  th e  m a in  d iv id en d s , i t  is  a n tic ip a te d , 
a r e  b e in g  p a id  o u t of th e  p ro fits . I n  som e 
d e g ree  i t  m ay  a p p e a r  th a t  w h en  you  h av e  
a  b a lan ce -sh ee t sh o w in g , a s  y ou  do, a  5 
p e r  c e n t . d iv id en d , n o t fo r  one y e a r , b u t  
a f te r  a  lo n g  seq u en ce  of y e a rs , and , in ­
deed, r is in g  to  5 p e r  c e n t . a f te r  p a y m e n t 
of 4 p e r  c e n t . in  a  p re v io u s  y e a r— w h en  
y ou  h a v e  th o se  c irc u m s ta n c e s  a n d  you  
h a v e  su ch  a  b a lan ce -sh ee t a n d  su ch  a 
p ro fit a n d  lo ss a cco u n t a s  you  h ad , w h ich  
is  in  te rm s  ju s t  th e  sam e  a s  fo r  1926—  
w h e n  you  h av e  th o se  c irc u m s ta n c e s  a g a in  
i t  is  sa id  th a t  th is  is  a  fa ls e  a n d  m is le a d ­
in g  d o cum en t. Of co u rse , you  h a v e  to  
c o n s id e r  th a t .  I  do n o t k n o w  th a t  th e re  
is  an y  o th e r  m a te r ia l  on th is  f irs t  p o in t 
o f th e  case  t h a t  I  c an  u se fu lly  r e fe r  to .
V IT A L  IS S U E  
Q u estio n  o f  F a c t to  be D e c id e d
T h en  th e  n e x t th in g , of co u rse ,  a n d  th e  
m o s t v i ta l  a n d  se r io u s  a n d  im p o r ta n t  is­
su e  in  th is  case, is th e  q u e s tio n  w h e th e r  
i f  you  find th a t  th is  w as a  fa lse  a n d  m is ­
le a d in g  d o cu m en t i t  w as p u b lish ed  k n o w ­
in g ly  an d  w ith  in te n t  to  deceive. T h a t  
is a  q u e stio n  of fa c t fo r you  to  in fe r  f ro m  
a ll  th e  c irc u m s tan c es . I t  is  a  q u e s tio n  
of fa c t w h ich  re q u ire s  th e  m o st c a re fu l 
c o n s id e ra tio n , an d  i t  is  a  q u e s tio n  o f fac t 
a s  to  w h ich  I  n eed  n o t re m in d  yo u  a g a in  
th e  m ax im  p e c u lia r ly  ap p lie s  t h a t  a  de­
f e n d a n t  is  e n ti t le d  to  th e  b enefit of th e  
doubt. You h av e  to  c o n s id e r a ll th e  fac ts . 
P e rh a p s  I  h a d  b e tte r  r e fe r  y ou  to  such  
m a te r ia l  as a p p e a rs  to  be spec ifica lly  
re le v a n t  to  t h a t  issu e  a f te r  th e  lu n ch eo n  
a d jo u rn m e n t, becau se  I  am  su re  you  m u st 
b e  t i r e d  of l is te n in g  to  th e  so u n d  of m y 
voice.
I t  is  p e rh a p s  v e ry  ted io u s  g o in g  
th ro u g h  th e  fa c ts  of th is  case, b u t  I  do 
n o t see  how  I  can  p ro p e rly  d isc h a rg e  m y 
d u ty  w ith o u t a  c e r ta in  a m o u n t of d e ta il. 
I  h o p e  I  h av e  b ro k e n  th e  b ack  of it, b u t 
s t i l l  I  th in k  i t  m u s t  be done.
D ir e c to r 's  P a r t
T h e re  is a n o th e r  m a t te r  to  w h ich  you 
m ay  g ive  so m e a tte n tio n , a n d  t h a t  is th a t  
th o u g h  th e  C h a irm a n  to o k  obv iously  a n  
a c tiv e  p a r t ,  n o t p e rh a p s  in  th e  a c tu a l 
p re p a ra tio n  of th e  b a lan ce -sh ee t, b u t in
th e  d e te rm in a tio n  of th e  m a n n e r  in  w h ich  
th e  a cc o u n ts  of th e  co m p an y  sh o u ld  be 
h an d led , an d  a c tu a lly  s ig n e d  th e  balance- 
s h e e t  a n d  th e re fo re  m ad e  h im se lf  re ­
sp o n s ib le  fo r  it, h e  h a d  a sso c ia ted  w ith  
h im  a s  co lleag u es a  B o a rd  of D irec to rs .
N ow  a s  to  th e  p o s itio n  of th e  d ire c to rs  
i t  m ay  w ell be t h a t  i f  th e y  w ere  h o n o u r­
a b le  m en  an d  w ere  c o g n isa n t of a ll th e  
c irc u m s tan c es , t h a t  is  a  m a t te r  to  be
ta k e n  in to  acc o u n t in  c o n s id e r in g  th e  
p o s itio n  of L o rd  K y lsa n t. B u t so  f a r  a s  
th e  d ire c to rs  a re  c o n ce rn ed  th e y  a re  n o t 
b e fo re  th e  C o u rt in  a n y  sense , e i th e r  as 
p a r tie s  o r  a s  w itn esse s , an d  i t  is  a n  e le ­
m e n ta ry  p r in c ip le  of ju s tic e  t h a t  no o p in ­
ion, c e r ta in ly  no  a d v e rse  o p in io n , sh o u ld  
be fo rm ed  a g a in s t  a n y  p e rso n  w ho is  n o t 
a c tu a l ly  b e fo re  th e  C o u rt a n d  in  a  p o si­
t io n  to  s ta te  h is  case.
C. P. A. EXAMINATION QUESTIONS, 
MAY, 1931
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ECONOMICS AND  PUBLIC FINANCE
Question 1.
W hat are the advantages and disadvantages of establishing corpo­
rate and trust estates for carrying out public philanthropies?
Question 2.
L ist the different wage system s and explain the effect of each on 
the efficiency of labor.
Question 3.
Name and explain th e different factors affecting the market value 
of securities.
Question 4.
W hat economic principles, as distinguished from political expedi­
encies, can you cite as a basis for the decisions reached by the Federal 
Farm Board?
Question 5.
Upon w hat principles should Governments (Federal, State or local) 
determine w hether public expenditures o f a perm anent nature should 
be made on a pay-as-you-go basis or upon the future paym ent plan ?
Question 6.
W hat were the economic argum ents advanced for and against the  
Bonus legislation recently passed over the President’s veto? The in­
creased loans already in sigh t will pass the billion dollar figure.
Question 7.
The extent to which problems based on unemployment conditions 
have confronted the country during the past year has given rise to 
many suggestions relating to unemployment insurance, reserves for 
unemployment conditions and other named attem pts to find a perman­
ent solution o f th is economic problem. Discuss the economic principles 
underlying the various suggestions.
Question 8.
Secretary of War Hurley has recently appointed a Committee for  
the purpose of studying how profits may be taken out of war. The 
Commission, composed of members of the Cabinet and representatives 
of both the Senate and the House, has for its E xecutive Secretary, Col­
onel Robert H. Montgomery. W hat are the fundam ental economic ques­
tions which they m ust study ?
Question 9.
Would there be any difference in the economic result i f  the Federal 
Government should give $50,000,000 to relieve the individual drought 
sufferers or should give $50,000,000 to  unemployed individuals ? Explain  
your answer.
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W hat th e ir  position  is you m ay or m ay 
not have an  opinion about, bu t it is not 
an  opinion w hich can be based on evi­
dence, w hatever i t  i s .  T he only evidence 
about th e  position  of the  d irectors and 
th e ir  ac tua l cognisance of these m atte rs  
re levan t to  th e  balance-sheet so fa r as I 
rem em ber—and of course the  whole evi­
dence is p resen t to  your m inds—is the  
evidence on the  one hand  of Mr. Cason
th a t  he never heard  it  discussed w hile 
he  w as p resen t; of course, he cannot 
speak as to  w hat happened w hen he  w as 
absent, and  ap p a ren tly  he was p resen t 
w hen th e  accounts w ere b rough t before 
th e  B oard. On th e  o ther hand, th e re  is 
the  evidence of L ord K ylsan t th a t  the 
m a tte rs  w ere discussed w ith  th e  o ther 
directors. You have heard  exactly  w hat 
he said  and I w ill not repeat it.
In  these  proceedings the  sole question  
is as to L ord K y lsan t him self, and a p a rt 
from  th e  question  w hich I have ju s t m en­
tioned as to th e  character, as vouched by 
L ord K ylsant, and th e  nam es of th e  direc­
to rs, w hom  some of you m ay know, you 
have to  consider the  position  of Lord 
K ylsan t as hav ing  signed the  balance 
sheet qu ite  a p a r t from  w hat anyone else 
m ay or m ay not have done. He is th e  
only person before the C ourt and he m ust 
be responsible for h is acts; w hether for 
good or evil they  are  his acts. T h a t is 
all I w an t to  say about the  d irectors.
As for th e  balance-sheet itself, of 
course it  is obvious to all of us th a t  if 
it  becomes know n to the  w orld th a t  bal­
ance-sheets of com panies are  no t th ings 
w hich can be relied  on, th a t is a  very 
serious m a tte r  for th e  national affairs 
and com m ercial affairs of th is  country . 
B ut again , as I have a lready  pointed  out, 
these  general considerations are  no t of 
value to  you in  determ in ing  th e  specific 
question—nam ely, w hether th is  w as a  
m islead ing  balance-sheet.
T hen you come to  th e  o ther question, 
if m isleading, w as it  m isleading to th e  
know ledge, th a t m eans to th e  und ers tan d ­
ing  an d  th e  rea lisa tion , of L ord K ylsan t; 
and if th a t  know ledge and u n d ers tand ing  
w as p resen t to  h is m ind did he th e n  pub­
lish  it  w ith  th e  in ten t, th e  fraudu len t, 
w icked and crim inal in ten t, w hich  th e  
law  requ ires  to constitu te  th e  offence?
M atters of in ten t a re  m a tte rs  w hich  
ju r ie s  have to  determ ine in  every  action 
of th is  charac te r. T he charge is a  charge  
of fraud , frau d u len t in ten t, an d  in  a  
sense i t  can only be decided by a  ju ry  
as a  m a tte r  of inference from  th e  con­
sidera tion  of all th e  re levan t circum ­
stances.
So fa r  as th e  o ther evidence is con­
cerned, those are  th e  re levan t fac ts w hich 
have occurred to  me, o thers m ay occur 
to  you for consideration . I do no t know  
how fa r  i t  is in  an y  w ay definite or tan g ­
ible a t a ll in  th is  connection, b u t you 
have th e  fac t th a t if the  d ividend w as 5 
per cen t. c e rta in  rem unera tion  becam e due 
to  L ord  K ylsan t u nder h is agreem ent, 
and w as in  fac t collected by h im  in  1927. 
I t  w as no t collected in  1926 because i t  
w as n o t due, because th e  d ividend w as 
only 4 per cent., and in  1928 he did n o t 
cellect it  though  it  w as passed by th e  
accountan ts.
T here  is th a t circum stance, w hich is 
q u ite  w ith in  your knowledge, and it  is 
for you to  determ ine w hat, if any, w eigh t 
you should give to th is  m atter.
PO SSIB LE MOTIVES
M a tte r s  W h ic h  M a y  H a v e  In flu en ce
In  considering  in ten t it is alw ays a  
question  w hich ju r ie s  consider in  connec­
tion  w ith  possible m otives. W ithou t en ­
te r in g  in to  any fine analysis, i t  is quite 
obvious th a t m otive and  in ten t a re  tw o
Question 10.
Explain the differences between a pool, a trust, a holding company 
and a merger.
Question 11.
Explain the economic principles involved in the Muscle Shoals agita­
tion which resulted in Congress passing a bill which President Hoover 
vetoed.
Question 12.
Russia is working on a five-year plan. W hat will be the difference 
in the economic results to the United States if the plan succeeds from 
results which would follow its failure? During 1929 and 1930 prac­
tically one-half of the imports and exports of the Soviet Government 
originated in or were destined for the United States, Germany and 
England, in the order named.
Question 13.
Senator Bingham, in a statem ent referring to the deficit with 
which the Government is now confronted, said: “The only way to 
avoid an increase in tax  is to make drastic cuts in expenditures. * * * It 
seems to me th a t the surest way to curb Government extravagance is 
to increase the number of taxpayers even though they pay only a  small 
amount into the Treasury and impose some of the  disagreeable taxes 
which tell the voters in unmistakable term s th a t the Government is 
spending their money. * * * I am opposed to increasing the public debt 
in times of peace, particularly when we already have a stupendous W ar 
debt resting on our shoulders.” Discuss the theory which he advances.
Question 14.
The New York State Crime Commission, in a recent report, declared 
th a t rackets cost the American people, yearly, between twelve and 
eighteen billion dollars. One racket alone in New York State, th a t of 
fake securities, approximates four billion dollars a year. W hat is the 
economic effect of this rapidly developing industry?
Question 15.
Recent price statistics show an increasing purchasing power for 
the American Dollar. The Federation of Labor is exercising all pos­
sible efforts in securing a maintenance of present wage scales. Should 
wage and salary scales vary with changing purchasing power of money ?
Question 16.
W hat economic advantages center around stock holding by a large 
number of employees?
Question 17.
Has the development of chain stores been beneficial from an eco­
nomic standpoint?
Question 18.
Explain the special benefits of branch banking, group banking and 
unit banking.
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different th ings. A m an m ay have an  in ­
te n t for w hich no assignable m otive can 
be given. On th e  o ther hand, a  m an m ay 
have assignable motives, and yet he may 
no t have th e  in ten t. One know s in  these 
days of large com m ercial com binations 
th e  leaders of com m erce who a re  in  posi­
tions of im portance m ay som etim es th ink  
of the  affairs of the com pany ra th e r  in  
te rm s of the  group, as it is called, th an  
of the  com pany itself.
T ha t p rim a facie is an  evil, because, 
a f te r  all, how ever m any com panies may 
be associated in  a group and how ever 
m uch they  m ay be under the  contro l of 
one m an or of a body of men, s till the 
p rim ary  duty  in  law is as betw een the 
B oard  or the  d irec to rs and th e  share­
ho lders of th a t p a rticu la r concern, the 
people w ho have invested  money in th a t 
concern. So th a t if you a re  looking a t 
m otives the  m otives m ay be of a some­
w hat complex character.
I t  m ay be th e  m otive th a t  th e  c h a ir­
m an of a  concern m ay feel th a t he ought 
to keep th e  flag of h is com pany flying 
u n til a  ce rta in  stage is a rrived  at, w hen 
th e  flag m ust be lowered, or, to  change 
th e  m etaphor, in th e  old sa iling  ship 
days th e  cap ta in  of the  ship m ay carry  
on full-sail because he is anxious to reach 
h is destina tion  and m ay overstep th e  
m ark  and lose e ith e r h is sails or his 
m asts, or both. T he question  of motive, 
th e re fo re , in  a  case of th is  sort, m ay be 
of a  very  com plicated character, and you 
m ust, as well as you can, weigh all these 
considerations, because, as I say, in ten t 
is a  m a tte r  of inference from  ail the 
fac ts  and circum stances of the  case.
You, of course, have heard  th e  evi­
dence w hich L ord K ylsan t gave, w hich I 
am  not going to  repeat in  detail, because 
you heard  it  both in  chief and in cross- 
exam ination ; h is evidence is in  your 
recollection, and, as I understand , it  m ay 
b e  sum m arised, perhaps im perfectly , in 
th is  way. H is view, as I u nders tand—it 
w as s ta ted  by him  in h is evidence—w as 
th a t  th e re  w ere a  series of trad e  cycles, 
and th a t  w hen you came to  these critica l 
years 1926 and 1927 the  cycle, w hich had 
b een on th e  down grade, had  changed in 
d irection  and w as ten d in g  tow ards the  
u p  grade; 1926 he says, started  in  the  
trough  of a  w ave; 1927, he said, w as bet­
te r  th a n  1926, and there fo re  even then  
and under all th e  fac ts  of th e  case he 
fe lt he w as justified in  ca rry in g  on.
H e does not, a s  I follow it, deny th a t 
th e  tim e  m ay have come— I am not sure 
th a t  he is very  explicit—for giv ing in ­
fo rm ation  to  th e  shareho lders beyond the  
m ere fac t of th e  dividend, bu t, as I 
ga ther, he says he le ft th e  exact form  of 
th a t  in fo rm ation  to the  accountants, and 
w as satisfied  w ith  w hat they  did.
TH E  PROSPECTUS
A v e r a g e  A n n u a l P r o f i t  A v a ila b le
Now I pass to  the  prospectus. You
have, of course, copies of th e  prospectus, 
and  I have no doubt you have the  relev­
a n t facts fixed in  your m em ory. There 
a re  ce rta in  m a tte rs  w hich perhaps I 
ought to  refer you to, though  I am  not 
going to read the  prospectus as a whole, 
but I m ust again  draw  your a tten tio n  to 
ce rta in  passages w hich I have no doubt 
you have duly underlined , and, as I say, 
have fixed in  your recollection.
H ere is th e  prospectus. So fa r as I 
am  going to read  it, i t  begins by se ttin g  
out th e  constitu tion  and objects of the  
company. I  am  not going to read  th e  
first page; it  re fe rs  to the  combined fleet, 
th en  these are  the  w ords to  w hich your 
a tten tio n  has been draw n and to w hich 
your consideration  m ust be carefu lly  di­
rected.
“A lthough th is  com pany in  common 
w ith  o ther sh ipp ing  com panies has su f­
fered from  th e  depression in  the  shipping 
industry , th e  aud ited  accounts of th e  com­
pany”—th a t  is, th e  se ries of balances— 
“show th a t d u ring  th e  p ast ten  years th e  
average annua l balance available (includ­
ing  profits of th e  in su rance  fu n d ) , a fte r  
prov id ing  for depreciation  and  in te re s t 
on ex is ting  debenture stocks, has been 
sufficient to  pay th e  in te res t on th e  pres­
en t issue m ore th an  five tim es over. A fter 
prov id ing  fo r all taxation , depreciation  
of the  fleet, etc., add ing  to the  reserves 
and paym ent of dividends on P reference 
stocks, th e  dividends on th e  O rdinary  
stock du rin g  th e  la s t seventeen years 
have been as follow s.”
And then  they  are  all se t out, and they  
a re  set out accurately . As you see, the  
average annual balance availab le  is 
sta ted  to be th a t expressed in  th e  audited  
accounts of th e  com pany for the  ten  
years, th a t is from  1918 to  1927, and you 
have seen these profit and loss accounts— 
I have no t seen 1918, 1919, 1920, and  
1921; possibly you have—but, in  any case, 
subject to th e  changes in  1923 and in 
respect of th e  1925 profit and loss ac­
count, th ey  a re  in  a  form  w ith  w hich you 
are  fam ilia r and  w hich you have had to 
consider so often.
A f te r  P r o v id in g  fo r  T a x e s
Now, of course, i t  is perfectly  tru e  
th a t these  balance-sheets do show  these 
average  annua l balances, th a t  is to  say, 
if  you p u t them  down separa te ly  and 
m ake th e  necessary  ad justm en ts, a fte r 
p rov id ing  fo r depreciation  and in te re s t on 
th e  deben tu re stocks an d  then  divide th e  
to ta l so a rrived  a t by ten, you would a r­
rive a t th e  average annua l balance as 
being m ore th a n  £  500,000 because, of 
course, th e  five tim es over is £500,000. 
T h a t is absolutely correct. T hen it  goes 
on: “A fter p rov id ing  fo r all taxation , de­
p reciation  of th e  fleet, etc., add ing  to  th e  
reserves, and paym ent of dividends on 
th e  P reference  stocks.”
T hen i t  gives th e  d ividends on th e
O rdinary  stock, w hich a re  correctly  
sta ted . And it  is perfectly  true , all tax a ­
tion  during  those years had been pro­
vided for, inc lud ing  excess profits duty; 
depreciation  of th e  fleet had been duly 
w ritten  off year by year on a basis, w hich 
we a re  told, is liberal, 5 per cen t. in stead  
of 4 per cent., w hich w as in  some respects 
custom ary.
A dding to the  reserves; if th a t m eans 
reserves of capital, as presum ably  it 
does m ean—if th a t  m eans th e  published 
reserves, th a t  again  is perfectly  true, be­
cause I gave you th e  figure of the  re ­
serves in  1911, w hen the  com pany w as a 
very  sm aller company, a  sm all figure—
I have fo rgo tten  th e  am ount, bu t in all, 
in su rance  and general, it  w as som ething 
like £420,000, w hereas a t th is  date the 
published figures, a fte r  tak in g  off £150,-
000 in  1926, w ere s till som ething like 
£2,760,000.
You rem em ber th e  precise figure, 
which, of course, can be found in a re ­
serve fund  £1,450,000; in su rance  fund, 
w hich is know n as a  tru e  reserve, £  1,- 
311,000; so th a t  a ll th a t  is absolutely 
true .
S ir John  Sim on: I t  is show n in  the 
prospectus, my Lord.
H is L ordsh ip : Yes, it  quite correctly  
appears there, and it  appears in  the  bal­
ance-sheet for. 1927, and  th ere  is no ques­
tion  th a t  it  is perfectly  correct. Now 
w hat is said is th is : T ha t though it  is 
true , th e re  is such an  economy of tru th  
as to deceive, and to  deceive to h is loss, 
an d  therefo re  defraud, any in tend ing  in ­
vestor, because i t  is said th a t  though  
you have these an n u a l balance-sheets 
show ing  on the  profit and loss account, 
and though you have these dividends 
paid  year by year, yet th a t  gave no tru e  
account a t a ll of th e  ac tu a l financial po­
sition  of th is  com pany in  the  la tte r  years 
of th is  period w hich is averaged, and it 
is sa id  th a t  if  in stead  of averages you 
had pu t year by year, not th e  average 
annual balance available as appearing  in 
th e  balance-sheet, bu t if  you had pu t in 
your prospectus som eth ing  en tire ly  dif­
fe ren t—nam ely, a  lis t and a  s ta tem en t 
y ear by y ear of th e  profits as they  ac­
crued, you would have had a very  differ­
en t p icture , because in  th e  bum per years 
up to  1920 and p a r t  of 1921 you would 
have h ad  very  la rg e  ea rn ings and profits. 
In  th e  follow ing years you would have 
had th a t s ta te  of th in g s  w hich you know 
and w hich I am  no t going to  repeat.
T ha t is a view  as to  w hat is fa ir, and
I m igh t a lm ost say  as to  w hat is honour­
able, b u t you a re  here  dealing not w ith  
those  th in g s  b u t w ith  th e  s tr ic t w ords of 
a  C rim inal Act, and, therefore , you m ust 
exam ine th e  m a tte r  w ith  d ifferent spec­
tacles, I w as going to  say. Anyhow, you 
m ust bear in  m ind  w hat is th e  question 
you a re  rea lly  considering in  th is  case.
A gain, i t  m ay be tr u e  th a t  th is  form  of
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prospectus w as approved by th e  d irectors 
a t a B oard m eeting or a m eeting  of the 
C ourt w hich you have in your exhibits. 
I t  is E xh ib it 48. T here a re  two m eetings, 
one on the  13th Ju n e  and the o ther on 
th e  25th June, and, according to those 
m inutes, the  prospectus w as approved.
B ut there , again , th e  question is as to 
th e  s ta te  of m ind, as to  th e  in ten tion  of 
L ord K ylsan t, and a lthough  you w ill bear 
in  m ind, as I have indicated , no doubt, 
the fact th a t the prospectus was approved 
a t th e  m eeting  of th e  C ourt, you will 
bear th a t in  m ind w hen you are  dealing 
w ith  th e  ac tua l responsib ility  of Lord 
K ylsan t, and L ord K y lsan t alone.
ADVICE TAKEN 
S u b s c r ip t io n  to  S to c k  I s su e
L ord K ylsan t has to ld  you th a t  he  con­
su lted  a  so lic ito r an d  counsel as to 
w hether th e  p rospectus w as sufficient and 
w as correct. I suppose he w as th in k in g  
of th e  prospect of c iv il proceedings. I 
do no t know, it  m ay be; one does not 
know  exactly  w hat facts w ere pu t before 
th e  so lic ito r or before counsel, bu t still 
th e re  is th is  evidence of L ord K ylsant, 
and you have to  deal w ith  th e  m a tte r  on 
th e  basis, w hich no doubt is the  tru e  
basis, th a t  th is  advice w as sought. The 
m ere fact th a t counsel or a  so lic ito r had 
advised th e  issue of th e  prospectus, 
Which, in  fact, as regard s th e  o rig inato r 
and  th e  publisher, w as in h is  m ind done 
w ith  frau d u len t in ten t would not be any 
excuse so fa r  as he w as concerned.
On th e  o ther hand, you m ay s ay, and 
you m ust ce rta in ly  consider very care­
fully, th a t  he  took th is  advice, and th a t 
it  w as taken  because he w as anxious not 
to  deceive o r defraud  anybody. I t  may 
be th a t  prospectuses sought to  be candid 
and sought to  be fa ir, and th a t  he ought 
no t to be saddled w ith  deliberately  engi­
n eerin g  it  so th a t  i t  m igh t be such as to 
sa tisfy  all th e  requ irem en ts of th e  law  
and  to  sa tisfy  th e  position, in  fact a t 
leas t so fa r  as reg a rd s  th e  accuracy of 
w hat w as s ta ted  w as concerned.
(Still, how ever th a t m ay be, th ere  is 
th e  fac t th a t  before th e  issue of th is  
prospectus L ord K ylsan t took these 
m easures, and, in  add ition  to  th a t, he 
s ta te s  in  h is evidence, and no doubt it  is 
th e  fact, th a t  he has h im self on h is own 
personal account subscribed (we a re  not 
to ld  to  w hat ex ten t) to  th is  issue. If  I 
followed r ig h tly  he was also a llo tted  some 
of th e  debentures.
T here is no doubt th a t  he subscribed, 
and  th a t is  vouched as show ing th a t 
w hatever he did was done in  good faith . 
T he prospectus, as w e know, w as over­
subscribed.
N e e d  F o r  N e w  C a p ita l
W e have, of course, ce rta in  m ateria l 
a s  to  w h a t w ere th e  circum stances a t the  
m om ent w hich m ay have had some in ­
fluence in  determ in ing  th e  issue of the  
prospectus a t th a t  tim e. You w ill re­
m em ber th e  le tte rs  about the  overd raft 
w hich th e  com pany had w ith  B arclays 
and  w ith  C outts, and in add ition  Lord 
K ylsan t says, as appears on the pros­
pectus, th a t  it  w as desirable to  provide 
add itional cap ita l for th e  new freehold 
bu ild ing  w hich w as being erected, and 
th e  general purposes of the  company.
Anyhow, th e re  w as th a t, and then  you 
have heard  in  some detail the  h is to ry  of 
how th e  prospectus developed. I t  was Mr. 
Lewis who w as in  charge of th e  account­
ancy  departm en t, as I follow, a t  th a t tim e. 
You w ill rem em ber th a t an  overd raft was 
e ith e r g ran ted  o r  perhaps m ore tru ly  
w as continued o r increased, in  1926 and 
1927, on th e  an tic ipa tion  of a public 
issue.
Then th a t  being  th e  position, Mr. 
Lewis, in  th e  absence of Mr. Cason, was 
called in, an d  th e  first form  in w h ich  we 
have th e  p rospectus is on E xh ib it 32.
T he orig inal fo rm  w as:
“T he aud ited  accounts of th e  com pany 
show th a t  for th e  past ten  years the  
average profits (includ ing  profits of the 
in su rance  fu n d ) , a fte r  providing for de­
p recia tion  and  in te re s t on the  ex isting  
debenture  stocks, have been sufficient to 
pay th e  in te re s t on th e  p resen t issue 
m ore than  . . . tim es over.”
S u g g e s te d  C h a n g es
T hen  th e  figure is tak en  from  the 
p rin ted  accounts. Of course you know 
now how those figures w ere a rriv ed  at. 
T hen an  average is struck . Then I do 
not know  why, b u t th e re  is some question 
w ith  Mr. M orland’s a ss is tan t about th e  
a rran g em en t of th e  annua l figures. T ha t 
is E xh ib it 33:
“Mr. M orland’s usual a ss is tan t re ­
ported  here  th is  afternoon  la te r  in  order 
to  go in to  th e  figures, and  from  w hat I 
ga th e r he in tends to  carry  the  E. P. D. 
Refund, th e  Surp lus Incom e-tax and o ther 
Reserves, and  Surplus D epreciation w rit­
ten  off, from  th e  years in w hich they  ap­
p ear in  th e  p rin ted  accounts in to  the  
years in  w hich th ey  w ere earned. This 
m eans th a t  Mr. M orland’s figures w ill 
differ considerably  from  m ine and will 
take  him  m any hours to  do.”
W ell, of course, if  w hat was in tended 
had  been to  publish  th e ir  yearly  profits 
year by year in  th e  prospectus, it, of 
course, would have  given th e  investo r a 
degree of in fo rm ation  w hich he would 
not have in  th e  form  in  w hich th e  pros­
pectus w as published.
E a c h  Y e a r  a n d  th e  A v e r a g e  
Then, of course, a ll th ese  inqu iries 
w hich Mr. M orland’s a ss is tan t w as in i t i­
a tin g  would have been m ost relevant, and 
if  th a t  w as the  fo rm  in  w hich th e  yearly  
profits w ere published th e  investo r would 
have had  a  degree of in fo rm ation  about 
w hich he could not, I im agine, have com­
plained. B ut th a t  was not th e  form  
w hich the  prospectus took, and it  appears 
th a t if Mr. M orland’s figures or his as­
s is ta n t’s figures had  been adopted and 
elaborate  ad ju s tm en ts  had been m ade 
pu ttin g  in to  th e  ea rlie r years a ll these 
m a tte rs  w hich w ere a fte rw ards brought 
in to  th e  la te r  years, as you know, and 
brough t in  w ith  th e  annual balances. 
S till th e  average would no t have come 
out any different or a t all substan tia lly  
different.
T hat, of course, is obvious. If you 
tak e  an  average, you m ay w ith in  the 
period over w hich th e  average is taken , 
have very  d iverse figures, and I should 
im agine—I do not know, but one feels— 
th a t if ever I v en tu re  on a  prospectus in 
fu tu re  I  shall look very  shyly indeed a t 
any reference to  averages. Indeed, I am 
not su re  th a t  under th e  new  Act such a 
th in g  can be done.
Anyhow th e re  is th e  fact, th a t  the 
average is w hat was going to be published 
and w as published. T hen th e re  w ere 
various a lte ra tio n s and am endm ents 
w hich I need not, I th ink , troub le  you 
w ith , because w ith  one exception they 
a re  no t rea lly  very  m ateria l. E xh ib it 43 
is one of th e  in te rm ed ia te  proofs signed 
by L ord K y lsan t on th e  25th June, 1928: 
“Approved by th e  special court subject to 
sligh t am endm ents.”
T hen  la te r  th e re  w as a  fu r th e r  am end­
m ent. E xh ib it 43 is la te r  in  d a te  and 
rep resen ts  a  modified version as com­
pared w ith  E xh ib it 44, because you see 
th e  a lte ra tio n s w hich appear to  have been 
m ade in  E xh ib it 44—the difference be­
tw een w hat w as p rin ted  and w hat w as 
a lte red  in  w riting . In  E xh ib it 44 you 
get: “T he aud ited  accounts of th e  com­
pany show th a t d u ring  th e  past ten  years 
th e  average availab le  balance”—th is  word 
“availab le” is supposed to  have some 
significance; I do no t know  w hat—“the  
average  availab le  balance (includ ing  
profits of the  in su rance  fund) a fte r  p ro­
v id ing  for depreciation ,” and so fo rth .
T hen to  th a t again  a  fu r th e r  add ition  
is m ade, w hich appears on E x h ib it 45, 
because E xh ib it 45 has an  add itional 
note—th e  in sertio n  of a  leaded type or 
ra th e r  a  change from  th e  o rd in a ry  type 
to  th e  leaded type— in  these  w ords “su f­
ficient to  pay th e  in te re s t on th e  p resen t 
issue five tim es over." T ha t a lte ra tio n  is 
m ade from  E x h ib it 44 to  E xh ib it 45, as 
you see, and then  th e re  w as a lso  added 
th is  ph rase  to th e  la s t p a rag rap h  b u t one 
“although  th is  com pany in  comm on w ith  
o ther sh ipp ing  com panies has suffered 
from  th e  depression in  th e  sh ipp ing  in ­
d ustry .”
T hen  it goes on “the  aud ited  accounts,” 
and th a t is the  form  in  w hich th e  m a tte r  
w as finally  issued and issued w ith  very  
considerable success. Now, as I  have  a l­
ready  said, and I  th in k  it  is obvious to  
anybody, as a  s ta tem en t of t h e rea l
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position  of th e  com pany th is  prospectus 
does leave very, very m uch to be desired 
if  th e  investor w as to m ake up h is own 
m ind on th e  actual facts.
I t  does look as if  it  w as carefully  a r ­
ranged  and carefully  p repared  so as to 
pu t th e  best face on the  position, and do 
so by s ta tin g  a series of m a tte rs  each 
one of w hich w as s tric tly  accurate, bu t 
there  a re  ce rta in  re levan t m a tte rs  w hich 
a re  crucial if th e  investor was to know 
th e  tru e  position  of the  company. F o r in­
stance, the  circum stances under which 
dividends had been paid  du ring  all those 
years, and the  use of those cred its or re ­
serves w hich we have heard  about and, 
if it  w as realised  by L ord K ylsan t, th e  
possib ility  of th e  guaran tee  under the  
T rade  F ac ilitie s  Act no t being renew ed. 
These and  o ther m a tte rs  w hich are  
obvious w ere not sta ted .
F ir s t  Q u e s tio n  A g a in
Now here again  we have got to  con­
sider, perhaps in a m ore extrem e form , 
bu t you certa in ly  have to consider very, 
very  seriously  th is  first and m ain  ques­
tion. W as th e  form  w hich  w as adopted 
here, and w hich erred  by reticence, de­
libera te ly  adopted w ith  an  in ten tio n  to 
deceive? W as i t  not m erely  a  case of 
p ruden t and  w ell-advised reticence, bu t a 
case of m alignant, deliberate, w icked and 
treacherous deceit in  o rder to defraud?
T his is one of those difficult cases, bu t 
not im possible cases, w hich have occurred 
from  tim e to  tim e  in  th e  course of com­
pany tran sac tions, w here a  docum ent has 
been p u t fo rw ard  in  o rder to  be acted 
upon (prospectuses and  o th e r th in g s), 
and p u t fo rw ard  in  such a  form  th a t 
though  it  s ta ted  every  fact correctly  fact 
by fact, every th ing  w as correctly  s ta ted  
by th e  card, and  yet th e  tru e  effect of 
w hat was said  w as com pletely false  and  
com pletely m isleading.
Now th a t  re su lt m igh t be achieved 
w ith  th e  best of in ten tions and by a  m an 
who, w hile h is m ind w as fixed on a tta in ­
ing  h is object and floating an  issue, and  
w hile he w as in  a  sense th in k in g  of w hat 
w as best to achieve th a t  object, w as not 
th in k in g  and  w as not conscious to  h im ­
self th a t  he  w as going to  m islead people, 
and th a t  he  w as going to induce them  to 
subscribe to th e  issue under a belief 
w hich w as com pletely false  and com­
pletely delusive.
V a lu e  o f  A s s e ts
I t  is said  by L ord K ylsan t th a t  he 
knew  w hat the  position  had been, he 
knew  w hat th e  ea rn in g  capacity  had been, 
and he would say: “Well, th ere  is a well- 
secured asset here ,” and  then : “We a re  
in  th e  trough  of th e  wave now or we a re  
ju s t com ing from  th e  tro u g h  of th e  wave, 
and  th ings w ill soon im prove again , and 
th en  all w ill be w ell.” T h a t is a  m a tte r  
w hich you w ill have to take  in to  account.
You w ill bear in  m ind th a t  it is alw ays
possible to be wise a fte r  th e  event, but 
on the  o th e r hand, you w ill consider 
w hether th e re  w as such necessity  a t th is  
tim e  for ob tain ing  fu r th e r  money as to 
form  a  m otive for deceit. Even th a t w ill 
not be enough. You m ust sa tisfy  your­
self before you can find L ord K ylsant 
guilty , not only was there  a  m otive, bu t 
was th e re  a n  ac tua l in ten tion , a  deliber­
a te  and crim inal in ten tion , to  obtain 
from  th e  investor m oney w hich he would 
not have p arted  w ith  if he had know n 
the tru e  facts.
I t is not a  question  here  w hether w hat 
was done w as done w ith in  s tr ic t business 
lines. I t  is no t a  question  w hether w hat 
was done w as s tr ic tly  honourable. I t  is 
no t a question  w hether an  offence was 
com m itted u n d er th is  penal section wh i c h  
carried  w ith  it in th e  event of conviction 
th e  consequences w hich inev itab ly  flow 
from  conviction under th e  crim inal law.
T here again  I do no t th in k  th e re  are 
any p a rts  of th e  evidence I can usefully  
rem ind  you of; you have heard  it  a ll; it 
is a  m a tte r of judgm ent. You w ill bear 
in  m ind w hat I have said  about hav ing  
to be satisfied  th a t  th e  offence is m ade 
out beyond reasonable doubt.
As to  th e  actual w ords th a t w ere used, 
th ey  have been critic ised  to som e extent. 
I t  is said  th e re  is some positive m is­
s ta tem en t h e re  because anyone who read 
about add ing  to the  reserves m igh t in  h is 
m ind th in k  th e re  w ere no o ther reserves, 
and in  a  sense th a t  is im pliedly or by 
inference inconsisten t w ith  th e  actual 
facts as to  th e  using  of these moneys 
w hich we have heard  about.
T hen it  is said  th a t  th e  aud ited  ac­
counts w ere them selves m islead ing  and 
know n to  be so, and  th e  use of them  in 
th is  prospectus would be some m ark  of 
evil in ten t. T here  it  is. In  th e  m ain  it 
is qu ite  obvious th a t th is  is, le t te r  by le t­
te r , w ord by word, an  accu ra te  docum ent, 
so  fa r  as i t  goes, and i t  can only be found 
th e  basis of a  charge of frau d  if  you are  
satisfied, a s  I have said  m ore th a n  once, 
th a t  th e re  w as th is  deliberate  and  wicked 
and  crim inal in ten t to  concoct a false and 
m islead ing  docum ent.
MR. MORLAND’S CASE
W h e r e  th e  D iffe re n c e  M u s t B e  M ade
N o w  I  pass aw ay from  th a t, and th a t 
only leaves me one th in g  m ore, th a t  is the  
charge  in  th e  counts in  w hich Mr. Mor­
land is concerned, and w hich, as you 
rem em ber, have to  be dealt w ith  quite 
separa te ly  on the  evidence w hich has 
been g iven applicable to  him . You m ust 
keep your m inds, as I  am  sure you have 
done th roughou t, in  considering  Mr. Mor­
lan d ’s case, definitely c lear of any m a t­
te rs  of w hich you have heard  w hich a re  
pecu liar to  Lord K ylsant, and  w hich do 
no t apply  to  Mr. M orland a t all. The 
charge  aga in s t Mr. M orland in  th e  first 
and  second counts is th is : “The said
H aro ld  John  M orland d id  aid, abet, coun­
sel and procure th e  said  Owen Cosby 
P hilipps, B aron K ylsant, to com m it the  
said offence.” T h a t is repeated  in  th e  
second count. So th e  charge aga in s t Mr. 
M orland is th a t of a id ing  and abetting . 
I t  is different from  a charge of conspir­
ing  w ith  h im  to  com m it an  offence, be­
cause on a  charge of conspiring  th e  
prosecution  have to estab lish  an  ac tua l 
agreem ent, a  concert betw een the  tw o 
m en who are  accused. In  th is  case aid­
ing  and ab e ttin g  presupposes th a t  the  
offence has been com m itted, and alleges 
th a t  the  accused m an, th e  defendant, w ith  
know ledge th a t  the  offence w as being 
com m itted, aided  and abe tted ; th a t is to 
say, know ingly and deliberately  helped 
the  execution of th e  design for the  com­
m ittin g  of th e  offence.
T herefo re  these m atte rs, as fa r as Mr. 
M orland is concerned, only a rise  in th a t  
event, b u t of course if you a re  satisfied 
th a t L ord K ylsan t was gu ilty  of these 
m a tte rs  charged aga in s t him  in the  first 
and second counts, then  you would go on 
and  consider w hether Mr. M orland, w ith  
th e  sam e gu ilty  in ten t, know ing w hat 
Lord K y lsan t was doing, on th is  assum p­
tion , and know ing  its  g u ilt and w icked­
ness, w as a id ing  and ab e ttin g  him  in  com­
m ittin g  th e  crim e.
A m an m ay aid  and abet to com m it a 
c rim e and  yet do so qu ite  innocently , no t 
know ing  th a t he w as doing an y th in g  of 
th e  sort, and  he m igh t do som ething 
w hich w as e ssen tia l to  th e  principal for 
th e  execution  of th e  crim e. Yet he  m igh t 
do th a t in th e  o rd inary  course, and w ith ­
out any  consciousness th a t  w as a id ing  in  
th e  offence. On th e  o ther hand, i t  is n o t 
necessary  to  prove on a  charge of a id ing  
and  ab e ttin g  th a t  th e re  was any deliber­
ate  com m unication  o r concert betw een 
th e  p rincipal offender and th e  m an  who 
is charged w ith  aid ing, because if  you 
have a  de libera te  purpose to assist, if  you 
do som ething w hich you know  w ill a ss is t 
the  p rinc ipa l in  com m itting  h is offence 
an d  you know  th a t  he is engaged in com­
m ittin g  h is offence, th en  your charge  of 
a id in g  and  ab e ttin g  would be m ade out.
H ere  again  is th e  case of Mr. M orland 
you m ust be satisfied th a t  th e  sta tem en t 
w hich he signed was false to h is know l­
edge and w as published by him  (th a t is  
th e  re su lt of sign in g it, because he signed 
th e  certifica te  w ith  th e  in ten tion  of pub­
lish ing  it)  w ith  know ledge of its  fa ls ity  
an d  apprecia tion  of its  falsity , and w ith  
th e  in ten tio n  th a t  i t  should deceive sh a re ­
holders. H ere again  in  the  first and  
second counts of the  case of Lord K yl­
sa n t and  th e  case of Mr. M orland, we a re  
only concerned w ith  the  deceit p rac tised  
ag a in s t th e  shareholders, and  not ag a in s t 
anyone else. T here  a re  m any differences, 
of course, betw een Mr. M orland 's posi­
tion , on  any view, and  th a t  of L ord 
K ylsant.
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ABSENCE OF MOTIVE 
R e q u ir e m e n ts  o f  A u d i to r
Mr. M orland, as the  accountan t and 
a u d ito r  of th e  company, had th e  accounts 
pu t before him , but not u n til they  had 
passed th e  C ourt of D irectors. He had 
n o th in g  to  do w ith  th e  p repara tion  of 
th e  accounts, he had no th in g  to  do w ith  
th e  decla ration  or decision to declare a 
dividend, he had no th ing  to do w ith  th e  
general policy of the  company, he had no 
knowledge, except inc iden ta lly  perhaps of 
th e  M eat T ran sp o rts  Company, of the  
subsid iary  com panies o r of th e ir  position.
All he knew  about w as th e  dividends 
w hich from  tim e to  tim e he had to deal 
w ith  in  the  accounts as rep resen tin g  the  
profits coming from  those com panies. He 
had, so fa r  as can be seen, no m otive a t 
a ll  fo r any  deceitful in ten tion , unless 
possibly it  m ay be said  he w as too p lian t 
w ith  th e  w ishes of those  in  au tho rity , 
bu t unless th a t  is to  be trea ted  as m o­
tive, I do no t see any m otive a t all. Of 
course, it  m ay be said  ag a in s t h im  th a t  
he did in  fac t add th e  sanction  of h is 
nam e as au d ito r to a  docum ent which, 
tak in g  those  two years 1926 and 1927, w as 
false and  m isleading, bu t as I pointed  out 
in  th e  o ther connection, it  is no t here  a 
question of w hether or no t he did som e­
th in g  less th a n  would be expected as th e  
full d u ty  of a  carefu l and conscientious 
aud ito r.
A ssum ing he com m itted a  b reach of 
duty , it  is the  business of th e  au d ito r to  
certify , a fte r  p roper exam ination , if  he 
can honestly  and according to  h is sk ill 
and  u n ders tand ing , th a t  th e  accounts of 
th e  com pany p resen t a quite tru e  and 
correct view  of th e  s ta te  of th e  com­
pany ’s affairs, and to  th e  ex ten t th a t he 
is not satisfied th a t he can properly  give 
th a t  certificate, h is  d u ty  is e ith e r to 
qualify  th e  certificate o r to  ask  to have 
th e  accounts a lte red  in  such a  w ay th a t 
he can sign them  w ithou t qualification.
L a te r  A m e n d m e n t
In  th e  case of Mr. M orland i t  is obvious 
enough th a t  in  th e  y ea r 1926 w hen th e  
accounts of 1925 w ere being dealt w ith  he 
w as no t satisfied w ith  th e  position, be­
cause he  th ough t th a t  some w ords ought 
to  be added to in tim a te  to  th e  sh are­
holders th a t the  m oneys w hich we know  
w ere being used w ere being used in  o rder 
to  produce the  balance w hich appears.
T h a t being so, he thought, as indeed he 
has adm itted , th a t  w ithou t som e qualifica­
tion  or an o th e r he ought no t to  give th e  
certificate. The qualification w hich he 
suggested and w hich he pu t in  w as those 
w ords w hich you m ust a ll be tire d  of 
hearing , “A djustm en t of tax a tio n  re ­
serves,” those w ords w hich L ord P lender 
has tu rn ed  in to  p la in  E ng lish  in  th e  w ay 
in w hich I have a lready  said. Mr. M or­
land  says th a t th a t  satisfied h is  doubts;
he though t th en  th a t he had done enough 
to cure th e  defective charac te r of the 
balance-sheet or profit and  loss account 
w ith  those words. I f  he w as rig h t in 
th a t, if  he  had  d ischarged h is duty su f­
ficiently and  properly, then  it seems, on 
any  view, th a t  the  m a tte r  is, or ought 
to  be, a t  an  end.
If, on th e  o ther hand, he w as w rong 
in th is  sense th a t in a civil action  or in 
an  action  aga in s t h im  for not show ing 
due care and sk ill he  would be held liable 
as a defendan t because he had broken his 
du ty  and  no t fu lly  d ischarged h is  office, 
then  again  h is liab ility  would be a  civil 
liab ility  in  dam ages. T ha t is assum ing  
ag a in s t h im  th a t he ought to  have done 
som eth ing  else before he signed th e  cer­
tificate, th a t  he ought to  have taken  some 
d ras tic  step  a nd som e m ore effective step 
in o rder to  b rin g  to  th e  m inds of the  
shareho lders th e  tru e  position  of th e  com­
pany’s affairs, and it  m ay well be th a t 
he did n o t d ischarge h is duty  efficiently 
and properly.
W hat you a re  concerned w ith  and  w hat 
you have to  determ ine is w hether th ere  
was, assum ing  th a t  L ord K ylsan t w as 
gu ilty  of th is  offence, a  de liberate  and 
conscious ac t on th e  p a rt of Mr. M orland 
to  help Lord K ylsan t in  ca rry in g  out th a t  
design by p u ttin g  h is hand  to  a  cer­
tificate w hich he knew  w as no t justified 
by th e  fac ts w hich  he knew  and did not 
correspond w ith  h is duty, because though 
th e  certificate  s ta ted  in  very  c lear te rm s 
th a t the  accounts gave a tru e  and correct 
view  of th e  s ta te  of th e  com pany’s affairs, 
he knew  th a t th ey  did not and in tended 
to give them  currency  and v a lid ity  by 
m eans of h is certificate w ith  th e  know l­
edge th a t they  did no t give a  tru e  and 
correct view, and th a t he did so w ith  a 
crim inal and a w icked in ten t.
P r o fe s s io n a l  E v id e n c e
You have heard  th e  evidence. He has 
called ce rta in  accountan ts whom you 
have heard , and you have heard  the  evi­
dence w hich th ey  have given. T hree ac­
coun tan ts have said  in  th e  w itness-box 
th a t th ey  would have signed th e  certifi­
cate in  the  sam e form , I suppose they  
would say under th e  sam e circum stances, 
as Mr. M orland. T ha t m ay be so o r no t; 
I do not know ; bu t th a t is w hat they  say, 
and I am  sure th a t  is w hat they  believe 
a t th is  m om ent. Of course, th a t does no t 
relieve you of th e  duty  of deciding as a 
p re lim in a ry  step, because it  is only one 
m atte r , w hether it  w as a  certificate th a t 
he ought to  sign  or th a t  he should sign 
in  th a t form  if he rea lly  appreciated  h is 
duty.
As I have a lready  pointed  out, in  such 
a w ay as a lm ost to  w eary you, even if you 
come to  th a t conclusion, you have s till 
to  decide on th e  question  of th e  frau d u ­
len t and crim inal in ten t, w hich is th e
th ird  step you have to  consider. If  you 
th in k  th a t he only com m itted an  e rro r of 
judgm ent and  som eth ing  w hich fell sho rt 
of h is duty, you have s till to consider, be­
fore you consider th e  question  of in ten t 
a t all, did he appreciate  th a t he was do­
ing  som eth ing  w rong or did he honestly  
believe th a t  he had discharged h is duty, 
how ever erroneous th a t belief w as; did 
he honestly  believe he had discharged 
h is du ty  by p u ttin g  in to  th e  balance-sheet 
in  th a t and subsequent years those m ys­
tic  w ords w hich are  said  to  be so clear, 
but w hich m ay or m ay no t be clear, “Ad­
ju s tm en t of tax a tio n  reserves?”
Supposing  he honestly  though t th a t 
th a t  w as enough, th en  on any  view  of 
the case you could no t find h im  g u ilty  of 
fraudu len t in ten t. H owever m istaken  a  
m an m ay have been, and how ever un ­
fo rtu n a te  the  circum stances of h is m is­
take  m ay be, th a t  does not constitu te  
crim inal in ten t or a  c rim ina l offence.
There, again , I have looked carefu lly  
th rough  Mr. M orland’s evidence. P rob­
ably you will rem em ber th e  general sub­
stance of it, and I do no t th in k  th a t  I 
can help you by going th ro u g h  i t  again. 
He does no t dispute, nor, indeed, could 
he dispute, th a t  he w as dissatisfied w ith  
th e  accounts for 1925 in  th e  form  in  
w hich they  w ere presented . He says: “I 
th o u g h t it desirab le ; I do no t th in k  I  can 
p u t i t  h ig h e r th an  th a t ,” because h is view  
is th a t you ought not to go on tak in g  
those la rg e  sum s of m oney to sw ell th e  
balance and do it fo r so long w ithou t 
in tim a tin g  th a t  to  th e  shareholder. He 
though t he had done enough. You m ay 
th in k  he  had no t done enough, bu t if  you 
th in k  th a t  he honestly  believed he had 
done enough, then , a p a rt from  an y th in g  
else, th a t  ends th e  m atter.
I am  not going back on w hat I said  be­
fore; I shall sim ply leave th e  m a tte r  
th e re  w ith  you, rem ind ing  you again , as 
I have rem inded you on each previous 
m atte r , th a t  in  a C rim inal C ourt th e  ju ry  
have to  be satisfied beyond reasonable 
doubt of the  g u ilt of th e  person who is 
charged.
T ha t is a  card inal ru le  of B ritish  ju s­
tice. In  a C ourt of law  th e  ju ry  cannot 
cast th e ir  eyes outside on o ther consider­
a tions. T he ir du ty  is  to  decide tru ly  and  
indifferently , according to  the  evidence, 
w ith  no o ther consideration  th a n  to  de­
cide ju s tly  according to  th e ir  sk ill and 
un d ers tan d in g  of th e  evidence before 
them ; and, bearing  th a t  in  m ind, bearing  
in m ind w hat I have said m ore th an  once, 
you w ill proceed to  your duty. If  you 
are  satisfied  beyond a ll reasonable doubt 
of the  g u ilt of e ith e r of th e  defendants on 
any one o r m ore of these  counts, you will 
not be deterred  by considering  th e  con­
sequences, th e  very  serious consequences, 
w hich m ust follow  from  your verdict. 
T ha t w ill not deter you from  your duty.
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UNEMPLOYMENT INSURANCE
Much is being said  d u ring  th e  p resen t 
period of unem ploym ent w ith  regard  to 
th e  responsib ility  of em ployers to th e ir  
employees.
Leroy Lincoln, vice p res iden t and gen­
era l counsel of the M etropolitan  L ife In ­
su rance Company, p resen ted  a  paper a t 
the  R ound Table Conference of th e  In ­
surance D epartm ent of th e  C ham ber of 
Commerce of th e  U nited  S ta tes a t its  
A tlan tic  City m eeting  on “The P rac tica ­
b ility  of U nem ploym ent In su rance ,” from  
w hich we quote: “T he p rac ticab ility  of 
in su rance  aga in s t loss w hich m ay be oc­
casioned by any p a rticu la r r isk  depends 
fundam enta lly  on th ree  questions. These 
questions seem very  elem ental, bu t they 
m ust be considered in  any  study  if th e  
possib ilities of insurance, as a  solution, 
are  to  be understood.
“The th ree  questions a re : (1) W hat is 
in surance? (2) W hat basic conditions 
a re  essen tia l fo r th e  successful opera­
tion  of an  in su rance  project? (3) To 
w hat ex ten t does the  r isk  of unem ploy­
m ent lend itse lf to an  app lication  of 
these  conditions?
U nder th e  first question  he observed, 
am ong o ther th ings, “one fac to r in  the 
definition of in su rance  w hich seems not 
alw ays to  be fu lly  com prehended by some 
advocates of in su rance  as a  rem edy for 
unem ploym ent is th a t, in  any insu rance  
project, benefits w hich a re  to be paid  out 
on th e  occurrence of a loss can have 
th e ir  source only in  a fund  accum u­
lated  p rio r to  th e  loss by collections from  
th e  ind iv iduals in su red  a n d /o r  from  
others. Hence, w hile in su rance  collects 
and d is tribu tes  funds, i t  does not and 
can not c rea te  funds.” * * * “Insurance, 
as such, m ay perhaps be able to  take  
care of em ployable ind iv iduals w hen 
they lose incom e due to  cessation  of em­
ploym ent, bu t in su rance  can never afford 
protection  to  those who a re  no t norm ally  
employable, w ith o u t by th a t  very  circum ­
stance ceasing  to  be in su rance .”
Probably  th e  m ost im portan t basic 
condition  essen tia l for the  successful 
operation  of an  in su rance  pro ject is th e  
one to  w hich he re fe re rd  w hen he said, 
“The contingency m u st be one which, 
w hen it  occurs, m ay no t happen sim ul­
taneously  to  a ll th e  insured , or to  a  re la­
tive ly  large group thereof, bu t only, in 
any given occurrence, to  one or to  a 
lim ited  num ber of ind iv iduals.”
In  com m enting on th e  th ird  question  
he said, “The extensive experim en ts w ith  
unem ploym ent insurance, w hich have 
been u n d ertak en  in  o ther countries, as 
well as the  lim ited  experim ents in  th is  
country, p resen t convincing evidence 
th a t, fo r unem ploym ent in  all its  aspects, 
in su rance  is no t a p roper solution. T his 
is p lain  w hen we observe th a t th e  con­
tingency  of unem ploym ent, except as to 
certa in  types, does no t fa ll w ith in  th e
scope of the  basic conditions previously 
sta ted .” * * *
“ In su rance  has no t been able and  prob­
ably never w ill be able to  provide ag a in s t 
loss from  long p ro trac ted  unem ploym ent 
due to  continued depression, w ithou t be­
coming, a t least in  p a rt, re lie f or ch a rity  
in stead  of insu rance .” * * * “The avail­
ab ility  of such benefits, th ro u g h  in su r­
ance, m ay ac tua lly  become an obstacle 
to  im provem ent, since th e  re lief so af­
forded m ay w ell have a  tendency to  sup­
p ress th e  desire or necessity  of th e  re ­
cip ient to  fit h im self fo r o ther w ork.” * * * 
“F o r ce rta in  types of unem ploym ent, in ­
su rance  is probably p ractical. In surance, 
in  general, cannot, however, become the 
m ajo r so lu tion  for th e  general problem s 
of unem ploym ent.”
A conclusion w hich he reached was 
“A ny com prehensive and  sa tisfac to ry  so­
lu tion  of the  w hole problem  m ust be one 
w hich w ill e lim inate  or g rea tly  reduce
unem ploym ent, and, therefore , th e  search  
for a  so lu tion  of the  problem  is p rim arily  
a  search  for su itab le  preven tive m easures 
ra th e r  th a n  fo r m easures of re lie f.”
BUSINESS EDUCATION
In  M arch th e  first school of h ig h e r 
business education  in  A m erica, the  W h ar­
ton  School of F inance  and Commerce a t 
th e  U niversity  of Pennsy lvania , celebrated  
its  F if tie th  A nniversary . T his s ta te ­
m ent ind ica tes th e  youth of th is  educa­
tiona l movem ent.
T h a t sam e w eek th ere  w as a  two-day 
M etropolitan  B usiness E ducation  Con­
ference held a t th e  New Y ork U niversity  
School of E ducation . A t th a t Conference 
A lbert N. Jones, A ssistan t C ashier in  
charge of personnel of th e  Chase N a­
tiona l B ank, declared th a t  th e re  w as no 
rea l gap betw een the  p rac tica l and th e  
educational fields of business. H e said,
THE SIMPLE INTEREST-RATE IMPLIED IN INSTALLMENT 
PAYMENTS
By EM ANUEL FELD M A N
On a sim ple in te re s t basis, it is ev iden t th a t  th e  p resen t va lue  of th e  sum  of a 
series of fu tu re  in s ta llm en t paym ents is equal to  th e  am ount borrow ed. T h is fac t 
can be expressed by an  equation  whose left m em ber form s a  series of an  H arm onic 
Progression.
L et V =  th e  am ount borrow ed (ne t proceeds of th e  loan)
I =  th e  am oun t of an  in s ta llm en t
i =  th e  sim ple in te rest-ra te  p e r annum  (exact ra te )
F  =  th e  reciprocal of th e  frac tion  expressing  th e  in s ta llm en t period in  
te rm s of one year 
N =  th e  num ber of in s ta llm en t periods.
Then th e  equation  is
I  I I  I  I  I
----------- + ------- - ----+ ................ ....... ................ + ------------ + ------------ =  v
i 2i  3i  ( N- 2 ) i ( N - 1 ) i  N i
1 + ------ 1 + ------ 1 +- -----  1 + ------ 1 + ------ 1 + ------
F  F  F  F  F  F
Sim plify ing  by rem oving th e  fractions, th e  re su lta n t equation  would contain  i 
from  th e  first to  th e  N th  power. T he im possib ility  of solving fo r the  exact 
value of i in  te rm s of th e  o ther quan tities  h a s  been dem onstrated  by th e  fam ous 
N orw egian m athem atic ian , H endrik  Abel (1802-1829). S ince there  is no general 
algebraic so lu tion  of equations of a  degree h ig h e r th a n  th e  fou rth , i t  is th e  purpose 
of th is  sh o rt paper to  se t fo rth  a  fo rm u la  w hich closely expresses the  sim ple in terest- 
ra te  im plied in  a  series of in s ta llm en t paym ents, th e  to ta l of w hich exceeds th e  n e t 
proceeds of th e  loan.
L et r  =  th e  approxim ate ra te  per annum
A =  th e  am oun t of in te re s t (usually  a service charge is paid  by th e  bor­
row er; th is  charge  should  be considered as in te re s t; in o ther words, 
A equals th e  difference betw een th e  to ta l in s ta llm en ts  and th e  net 
proceeds of th e  loan).
6 A F
T h e  fo r m u la  : r  = ------- --------------------------------------------
3 IN  (N  +  1 ) —  2A  (2 N  +  1)
Of th e  follow ing four illu stra tions, th e  first th ree  te s t th e  form ula by com parison 
of th e  ra te  ob tained from  th e  so lu tion  of equations of th e  fo u rth  degree w ith  the  
resu lt yielded by th e  use of th e  form ula.
I llu s tra tio n  I. X  borrow ed $4,628,400 and  agrees to  repay  th e  loan in  fo u r equal
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“If the two fields do not cooperate as 
well as they should it is not due to an 
actual gap, but to a lack of understand­
ing, and perhaps intolerance, on the part 
of the business man in his dealings with 
the commercial school graduate. If the 
commercial school will give to its pupils 
the fundamental precepts of every busi­
ness organization—cooperation of em­
ployes for profits, the graduate will be 
assimilated into the firm easily and har­
moniously.”
Less than a month later President 
Nicholas Murray Butler, of Columbia 
University, speaking before the Alumni 
Association of the Columbia School of 
Business, declared “that business had 
taken its place among the learned pro­
fessions.” He further said “In the uni­
versity school of business three things 
are essential. The first essential is that 
students should have that amount of 
preparation for the study of those spe­
cial groups of subjects with a founda­
tion in the liberal arts and sciences. The 
second essential is the severely scientific 
discovery and philosophic discussion of 
these discoveries, not only their relation­
ships but their inter-relationships. The 
third essential is that a university school 
of business must see to it that the aim 
of service is kept predominant in the 
thought of its students. Service to the 
whole community in the largest, fairest 
and justest sense is the chief aim of busi­
ness.” The president then referred to 
the fact that the school had just been 
placed on the same plane and under the 
same nomenclature as the older schools 
in the university with a dean as its chief 
executive.
Reverting to the oldest of these higher 
institutions for the advancement of busi­
ness, The Wharton School, the celebra­
tion occupied two full days. Each ses­
sion was devoted to the discussion of a
particular subject and round table dis­
cussions followed the papers presented.
Thursday morning the subject was 
“Railway Mergers,” and Thomas C. 
Powell, Chairman of the Board of the 
Chicago and Eastern Illinois Railway 
Company, was the speaker.
Thursday afternoon the subject was 
“Holding Companies,” with Walter M. W. 
Splawn, recent Special Counsel for the 
Committee on Interstate and Foreign 
Commerce of the United States House of 
Representatives, speaking on “Holding 
Companies and the Railroads,” and Leigh­
ton P. Stradley, Assistant Professor of 
Finance, speaking on “Holding Com­
panies and Public Utilities.”
Thursday evening “The Financial Sit­
uation” was the subject. Solomon S. 
Huebner, Professor of Insurance and 
Commerce, discussed “The Security and 
Commodity Market Situation.” O. How­
ard Wolfe, Cashier of the Philadelphia 
National Bank, discussed “The Banking 
Situation,” and William D. Gordon, Sec­
retary of Banking of the Commonwealth 
of Pennsylvania, presented “Some Phases 
of the Financial Situation.”
Friday morning, “Reducing the Costs 
of Distribution,” was discussed by James 
C. Penney, Chairman of the Board of 
J. C. Penney Company, and E. St. Elmo 
Lewis, Vice President and Educational 
Director of the Keystone Publishing 
Company.
Friday afternoon, the group considered 
“The Business of the University” ; 
George A. Brakeley, Administrative Vice 
President, speaking on “The University 
Organization for Conduct of Business 
Affairs”; George W. McClelland, Vice 
President in Charge of Undergraduate 
Schools, speaking on “Administration of 
Educational Work of the Undergraduate 
Schools”; and F. Corlies Morgan, Treas­
urer, speaking on “Problems and Work­
ings of the Treasurer’s Office.”
At the Convention, the latter part of 
Friday afternoon, Dean Emory R. John­
son spoke on “The Founder’s Ideals and 
Their Realization,” and Daniel Willard, 
President of the Baltimore and Ohio 
Railroad, spoke on “The Wharton School 
—Its Field in a Changing World.”
A few of the pronouncements made, as 
reported, follow:
The State Secretary of Banking, Mr. 
Gordon, said, “Instead of making an ex­
amination once a year in the case of all 
banks and at a greater interval in the 
case of building and loan associations, 
plans are being instituted for the collec­
tion of data at frequent intervals to en­
able us to learn of the institutions which 
are retrograding, so that they can 
be revived, reorganized and thereby 
strengthened before the malpractice and 
mismanagement have ruined them.”
Mr. Wolfe declared that “One result of 
failures in the banking field in the last
installments of two months apart. The amount of each installment is $1,214,403.84. 
What annual rate of interest is implied?
Solution: Setting up the equation which expresses the exact rate:
1214403.84 1214403.84 1214403.84 1214403.84
--------------------+---------------------- +---------------------- +--------------------=  4,628,400
i 2i 3i 4i
1 + ----  1 + ----  1 + ----  1 + ----
6 6 6 6
Solving by the trial and error method i =  12% exactly.
By the application of the formula we have:
6 x  229,215.36 X  6
r = - -----------------------------------------------------------------------------------------------
[3 X  1,214,403.84 X  4(4  +  1 ) ]  —  [2 X  229,215.36 (2 X  4 +  1 )]
Approxim ate rate ................................120016
E xact rate ............................................. 12
= 1 2 .0 0 1 6%
.000016
Illustration II: Y borrows $4,964,350 and agrees to repay the loan in four quar­
terly installments of $1,332,869.44. What annual rate of interest is implied?
Solution: Setting up the equation which expresses the exact rate:
1332869.44 1332869.44 1332869.44 1332869.44
--------------------+---------------------- +---------------------- +--------------------=  4.964.350
i 2i 3i 4i
1+ ------  1+ ----- - 1 + ------ 1 + ------
4 4 4 4
Solving the equation by tria l and e r r o r ................  i =  12 % exactly
B y the use of the form ula we have .......................  r = 12.0100 %
00.0100%
Illustration III: Z borrows $6,062,800 and agrees to repay the loan in four 
semi-annual installments of $1,737,111.04 each. What annual rate is implied?
Solution: B y  tria l and error the exact rate ................  i =  .12
B y  the use o f the form ula ..............................  5 = .1 2 0 3 7 9
.000379
Illustration IV: G borrows $1002.20 from the Smooth Plan Company and 
agrees to repay the loan in 12 monthly installments of $90 each. What annual 
rate of interest is implied?
6 X  77.80 X  12
r = -------- ------------------------------------------------------------------------ = 14.65 %
[3 X  90 X  12(12 +  1 ) ]  —  [ 2 X  77.80(2 X  12 +  1 ) ]
The formula is predicated on a false assumption which at first seemed to be 
true. It was assumed that if each installment were discounted, by a uniform rate 
of discount, to its present value, that that rate of discount would be equivalent to a 
corresponding rate of interest which when applied to each of the discounted install­
ments would bring the total to the amount of the repayment.
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year or m ore w as the  w eeding out of 
w eak m em bers in  a num ber of over­
banked com m unities.”
Dr. Splaw n said : “Today th e re  is no 
serious effort to destroy the  holding com­
pany or to  forbid one corporation  holding 
th e  stocks of an o th er corporation , bu t a t­
ten tio n  is being d irected  to  the  form s of 
social contro l believed to  be necessary  in  
o rder to  m ake m ore sure  th a t  th e  in te r­
e s ts  of th e  public w ill be served in  all 
in stances by th e  re la tive ly  few cap ta ins 
of in d u s try  who call in to  being and con­
tro l th e  m odern hold ing com panies.” 
Mr. Pow ell recom m ended a  lim ita tion  
of ra ilro ad  system s to  not m ore than  
tw enty , a ll p lanned as nearly  as possible 
on a con tinen ta l schem e— from  coast to 
coast, or from  C anada to the Gulf. He 
m ain ta ined  th a t  such system s would 
m inim ize th e  hazards of business fluctu­
a tions, because of the  access to a d iver­
s ity  of fre ig h t and passenger traffic.
P res id en t W illard  sa id : “T here a re  
those who a re  unceasing in  th e ir  efforts 
to d iscred it th e  cap ita listic  system , w hich 
is th e  basis of our en tire  po litical and 
econom ic s tru c tu re , to  underm ine it, to 
cripple it, to destroy it .” H e th en  asked 
th e  question “W hat a re  we who believe 
in  i t  doing to uphold and p ro tect it?  I
CALIFORNIA
The F resno  C hapter of th e  C alifornia 
S ta te  Society of Certified Public A ccount­
an ts  held an  o rgan iza tion  m eeting  on 
Ju n e  16, 1931, app lication  hav ing  been 
form ally  approved by th e  C alifornia 
S ta te  Society a t  th e  an n u a l m eeting, 
Ju n e  13, 1931. Officers and  d irec to rs 
elected w ere: George W. Sim s, P res id en t; 
C. E dw in O yster, F ir s t  Vice P res id en t; 
C. E. B radford, Second Vice P res iden t;
G. S. G ilbertson, S ecretary-T reasurer, 
and H a rry  W. H ills, D irector. The p resi­
dent appointed a  com m ittee on adm is­
sions, a com m ittee on by-laws and  a com­
m ittee  on en te rta in m en t.
W eekly luncheon m eetings a re  held on 
W ednesday and reg u la r m onth ly  m eet­
ings a re  to  be held on th e  second T h u rs­
day in  th e  m onth. P lans a re  being m ade 
fo r a regional m eeting  to  be held prob­
ab ly  in  October a t w hich a  large a tte n d ­
ance is expected from  th e  San  F rancisco  
and Los A ngeles C hapters.
T he fo rm ation  of th e  F resno  C hapter, 
a lthough  dating  from  Ju n e  13, 1931, in  
re a lity  dates back to  N ovem ber 17, 1927, 
w hen th e  F resn o  A ssociation  of Certified 
Public A ccountants w as organized. T his 
association  has been ac tive  since th a t 
date  and operated  u n d er by-laws in  con­
fo rm ity  w ith  those of th e  S ta te  Society. 
The F resno  C hapter is an  outgrow th  of
adm it th a t those w ho seek to destroy 
and displace it  m ay be as honest and 
w ell-m eaning in  th e ir  in ten tions and be­
liefs as I th in k  I am. Even so, I believe 
they  a re  m istaken. W ith  all its  defects, 
and doubtless th ere  a re  m any, th e  cap ita­
listic  system , in  m y opinion, affords a 
b e tte r and fa ire r  basis upon w hich to  
build  an  economic s tru c tu re  th an  any 
o ther system  so fa r  devised and tested  
by m an.” A fter d iscussing th e  problem s 
of unem ploym ent and unequal d is trib u ­
tion  of resources, Mr. W illard  closed 
w ith  th e  s ta tem en t: “I do not fea r its  
collapse (re fe rrin g  to  th e  system ) be­
cause a way w ill be found to perfect and 
preserve it. W hat g rea te r service could 
you of W harton  ren d er th a n  by finding 
the correct so lu tion  of one or both of 
these problem s—em ploym ent and d is tr i­
bution  of resources—th e  very  foundation  
stones of our economic s tru c tu re ? ” 
Jam es C. Penney  m ain ta ined  th a t  the  
chain  store idea has been a benefit, say­
ing, “D uring  the  fifty years preceding 
1920, m an u fac tu rin g  costs w ere reduced
20 per cent, b u t th e  cost of d is tribu tion  
was increased three-fold. Consequently, 
under the  older form  of re ta iling , con­
sum ers today  are  ge tting  th e ir  goods l i t ­
tle  cheaper th a n  form erly .”
th e  F resno  A ssociation b u t enjoys the  
added prestige of being officially affili­
ated  w ith  th e  C alifo rn ia  S tate  Society of 
Certified Public A ccountants.
LOUISIANA
The annual m eeting  of th e  Society of 
L ouisiana Certified Public A ccountants 
was held  on A ugust 13.
A rchie M. Sm ith, chairm an  of th e  S ta te  
B oard of Certified Public A ccountants of 
Louisiana, w as elected P res iden t of th e  
Society; G. V. W. Lym an, T reasu re r of 
th e  S ta te  Board, w as elected Vice P res i­
den t; Geo. E. Conroy, T reasu rer, and 
Geo. A. T readw ell w as elected S ecretary  
for th e  eleven th  consecutive term . Ad­
d itional m em bers of the  E xecutive Board 
elected w ere L. E. Schenck (re-elected), 
R. J. LeG ardeur, and D arby Sere.
R eport of th e  S ecre tary  showed 91 
m em bers in good standing , of whom 71 
w ere e ith e r a t  th e  m eeting  in  person or 
represen ted  by proxy. Proposed am end­
m ents to  th e  laws abolish ing  th e  p riv il­
ege of being rep resen ted  by proxy were 
tabled.
The T reasu re r reported  th e  balance of 
cash on hand  a t  $1,699.83.
The reports of officers show ed th a t du r­
ing  th e  past year a  firm  of public ac­
coun tan ts no t reg istered  in  th e  S ta te  bu t 
who w ere ren d erin g  accounting  services
to m erchan ts in  th e  S tate, w ere, th ro u g h  
th e  efforts of th e  Secretary , p revented  
from  con tinu ing  fu r th e r  practice  in  the  
S tate , and  th a t  a  local chapter, know n 
as the  N orth  L ou isiana  C hapter, located 
a t  Shreveport, L ouisiana, w as organized 
du rin g  th e  year, w ith  H. M. Snider, P res­
iden t; R alph  B. E glin , Vice P res id en t; C. 
M. P asquier, T reasu rer, and B. D. B attle , 
Secretary.
The com m ittee reported  active prog­
ress under w ay tow ard  a  F our S tate 
m eeting  of th e  Texas, Oklahoma, A r­
kansas, and L ou isiana  Societies to  be 
held in  Shreveport, L ouisiana, on Novem­
ber 16 and 17, 1931, and presen ted  a  te n ­
ta tiv e  program .
T he Society again  th is  sp rin g  presen ted  
to th e  studen ts m ak ing  th e  h ighest g rade 
in accountancy a t Tulane, Loyola, and 
L ouisiana S ta te  U niversities $50.00 each 
and  to th e  nex t h ighest $25.00 each.
The Society, by acclam ation, adopted 
the  follow ing reso lu tion :
W h e re a s , The A m erican Society of 
Certified Public A ccountants w ill hold its  
T enth  A nnual M eeting in  M emphis, Ten­
nessee, on October 5, 6, 7, and 8 of th is  
yea r; and
W h e re a s ,  One of th e  m em bers of th is  
Society has been p rom inently  identified 
w ith  The A m erican  Society, a tten d in g  
prac tica lly  a ll its  annual m eetings; serv­
ing  on various im portan t com m ittees; as 
a m em ber of th e  B oard of D irec to rs; and 
now F ir s t  Vice P res id en t of th e  said 
A m erican Society; be it
R e s o lv e d ,  T h a t th e  S ecre tary  of th is  
Society is hereby  d irected  to  address a 
special le tte r  to  every  m em ber u rg ing  
upon him  to  m ake a special effort to  a t­
tend  th e  M em phis m eeting  not only for 
th e  usual benefits accru ing  from  such 
contac ts bu t as a  special com plim ent to 
H enry  J. M iller, F ir s t  Vice P res id en t; 
and be it  fu r th e r
R e so lv e d ,  T h a t th is  Society indulges 
th e  hope th a t  H enry  J. M iller w ill be 
selected as the  nex t P res iden t of The 
A m erican Society of Certified Public Ac­
coun tan ts and to  th a t end pledges to  him  
its  un ited  endorsem ent and h ea rty  good 
wishes.
MICHIGAN 
A chap te r of th e  M ichigan A ssociation 
of Certified Public A ccountants has been 
organized a t  G rand R apids w ith  th e  fol­
low ing officiary: P residen t, D uncan R ice; 
Vice P residen t, A rnold J. V anK eppel; 
Secretary , Jos. H. H um m el; T reasu rer, 
Seym our R. B erkey.
A t a  d inner m eeting  held on Ju n e  11, 
C hester C. W oolridge, a tto rn ey  in  th e  of­
fice of th e  R eferee in  B ankruptcy , d is­
cussed in  genera l th e  bankrup tcy  act, 
concluding w ith  a  question  box.
M eetings w ill be held on th e  second 
T hursday  in  each m onth  except F eb ru ­
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ary , M arch, Ju ly  and A ugust. T here is 
a  com m ittee of th ree  on program  and  
en te rta in m en t, one m em ber to  be ap ­
pointed  each m eeting  and  th e  oldest 
mem ber dropped.
NEW  YORK
The follow ing no te  has come to us from  
a m achinery-booster m em ber of th e  New 
Y ork S ta te  Society:
In  poin t of num bers, th e  biggest com­
m ittee  th e  N. Y. S ta te  Society has is th e  
reorganized one on A ccounting M achin­
ery . T here  a re  15 m em bers, w ith  C harles 
Maxcy chairm an. As th e  c igare tte  ads 
have it, “Good? T hey’ve got to  be good.” 
F o r on October 14, in  th e  P ennsy lvan ia  
H otel, they  a re  going to  pu t on an  all-day 
exhib it, w ith  each m em ber of th e  com m it­
tee behind h is  pet m achines. M anufac­
tu re rs  who do n o t exh ib it a t th e  G rand 
C en tra l Palace have  en thusiastica lly  
agreed to  send m achines and dem onstra­
to rs. E ven if  you have been to  M emphis, 
don’t  m iss th is.
OHIO
The fall m eeting  of th e  Ohio Society 
of Certified Public A ccountants w ill be 
held a t M iam i V alley Golf Club, Dayton, 
Septem ber 25 and 26.
TEN N ESSE E
T he B oard of D irectors of th e  T ennes­
see Society of C ertified Public A ccount­
an ts  w ill hold its  nex t m eeting  a t Mem­
phis in  October d u rin g  th e  period of th e  
A nnual M eeting of The A m erican  Society 
of Certified Public A ccountants instead  
of on N ovem ber 2, 1931, th e  regu la r m eet­
ing  date of the  Board.
W ASHINGTON
In  p rep ara tio n  for a  jo in t m eeting  of 
th e  S eattle  C hapter of th e  W ashington  
Society of Certified Public A ccountants 
and th e  R obert M orris Associates, th e  
Seattle  C hap ter a t  its  W ednesday noon 
luncheon m eeting, A ugust 5, had five-min­
u te  p resen ta tions on th e  follow ing sub­
jects:
Is it perm issib le to  show  as a  firm as­
set, secu rities th a t  stand  in  th e  personal 
nam e of a p a rtn e r?
Inter-com pany profits in  inventories.
Subsid iary  and  in te rco m p an y  tra n sa c ­
tions.
C apita lization  of franch ises and roy­
a lty  righ ts.
Is an  accoun tan t ever justified  in  om it­
tin g  from  inven to ry  and accounts pay­
able su b stan tia l am ounts rep resen tin g  
m erchandise on hand  and in  tr a n s it  when 
se ttlem en t is to be m ade in  30 to  60 days?
A nticipated  discounts in  th e  Balance 
Sheet?
E ndorsem ent of N otes Payable.
P lacem ent of reserves on B alance 
Sheet.
D epreciation  reserves and  funds.
N otes R eceivable discounted. 
C ontingent L iab ilities .
W EST VIRGIN IA
The la rgest annua l m eeting  th e  W est 
V irg in ia  Society has ever held convened 
a t th e  H otel K anaw ha, C harleston, on 
T hursday , A ugust 20, 1931. In  addition  
to  th e  reg u la r rou tine  business, th e  Sec­
re ta ry  of The A m erican Society of C erti­
fied Public A ccountants acted as a  ta r ­
get a t w hich questions w ere shot fo r th e  
g rea te r p a rt of th e  afternoon  session.
T h e  election of officers resu lted  as fol­
lows : P residen t, H a rry  R. Howell, C harles­
ton ; F ir s t  Vice P residen t, E dgar W il­
liam s, M organtow n; Second Vice P res i­
dent, J. L. Jenn ings, Bluefield; Secretary , 
David A. Jayne, C harleston ; T reasu rer, 
N orm an S. F itzhugh , C harleston ; D irec­
to rs, W. O. Dickey, of H un tin g to n ; Louis 
F. T anner, of M organtow n, and  J. E. 
B eatty , of H un ting ton .
At a special session of the  W est V ir­
g in ia  L eg isla tu re  a  new  Code fo r th e  
S tate  w as adopted and th e  accounting 
law  was changed a t several p a rticu la rs . 
The B oard w ill h e rea fte r  have th re e  C. 
P. A.’s, th e  a tto rn ey  m em ber hav ing  
been dropped. I t  w ill be know n as th e  
W est V irg in ia  B oard  of Certified Public 
A ccountants and th e  C. P. A. certificates 
w ill h e rea fte r  be issued by th e  B oard  in ­
stead  of by th e  Governor. The new 
B oard, ju s t appointed  by G overnor Con­
ley, organized T hu rsday  m orn ing  by the  
election  of D avid A. Jayne, of C harleston, 
C hairm an ; Okey K. H ayslip , of H un ting ­
ton, as Secre tary -T reasu rer, and Jesse  L. 
C ram er, P arkersbu rg , as th e  th ird  mem­
ber. The B oard of Control, w hich is th e  
S ta te  F in an c ia l Body, in  se ttin g  up th e  
budget fo r th e  com ing year, increased 
the  app rop ria tion  m ade to  th e  B oard of 
A ccountancy in  previous years.
In  m ak ing  the  tr ip  th e  S ecretary  w ent 
by bus. I t  is quite evident, from  th e  de­
velopm ents w hich have occurred in  W est 
V irg in ia  d u ring  th e  past tw o years in 
th e  w ay of road build ing, th a t  th a t  S ta te  
is bound to  secure a la rge  increase in  
to u ris t travel. We p assed  over th e  h igh­
est autom obile po in t east of the  Rockies, 
3,140 feet. The w hole tr ip  from  L exing­
ton, V irg in ia , to  C harleston, w as b eau ti­
ful.
Before th e  m eeting, T hursday  m orning, 
the Secre tary  v isited  th e  Capitol, w hich 
is n earin g  com pletion and which, when 
opened, w ill afford about th e  best p rac­
tica l w ork ing  conditions to  be found in 
any S tate. He called on Governor Con­
ley, Jam es S. L akin , p residen t of the  
S tate  B oard of Control, and Wm. B. M at­
thew s, S ecre tary  of the  S ta te  Suprem e 
Court.
NOTES
T he R a ilr o a d  a n d  P u b lic  U t i l i t y  A c ­
c o u n ta n t, in  its  fo u rth  issue, A ugust, h a s  
th ree  a rtic les  w ith  sta tem en ts  of in te res t 
to  public accountan ts.
I ts  lead ing  a r tic le  has to  do w ith  the  
rep o rt of th e  M ichigan Public U tilities 
C om m ission concerning a  recen t investi­
gation. W e quote: “T here is no question 
b u t th a t  th e  lack  of a  un ifo rm  system  of 
accounting  has been one of th e  g rea te s t 
hand icaps of th e  comm on c a rr ie r  m otor 
bus and  tru c k  industry . Due p a rtly  to  
the  absence of p roper accounting  th e  
g rea te r p a r t of th e  in d u s try  has not rea l­
ized its  tru e  condition, speaking  from  a  
financial standpo in t, and w ithou t th is  
know ledge no public u ti li ty  o r group of 
public u tilitie s  can realize its  own needs 
and an tic ipa te  and  m eet th e  dem ands 
necessary  fo r i t  to  render p roper serv ice.” 
I ts  lead ing  ed ito ria l is on “H igher 
M athem atics in  A ccounting.” I t  is based 
on an  a rtic le  by Lewis A. C arm en in  th e  
A m e r ic a n  A c c o u n ta n t, in  w hich h e  h ad 
described one of h is  v a lua tion  form ulae. 
T he ed ito ria l com m ents th u s :
“C lerks and  accoun tan ts in  u ti li ty  of­
fices usually  overlook th e  fac t th a t  th ey  
a re  e ith e r  appren tices or accred ited  m em ­
bers of a  recognized profession—th e  pro­
fession of accountancy.
“The m ark  of ach ievem ent in  th is  p ro­
fession is th e  ti tle  C. P. A.—Certified Pub­
lic A ccountant. To th e  accountant, th e  
passing  of a s ta te  C. P. A. exam ination  
is equivalent to  passing  th e  b a r exam ina­
tion  by a  law yer, w ith  th is  difference: 
T here  a re  m any accountan ts w ho a re  no t 
C. P. A.’s w hile th e re  a re  no law yers who 
have no t passed a  s ta te  b a r exam ination .
“B u t in  its  field the  profession of ac­
countancy is alm ost as complex as the  
profession of law. I t  is fully  as com­
plex as engineering . The educational 
background of th e  m odern accountan t 
m ust be as broad as th a t  of th e  law yer 
or the  engineer.”
Follow ing th e  problem  given by Mr. 
C arm en, th e  ed ito ria l read :
“T his is ind ica tive  of an  educational 
requ irem en t in h igher m athem atics of a  
c lerk  or accoun tan t who expects to  reach 
the  h igher rungs of h is  profession. Inc i­
dentally , it should set him  th in k in g —for 
instance, how is he to com pete w ith  m en 
qualified by tra in in g  to  solve such prob­
lem s w hile he doesn’t even know  w hat 
i t ’s all about.”
In  a th ird  a rtic le  on “R ailw ay S ta tis ti­
cal M ethods,” by C harles E. P ark s , con­
siderable a tten tio n  is paid to  th e  re la ­
tionsh ip  betw een s ta tis tic s  and account­
ing  from  w hich we m ake tw o quotations: 
“A ccounts deal w ith  the  finances of th e  
company. As such they  a re  th e  basis of 
a ll financial s ta tis tics . In  fact, one of th e  
p rim ary  purposes of accounting is to pro­
duce financial sta tis tic s . H owever, th is
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is not th e  purpose of all accounting  w ork. 
T he au d itin g  and checking of revenue 
and  expenses, th e  collection and paym ent 
of money, th e  d e te rm ina tion  and  verifica­
tio n  of am ounts have little , if any, s ta tis ­
tical significance. T hus, in one aspect 
th e  w ork of th e  accoun tan t is th e  source 
from  w hich an  im portan t group of s ta ­
tis tic s  is ob tained; in  ano ther, h is  w ork 
has litt le  if  any re la tionsh ip  to  s ta tis tic s .
“The re la tionsh ip  of s ta tis tic s  to  ac­
counting  is ind icated  by th e  fact th a t  u n i­
form  accounting is absolutely  necessary  
to obtain financial s ta tis tic s  th a t  are  com­
parable. W ithou t th e  p resen t system  of 
un iform  accoun ting  used by th e  ca rrie rs , 
the  financial s ta tis tic s  of th e  ra ilro ad s of 
th e  U nited  S ta tes would be of little  value 
fo r com parative purposes as betw een dif­
fe ren t ra ilroads using  d ifferent account­
ing  m ethods.”
Max R olnick, C. P. A., of New York, 
was au th o r of an  a rtic le  on “R easonable­
ness, the  B asis fo r D epreciation ,” in  a  
recen t issue of T h e  T a x  M a g a z in e .
In  th e  A ugust 1 issue of F o r b e s , George
H. K ingsley, C. P. A., has an  a rtic le  en­
titled  “Only Boobs E m bezzle!”
The W ashington  (D. C.) A ssociation 
of T rade  E xecutives had  as its  luncheon 
speaker Ju ly  9, F rederic  M. Feiker, new ly 
appointed  D irector of th e  B ureau of F o r­
eign and D om estic Commerce.
Mr. F e ik e r cam e to  G overnm ent serv­
ice from  th e  M cGraw-Hill P ub lish ing  Co. 
H e p resen ted  in fo rm ally  to a group, w ith  
a m a jo rity  of whom he had a lready  
w orked in  tim es past, general ideas 
w ith  reg ard  to  possible cooperative ef­
fo rts  betw een ind iv idual businesses and 
th e  G overnm ent. Independen t action  is 
essen tia l; group ac tion  is also necessary. 
Ind iv idual action, independent of group 
action, m ay produce discord no m a tte r  
how w ell in ten tioned . A ction, however, 
m ust be based on a  co rrect in te rp re ta tio n  
of th e  social and  economic values of 
w hat we a re  doing. S peaking on th e  
subject of in te rp re ta tio n , he  said :
“My second m essage, therefo re , to  you 
today  is th a t  we in  th e  G overnm ent, who 
have th is  opportun ity  fo r leadersh ip  ex­
pressed th ro u g h  service, and  you in  th e  
tra d e  associations, w ith  a s im ila r respon­
sib ility  fo r your ind iv idual trad es  and 
industries, u n ite  in  a  comm on p la tfo rm ; 
establish ing , first, a la rg e r conception of 
w hat we a lready  have accom plished, and 
second, ca rry  th ro u g h  in  te rm s of action, 
in te rm s of trad e  and in d u s tria l groups 
headed by m en of action , th e  economic 
p lann ing  th a t is essen tia l if  we a re  to 
find not only the  im m ediate answ er to 
our problem s, bu t if we are  to  lay  th e  
foundation  of fu tu re  prosperous A m erica. 
We m ust apply  th e  lessons we a re  lea rn ­
ing from  th e  depression th ro u g h  w hich 
we a re  passing.
“I rem em ber the  day a f te r  A rm istice 
Day, com ing out of the  Cosmos Club and 
m eeting one of th e  m en of business in 
th is  coun try  whose nam e is alm ost a 
household w ord; he had been an active 
m em ber of th e  W ar In d u s trie s  Board. He 
said , ‘I am  alm ost so rry  th e  w ar is over, 
because we a re  ju s t learn ing , out of the 
stress of w ar, lessons w ith  regard  to the  
profitable m anagem ent of business which 
we shall probably now forget, because the 
p ressure for holding to  these  lessons is 
now rem oved.’
“I have m uch th is  sam e feeling  about 
th e  tail-end period of th e  p resen t business 
depression. H ave we learned  from  it any 
fresh  lessons? W ill th e  business p ractice 
of A m erican in d u s try  and trad e  be 
changed? I t  seem s to  m e th a t  w e ought 
to record, before we forget, some of the  
policy objectives w hich we now feel the 
need of, so th a t we m ay continue to w ork 
together in  an  organized w ay to see th a t 
they  become m ore th a n  phrases in  th e  
fu tu re  established business p rac tice  of 
th is  N ation .”
A four-S tate m eeting  of certified pub­
lic accoun tan ts from  A rkansas, L ouisiana, 
O klahom a and Texas w ill be held a t 
Shreveport, La., on Novem ber 16 and 
17, 1931.
The Society of In d u s tria l E ng ineers 
w ill hold th e ir  E ig h teen th  n a tiona l con­
vention a t  th e  F o rt P i t t  H otel, P i t ts ­
burgh, October 14-16.
John  M . Carm ody, E d ito r of F a c t o r y  
a n d  I n d u s t r i a l  M a n a g e m e n t  and n a ­
tiona l p residen t of th e  Society, who has 
recen tly  spen t th re e  m onths in R ussia  
in specting  m an u fac tu rin g  p lan ts, steel 
m ills and pow er p lan ts, w ill speak on 
“W hat Can W e L earn  from  R ussia?” 
Lewis J . Brow n, p residen t of th e  K ellogg 
Company, B attle  Creek, Mich., w ill ex­
p la in  th e ir  experim ent of opera ting  on 
four six-hour sh ifts  in  an  address en­
titled  “W hat H as H appened.”
M ornings w ill be given over to p ro ­
gram  and  the  afternoons to  inspection  
of in d u s tria l p lan ts. Those in terested  
m ay obtain  p rogram s from  th e  S. I. E. 
office, 205 W. W acker D rive, Chicago, I l l .
The A ssociated P ress  recen tly  carried  
a  com m ent by Joseph H. Mills, p residen t 
of th e  N ational A ssociation of P u rch as­
ing A gents, in  answ er to  a questionnaire  
of th e  U. S. C ham ber of Commerce re ­
gard ing  m ethods of stab iliz ing  business 
and em ploym ent.
H e said  “The sooner p rice-cu tting  is 
ended and th e  sooner business gets back 
on a stab le  foundation  of estab lished  
values, the  b e tte r it  w ill be fo r th e  coun­
try  and fo r a ll in d u s tria l in te rests . We 
purchasing  agents know  th a t  goods a re
constan tly  being offered us a t  prices be­
low th e  cost of production. In  our judg­
m ent th is  is no t a desirable s ta te  of a f­
fa irs  from  the  s tandpo in t of th e  firm or 
nation . Our desire is to  see conditions 
p revail w here prices are  based on p ro ­
duction  cost p lus a fa ir  and reasonable 
profit.”
Good advice from  one who is in  a posi­
tion  w here th e  evils of p rice-cu tting  are  
very apparen t. Some accountan ts have 
been offering th e ir  services on a flat fee 
basis and in  some cases on a per diem 
basis, a lthough  th a t fea tu re  is  no t found 
as often, w hich w ould ru in  th e  account­
ing  o rganization  if they  w ere successful 
in  ob ta in ing  th e  work, provided they 
undertook  to  m ake an  aud it sufficiently 
detailed  or extended as to  be w orth  
w hile to  th e  client. F o rtu n a te ly  fo r th e  
profession, business in te rests  a re  no t as 
m uch concerned today over p rice as they 
are  over service.
BOOK REVIEW
A 124-page booklet on “Taxes and  th e  
T axpayer” w as p repared  by Clem W. Col­
lins, C. P. A., M anager of Revenue fo r 
the  C ity and C ounty of D enver, a t th e  
close of e igh t years of service in  th a t 
official capacity.
H e undertook  to answ er th e  question 
“How serious is th e  T ax S itu a tio n  in  
D enver and  th e  S ta te?” and w hile, ac­
cording to  th e  forew ord, i t  is  designed 
“to  s tim u la te  and  possibly con tribu te  in  
some sm all degree to  th o u g h t on th is  
m ost im p o rtan t subject,” it  does fu rn ish  
a series of fac ts w hich  should enable th e  
citizen  w ho is in te rested  in  good govern­
m ent to reach  conclusions based on the  
facts p resen ted  w hich, if  tran s la ted  in to  
vo ting  efficiency, should enable D enver 
and Colorado to  get m ore fo r th e ir  dol­
la r  in  years to  come th a n  heretofore.
Subheads of C hapter X I, on Con­
clusions, ind ica te  to a  m arked  degree 
w hat th ey  are— B oth R evenues and  E x­
pend itu res R equ ire  A tten tion ; A F ac t 
F in d in g  O rganization  is B adly Needed; 
T he G eneral P ro p e rty  T ax is U nw ork­
able; T here  Is  a  G reat A m ount of E x­
em ptions and  E vasions; New Sources of 
Revenue Should be Devised to  Relieve the 
G eneral P ro p erty  T ax; P e r C apita  Cost 
of G overnm ent is Low; T he P e r C apita 
Cost of G overnm ent Should be Com­
pared  w ith  th e  Per C apita Incom e of 
T axpayers.
The closing p arag rap h  is : “The w rite r  
does not claim  to have m ade a  perfect 
diagnosis of the  case nor does he claim  
th a t  th e  rem edies prescribed a re  suffi­
cient, or th a t  they  w ill effect a care. The 
body politic  is suffering from  a physical 
a ilm en t w ith  m any  com plications, and 
w hile  it  is believed th e  rem edies p re­
scribed w ill give th e  p a tien t relief, i t  is 
doubtful if a com plete cure can be ef-
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A Complete Success Building Plan—
Not Just an Accountancy Course
A CCOUNTING training— however practical, however outstanding in quality, however complete—is not 
always enough to insure success.
Many men need help in finding opportunity to apply that 
training, and aid in using their larger knowledge. Upon 
the foundation of skill and knowledge given by study must 
often be added certain personal and business factors—to 
help the student get quickest and fullest advantage from 
his added ability.
This fact—learned early in our twenty-three years’ experi­
ence in helping more than 750,000 adults to larger success— 
is the reason for LaSalle’s unique success building service 
(some features of which are listed in the panel at the left 
of this paragraph).
LaSalle Your Partner—In Building Your Success
Your LaSalle membership thus brings you much more than 
a valuable training in accounting—though that alone would 
be worth many times the cost.
It brings you our continuing and close partnership in the 
biggest problem of your career—building yourself and your 
success. And when we say partnership, we mean just that. 
It isn’t a routine, casual contact, but an intimate and 
personal association with an institution that knows business 
and the path to accounting success.
A LaSalle Student Never Graduates
These various services—which we think are unequalled 
anywhere—are yours for life.
No matter where you are or what you are doing—whether 
it is two hours after your enrollment or twenty years after 
your graduation—this friendly, competent aid is yours to 
command.
If like most of us, you are sometimes puzzled about your 
career—wondering, worrying about your future—just con­
sider what such expert help can mean to you.
Ask for more complete information—
And then decide about LaSalle membership for some as­
sociate or for yourself.
Your first step is to get the facts—and the coupon below 
will bring them quickly, and without cost or obligation.
LaSalle Extension University, Dept. 9351, Chicago, Ill.
I am  interested in having a ll the fa cts  about your success building plan  








1. COM PLETE AN D  U P-T O -T H E -M IN U T E  
ACCOUNTANCY TRAINING.
2. IN D IV ID U A L IN STRUCTIO N— given by 
successfu l accountants.
3. TH E LA SALLE PROBLEM  METHOD—  
m aking you experienced and expert in the 
use of accounting principles and methods.
4. IN D IV ID U A L  CONSULTATION— on your 
personal problems.
5. E X P E R T  CONSULTATION SERVICE  
ON SPE C IA L ACCOUNTING PR O B­
LEMS.
6. E X P E R T  CONSULTATION SERVICE  
ON YOUR B U SIN E SS PROBLEM S of all 
kinds— traffic, sales, advertising, law, 
financial, etc.
7. ECONOMIC B U L L E T IN  SERVICE— to 
interpret business conditions and trends 
and aid you in adjusting yourself to com ­
ing changes.
8. VOCATIONAL ADVISO RY SERVICE  
A N D  PLA C EM EN T AID — practical, com ­
plete, continuous— helping you to solve  
m ore easily  and surely the som etim es 
difficult problem of w inning the standing  
and success you  deserve. This includes, 
am ong other th in g s:
(a )  Counsel about the accounting field 
and your accounting job.
(b ) Help in w inning promotion where you  
are—
P rogress reports to your em ployers 
— if you  w ish  them.
Suggestions for m aking more of 
your job.
A dvice on se llin g  yourself to your 
employer.
(c )  A id in finding a  new  job— if  that’s 
w hat you w ish.
D irect aid o f our active P lacem ent 
Departm ent.
H elp in  advertising  yourself, in  
w riting letters of application, in 
planning your interview  w ith  
a prospective em ployer, etc.
(d ) H elp in m aking good in the new  job.
(e )  Counsel— and help— in building your 
own accounting business.
9. PER SO N A LITY  D EV ELO PM EN T —  in ­
cluding :
Subscription to the interesting, va lu ­
able m agazine, “P ersonal Efficiency.”
10. TH E F R IE N D L Y  A ID  o f 750,000 L aSalle  
members in 67 countries— men and wom en  
now influential and successfu l, who have  
traveled the sam e road and are glad to  
welcom e and help a  fellow  member.
11. PR E F E R E N C E — by hundreds o f thou­
sands of em ployers, both large and sm all 
firms, who know from  experience the 
value of the L aSalle trained m an. Over 
10 per cent of a ll C. P. A.’s— and m any  
thousands o f other accountants— are L a­
Salle trained.
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fected u n til some of the  p resen t symp­
tom s have developed in to  recognizable 
diseases th a t have had  th e  benefit of ex­
p e rt tre a tm en t in  o ther s ta te s .”
ANNOUNCEMENTS
W arren  W. B arnes, here to fo re  doing 
business under th e  firm  nam e of J . S. 
M itchell & Company, 21 W est S treet, New 
York City, and F ran c is  W m. H opkins, 
Jr ., C. P. A., have form ed a copartner­
ship  for the  general p ractice  of public 
accounting  u nder th e  firm  nam e of Hop­
kins, B arnes & Com pany w ith  offices a t
21 W est S treet, New York City.
J. S. M. Goodloe, C. P. A., 165 B road­
way, New York City, announces the 
opening of an  office a t 790 B road S treet, 
K inney B uilding, N ew ark, N. J., as of 
Septem ber 1, 1931.
B enjam in L. L athrop , C. P. A., S cran­
ton  L ackaw anna T ru s t B uilding, S cran­
ton, Pa., announces th e  opening of an  
office in  th e  C henango V alley B ank B uild­
ing, B ingham ton, New York.
Follow ing th e  d isso lu tion  of th e  firm 
of F e rry  & R obert, of New Orleans, La., 
Hy. L. F erry , C. P. A., announces th e  
opening of an  office fo r p ractice  on h is 
own account a t 713 C anal B ank B uild­
ing, New Orleans, La.
N. G. Som erville, C. P. A., fo rm erly  
connected w ith  th e  F edera l A udit Com­
pany, announces th e  opening of h is own 
office fo r th e  p rac tice  of public account­
ing  a t 1217 F ir s t  H un ting ton  N ational 
B ank B uilding, H un ting ton , W. Va.
M attison and  Davey, A ccountants and 
A uditors, announce th e  consolidation of 
th e ir  p ractice  in  th e  P h ilade lph ia  dis­
tr ic t  w ith  th a t of C harles C. H unziker, 
C. P. A., w ith  offices in  th e  F idelity- 
P h iladelph ia  T ru s t B uild ing , P h ilade l­
phia, Pa.
L este r W itte  & Company, Certified Pub­
lic A ccountants, announce th e  opening of 
a b ranch  office in  the  M anufacturers 
B ank B uilding, 425 E ast S ta te  S treet, 
Rockford, I l l ., w ith  Reuben L. E m erson 
as R esiden t M anager.
E m ile B ienvenu, C. P. A., is now lo­
cated a t 1837 Canal B ank B uilding, New 
Orleans, La.
W. W. R a rity  & Company announce the 
rem oval of th e ir  offices to 926 T itle  G uar­
antee B uilding, F if th  and  H ill S treets, 
Los Angeles, Calif.
A nnouncem ent is m ade of the  dissolu­
tion  of the firm of Colledge & M arshall,
P ittsbu rgh , Pa. W. W. Colledge w ill con­
tin u e  th e  p ractice  of accounting  under 
th e  firm  nam e Colledge & Company, w ith  
offices in  th e  Law  and F inance  B uilding, 
P ittsb u rg h , Pa.
Taylor E. Cress Co., announce th e  re ­
m oval of th e ir  offices to  205-6 S terick  
B uilding, M emphis, Tennessee.
R. E. N orth , C. P. A., fo rm erly  of the 
Cleveland office of H ask ins & Sells, is now 
connected w ith  th e  Buffalo office of h is 
firm, 725 M arine T ru st B uild ing, Buffalo, 
New York.
COMMUNISM
A cco u n tan ts  shou ld  be in te re s te d  in 
G overnm en ta l m a tte rs . R eference  is 
th e re fo re  m ade to  a  p o rtio n  o f a  c ir­
c u la r  issued  in  M ay of th is  y ear, by 
th e  A m erican  D efense Society of New 
Y ork.
T he U n ited  S ta te s  H ouse of R ep re ­
sen ta tiv es  ap p o in ted  a  Select Com­
m ittee  to In v es tig a te  C om m un ist P ro p ­
ag an d a , n am in g  C ongressm an  H am il­
ton  F ish , J r .,  26 th  N ew  Y ork D is tric t, 
as C hairm an . A p o rtio n  of th e  c ir­
c u la r fo llow s:
T he “ F ish  C o m m ittee” in  its  re p o r t 
lis ted  a  n u m b er of societies and  g roups 
th a t  w ere fo und  to  be su b s id ia r ie s  of 
th e  C om m unist P a r ty  in  th e  U nited  
S tates, or affiliated w ith  it.
Since th e se  g roups, u n d e r th e ir  in ­
nocent sounding  nam es a re  appearing  
a ll over th e  co u n try  fo r  th e  collection  
of m oney or fo r w h a tev e r pu rpose , it 
is im p o rta n t th a t  th e ir  t r u e  com plexion 
be know n, and  to  th is  end th e  fo llow ­
ing  q u o ta tio n s  from  th e  F ish  Com­
m itte e  R ep o rt a re  pub lished .
“ T he A m erican  Civil L ib e rtie s  U nion 
is closely affiliated  w ith  th e  com m unist 
m ovem ent in  th e  U n ited  S ta tes , and 
fu lly  9 0 p e r cen t of its  e ffo rts  a re  on 
behalf of com m unists w ho have come 
in to  conflict w ith  th e  law . I t  c la im s 
to s tan d  fo r free  speech, free  press, 
and  free  assem bly ; b u t i t  is q u ite  ap ­
p a ren t th a t  th e  m ain  function  of the  
A. C. L. U. is to a tte m p t to p ro tec t th e  
com m unists in  th e ir  advocacy of force 
and  vio lence to  overth ro w  th e  G overn­
m en t, rep lac in g  th e  A m erican  flag by 
a red  flag and  e rec tin g  a Soviet Gov­
e rn m en t in  place of th e  rep u b lican  
form  of go v ern m en t g u a ra n te e d  to 
each S ta te  by th e  F e d e ra l C on stitu tio n .
“ R oger N. B aldw in , its  gu id ing  
sp irit, m akes no a tte m p t to h ide  h is 
fr ien d sh ip  fo r th e  com m un is ts  and 
th e ir  p rinc ip les . * * * “ In  h is  te s ti­
m ony befo re  th e  com m ittee  he  ad ­
m itted  h av in g  said  a t a d in n e r h e ld  in 
Chicago th a t  ‘T he F ish  C om m ittee  
reco m m en d atio n s w ill be b u ried  in th e  
S en a te .’ T estify in g  on fo rce  and  v io­
lence, m u rd e r, etc., th e  fo llow ing  is 
q u o ted :
T he C h a irm an : Does y o u r o rg an iza ­
tio n  uph o ld  th e  r ig h t of a c itizen  or 
a lien — it  does n o t m ake  any  d ifference 
w hich— to advocate  m u rd e r?
Mr. B aldw in : Yes.
T he C hairm an : Or assassination?
Mr. B a ldw in : Yes.
T he C h a irm an : Does y ou r o rg an iza ­
tio n  upho ld  th e  r ig h t o f an  A m erican  
c itizen  to  advocate  fo rce  and  vio lence 
fo r th e  o v e rth ro w  of th e  G overnm ent?
Mr. B a ldw in : C erta in ly ; in  so fa r  
as m ere  advocacy is concerned .
T he C h a irm an : Does i t  upho ld  th e  
r ig h t of an  a lien  in  th is  co u n try  to 
u rg e  th e  o v e rth ro w  and  advocate  th e  
o v e rth ro w  of th e  G overnm en t by force 
and  v io lence?
Mr. B aldw in: P recisely  on th e  sam e 
basis as an y  citizen .
T he C h a irm an : You do upho ld  th e  
r ig h t of an  a lien  to  advocate  th e  o v e r­
th ro w  of th e  G overnm en t by fo rce  and  
v io lence?
Mr. B aldw in : S ure, ce rta in ly . I t  is 
th e  h e a lth ie s t k in d  of th in g  fo r a 
coun try , of course, to  have  free  speech 
— un lim ited .
STATE BOARD NEWS
OREGON
A nnouncem ent is m ade of the  appo in t­
m en t of John  Y. R ichardson  as a m em ­
ber of th e  Oregon S ta te  B oard of Ac­
countancy to  succeed E. M. W ilson.
SOUTH DAKOTA 
A cting under the  provisions of th e  new 
C. P. A. law, th e  G overnor has appointed 
C. C. C randall, of Sioux Falls, and F ra n k  
L. Pollard , of W atertow n, as m em bers of 
the  South D akota B oard  of Accountancy.
W EST VIRGINIA 
Okey K. H ayslip , of H un ting ton , has 
been reappoin ted  to  th e  W est V irg in ia  
B oard of Certified Public A ccountants, 
and David A. Jayne, of C harleston, and 
Jesse L. C ram er, of P arkersbu rg , have 
been appointed  to the B oard by G overnor 
Conley. A t a m eeting  held on A ugust 20, 
1931, th e  B oard organized as follows: 
C hairm an, David A. Jay n e ; Secretary- 
T reasu rer, Okey K. H ayslip ; Member, 
Jesse L. Cram er.
Classified Advertisements
C. P . A. w o u ld  l ik e  to  m a k e  a  c o n n e c t io n  
w it h  a  firm  o f  C. P . A ’s lo c a te d  in  N e w  
Y o rk . A d d r e ss  B o x  K -2 5 9 . T H E  C E R ­
T I F I E D  P U B L IC  A C C O U N T A N T .
C E R T I F I E D  P U B L IC  A C C O U N T A N T , p r a c ­
t ic in g  in  th e  W e s t ,  20 y e a r s ’ e x p e r ie n c e ,  
d e s ir e s  a  l im ite d  p a r tn e r s h ip  in  N e w  
Y o r k  C ity  or P h ila d e lp h ia .  H e  h a s  
v a r ie d  e x p e r ie n c e , g e n e r a l  b u s in e s s  an d  
t a x  m a t te r s ,  w it h  s o m e  le g a l  e x p e r ie n c e .  
A d d r e ss  B o x  K -2 6 0 , T H E  C E R T I F I E D  
P U B L IC  A C C O U N T A N T .
   
A "WALKIE" for Business Men who Think
that Typewriters are "Just Typewriters"
 
Tomorrow do a little “watchful walking”! Walk through your office.
WATCH YOU R  S T E N O G R A P H E R S  WOR K!
WATCH the girl who takes 50% longer 
to type a sales summary . . . because 
she h asn ’ t  a s ta t is t ic a l  m ach in e .
WATCH the girl who takes 30% longer 
to type 100 cards . . .  because her type­
writer has no card-writing attachment.
WATCH the girl who takes 25 % longer 
to finish a financial statement . . . be­
cause she has to set tabulations by hand.
WATCH the girl who has to sit idle 
while her boss is on the phone . . . be­
cause her typewriter isn’t  Noiseless.
SAVING!  Insurance Company cut 40%  off operators’ time 
in typing hundreds of thousands of premium, dividend and 
interest notices by adding two simple typewriter attachments.
AND T H E N . . .  figure how many dollars a 
week it costs you not to have typewriters hand- 
tailored to your typewriting needs.
We find in America’s offices no less than 124 
different kinds of writing. So Remington makes 
a complete line of writing machines . . . in­
deed, the only complete line in existence. A  
model for each related group of uses!
And with 62 special attachments . . . with 55 
varieties of type . . . with 3,066 keyboards 
covering professional needs, specific industries 
and all languages, not to mention 357 grades 
and colors of ribbons and 116 weights and 
colors of carbon papers. Remington T ype­
writers can be fitted to the specific writing 
need in your business like a glove fits a hand.
Telephone for a Remington Typewriter man. 
We promise to prove not only more satisfac­
tory typing . . . but amazingly lowered costs. 
Remington Rand, Executive Offices, Buffalo, 
N. Y. Sales Offices in all principal cities of 
the world.
T H E  R E M I N G T O N  L I N E  OF  
T Y P E W R I T E R S
built for specific purposes, is one of a 
variety of lines of office appliances ant 
equipment manufactured and installed 
by Remington Rand . . . including 
Kardex Visible Records . . . Library 
Bureau Filing Equipment . . . Baker 
Vawter-Kalamazoo Loose L eaf. . .  Safe 
Cabinet fire protection . . .  Dalton Add­
ing and Bookkeeping Machines . . 
Remington Accounting Machines . . 
and Powers Tabulating Machines.
R em ington  T ypew riter D ivision
R em ington R an d
B U I L D E R  OF  T Y P E W R I T E R S  F O R  S P E C I F I C  P U R P O S E S





CALCULATES AND PRINTS 
RESULTS . . . TYPEWRITES 
COMPLETE DESCRIPTIONS
This remarkable machine 
lends itself to an exception­
ally wide variety o f uses 
because of its many outstand­
ing Burroughs features. For 
example—it multiplies directly, adds and subtracts and prints the result 
of its own calculations—it accumulates and prints totals—and it posts 
several related records at one time, with complete typewritten descrip­
tions if desired. Since many of its operations are performed automatically, 
it is fast, easy to operate and greatly increases the production of neat, 
accurate and timely records.
Ask to see it demonstrated on any work you have that requires calcu­
lating and recording—especially on time tickets, billing, inventory, cost 
work, stores’ records, pro-rating, tax bills and similar jobs. Call the 
local Burroughs office, or, if you prefer, write for complete information. 
B U R R O U G H S  A D D I N G  M A C H IN E  C O ., 6 4 0 9  S E C O N D  B L V D ., D E T R O IT , M IC H .
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The
RESIDENT
F inal E xam in a tion
PLAN
Upon request, w e w il l  g la d ly  send our booklet, “ How  
to L e a rn  Accounting,”  to anyone who is interested in  
obtaining f u l l  inform ation re g a rd in g  I. A. S . t ra in ­
ing . A ddress the International Accountants Society, 
Inc., 3411 South M ichigan Avenue, Chicago, Illino is.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y , I n c .
A Division o f the 
A L E X A N D E R  H A M I L T O N  I N S T I T U T E
A N  ou tsta n d in g  fe a tu r e  o f  th e  cou rse  
  in  A c co u n tin g  o ffered  b y  th e  In ter ­
n a tio n a l A cco u n ta n ts  S o c ie ty , In c ., is  
th e  R e s id e n t F in a l E x a m in a tio n , w h ich  
ea ch  stu d en t m u st p ass b e fo r e  h is  d i­
p lo m a  o f  grad u ation  is  issu ed .
T h e  R e s id e n t F in a l E x a m in a tio n  P la n  
w as in au gu rated  in  A p r il, 1 9 2 5 , and  
every  stu d en t en r o lle d  fo r  th e  n in e ty -  
le s so n  I. A . S . C ou rse s in ce  th a t t im e  is  
req u ired , a fter  f in ish in g  th e  w ork  on  
h is  cou rse , to  ta k e  an  ex a m in a tio n  h e ld  
u n d er  th e  p erso n a l su p erv is io n  o f  a 
C ertified  P u b lic  A cco u n ta n t (or, i f  a 
C. P . A . is  n o t  a v a ila b le , an  A tto rn ey  at 
L aw ) e ith e r  in  th e  s tu d e n t’s h o m e  c ity  
o r  in  an  ad jacen t c ity .
Ju st p r io r  to  th e  d a te  o f  ex a m in a tio n , 
th e  n ecessary  ex a m in a tio n  q u estio n s  
an d  a ll b la n k  form s fo r  th e  ca n d id a te’s 
w o rk in g  sh ee ts , sc h e d u le s , sta tem en ts, 
an d  o th er  p ap ers req u ired  fo r  th e  so­
lu t io n s , are m a iled  to  th e  su p erv is in g  
C. P . A ., as a co n fid en tia l co m m u n ica ­
t io n  b e tw een  h im s e lf  an d  th e  I . A . S.
T h e  e x a m in a tio n  m a ter ia l is  h a n d ed  
to  th e  s tu d e n t at th e  b e g in n in g  o f  th e  
ex a m in a tio n  p er io d . I t  is  th e  su p e r v i­
sor’s o b lig a tio n  to  rem a in  w ith  th e  
stu d en t d u r in g  th e  ex a m in a tio n  and  to  
in su r e  th a t he co m p le te s  th e  ex a m in a ­
t io n  w ith o u t h a v in g  access to  tex tb ook s, 
n o te s , or an y  ou tsid e  h e lp .
W h en  th e  ex a m in a tio n  is fin ish ed , 
th e  pap ers are tu rn ed  o v er  to  th e  
su p erv iso r  w h o  forw ard s th em  to  th e  
In tern a tio n a l A cco u n ta n ts  S o c ie ty , In c ., 
in  C hicago, w h ere  fin a l ju d g m en t as to  
th e  stu d en t’s e lig ib ility  fo r  a d ip lom a  
is  m ad e b y  th e  A c tiv e  F a cu lty .
T h e  sam e ex a m in a tio n  is  n e v e r  g iv en  
th e  seco n d  tim e  in  th e  sam e c ity .
T h e  R e s id e n t F in a l E xam in ation  P lan  
a s s u r e s  p r o s p e c t iv e  e m p lo y e r s  th a t  
I. A . S. grad u ates p ossess  a th orou gh , 
te sted  k n o w le d g e  o f  A cco u n tin g .
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
VOLUME XI 
NUMBER 10
“The best angle from which to approach any prob­
lem is the try-angle.” —S e l e c t e d .
PRESIDENT’S COLUMN
STATE REPRESENTATIVES
T HE objects of this Society are a dedication in behalf of the Certified Public Accountant. 
They are unselfish and make no distinction as to 
whether one is a member of a State Society, or of 
The American Society. Such an unselfish program 
in behalf of the members of the recognized profes­
sion in this country has advanced the standing and 
increased the influence of the Certified Public Ac­
countant in the business world of today.
Under the dominance of such a force it is not sur­
prising that The American Society of Certified Pub­
lic Accountants should have organized its activities 
with deep concern for each prominent aspect of the 
professional life of the Certified Public Accountant 
and every visible need that might involve its security 
or improvement. Such a democratic organization 
would not be complete nor wield such a great in­
fluence without wise provision for representation in 
its own governmental activities. Accordingly, our 
Constitution and By-Laws prescribe how State Rep­
resentatives should be chosen and how they should 
participate in the election of the Directors, provide 
annual meetings of State Representatives, etc.
Upon the State Representatives, who are selected 
by their respective constituency and who have a deep 
interest in the welfare of the Certified Public Ac­
countant, there should properly fall a definite and 
specific responsibility. The State Representative 
should be the connecting link between his con­
stituency and the Officers and Board of Directors of 
The American Society, serving as a ready and com­
petent means of communication one with the other. 
It should also be his definite responsibility to see that 
all problems affecting the practice of accountancy 
within his State receive the prompt and studied con­
sideration of the State Society and the State Board. 
Through The American Society he should receive the 
opinions and the benefits which may be obtained 
from other State Societies on the vital issues of the 
hour. He should also bring The American Society’s
attention to all matters arising in his State 
which may affect the program of The Ameri­
can Society in order that everything may be 
done in the best interests of the Certified Public Ac­
countant. It should be his further responsibility to 
stimulate, within the ranks of his own constituency, 
a zealous and increasing interest in his State Society’s 
life and progress. Within the State the Representa­
tive is the repository of the most influential and ef­
fective power, therefore, it should be his duty to ab­
sorb the ideals of the Certified Public Accountant, 
making it his highest aim to follow the principles 
as laid down in the objects of this Society.
The office of State Representative is not a desig­
nation of honor alone, but one of service, keeping in 
mind that the Certified Public Accountant is the 
official designation of the members of a recognized 
profession in this country; that the State Society is 
the fundamental governing body and that the honor 
of the office lies in the advancement of the ideals 
of the State Society and The American Society of 
Certified Public Accountants. To assume the re­
sponsibility to perform this service requires com­
plete dedication to these ideals on the part of the 
State Representative.
HERMAN C. J. PEISCH.
PROFESSIONAL RESPONSIBILITY
T HERE has been developing through recent years a demand that businesses and the professions 
raise themselves to a higher moral plane. This has in­
volved the profession of accountancy to an extent 
that may not longer be ignored. There is no better 
way in which to satisfy this demand than for ac­
countancy organizations to apply themselves intel­
ligently and diligently to establishing the regulation 
of accountancy practice through the medium of ap­
proximately uniform State Laws which, among other 
things, will make adequate provision for the punish­
ment of professional irregularities.
Organizations of certified public accountants which 
take cognizance of and act upon their opportunity 
to improve the status of the profession in the public 
mind will attain an importance which they do not 
now possess; otherwise their retrogression to the 
point of becoming mere barnacles on the professional 
hull is inevitable.
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R ep ort of the Secretary
To th e  Officers, D irectors, S ta te  R epre­
sen ta tives and  M em bers of The A m er­
ican  Society of Certified Public Ac­
coun tan ts:
In  connection w ith  th e  te n th  annual 
m eeting  of any organ iza tion  it  should 
no t be out of place to  m ake reference to 
th e  w ork of the  o rgan iza tion  p rio r to  the  
year ju s t closing. A sh o rt resum e will 
recall to  the  ch a rte r  m em bers conditions 
under w hich The Society w as organized 
and  m ay fu rn ish  som e in fo rm ation  to 
those who have since joined.
The A m erican Society of Certified Pub­
lic A ccountants is th e  ou tgrow th  of a 
condition  produced by th e  organ ization  
in  1921 of a co rporation  in  th e  D istric t 
of Colum bia u nder th e  ti tle  “N ational As­
sociation  of Certified Public A ccountants,” 
w hich proceeded to issue degrees to  ap­
p lican ts from  all over th e  country . At 
th a t  tim e the  D istric t of Colum bia did 
n o t have a  C. P. A. law  and  th e  new or­
gan iza tion  th riv ed  to th e  ex ten t th a t  it 
i ssued som ething in  th e  neighborhood of 
3,5130 “degrees” w ith in  a sh o rt period of 
tim e.
A t th a t tim e th e re  w as no na tiona l ac­
coun ting  organization  whose officiary and 
m em bership  w as in te rested  exclusively in 
certified public accountants. The then  
counsel of th e  A m erican In s titu te  gave 
it as h is opinion th a t the  new degree- 
g ran tin g  o rganization  was w ith in  its  
legal righ ts.
T h e  re su lt of th is  s itu a tio n  was th a t 
T he A m erican Society of Certified Public 
A ccountan ts w as organized in  Chicago, 
D ecem ber 12, 1921, and  th e  A m erican In ­
stitu te , hav ing  changed its  legal counsel, 
p icked one who agreed w ith  th e  officers 
of T he A m erican Society th a t  th e  N a­
tio n a l A ssociation had  overstepped its  
legal r ig h ts  in  s ta tin g  its  objects and 
issu ing  its  degrees.
T he Society, d u rin g  its  first year, 
la rgely  confined its  efforts to  securing  a 
basic m em bership, to  opposing th e  N a­
tiona l A ssociation, and  to  th e  advocacy of 
a  C. P . A. law  fo r th e  D is tric t of Colum­
bia. T he roll of C h a rte r  M em bers was 
closed as of May 1, 1922, w ith  561. The 
Society filed a b rie f w ith  th e  U nited  
S ta te  D istric t A tto rney  in  connection 
w ith  the  in junction  proceedings in itia ted  
fo r th e  purpose of securing  an  o rder p ro­
h ib itin g  the  N ational A ssociation from  is­
su in g  an y  fu r th e r  degrees. T he final de­
cision  of th e  C ourt of A ppeals of th e  D is­
t r ic t  of Colum bia, given Ju n e  4, 1923, 
su s ta in ed  th e  in junc tion  g ran ted  by th e  
Suprem e C ourt of th e  D is tric t of Colum­
b ia  p reven ting  th e  N ational A ssociation 
o f  C ertified Public A ccountan ts from  issu­
ing C. P. A. degrees. In  the  m eantim e, 
th e  efforts of The Society to  secure a 
C. P. A. law  for the  D istric t of Colum bia 
w ere successful, th e  P res iden t sign ing  th e  
law  F eb ru ary  17, 1923.
The A m erican Society w as th e  first and 
is s till th e  only national professional ac­
counting o rgan ization  w hose m em bership 
is lim ited  exclusively to  persons holding 
certificates as Certified Public  A ccount­
an ts  issued by th e  several legally  consti­
tu ted  B oards of A ccountancy. I t  has con­
tinuously  exercised its  energies in  pro­
tec tin g  th e  estab lished  C. P. A. laws 
ag a in s t adverse legislation . I t  has s tren ­
uously advocated th e  im provem ent of
C. P. A. law s fo r th e  benefit of th e  public, 
as well as for th e  client and  th e  account­
ant.
I ts  form  of o rgan ization  is broad. The 
in itia tiv e  in  nom ination  of rep resen ta ­
tives from  th e  several s ta tes  re s ts  w ith  
th e  m em bers, ind iv idually , and no t w ith  
a com m ittee. F rom  th e  nom inations th u s 
made, th e  m em bers in  each S ta te  select 
th e ir  rep resen ta tives for th e  ensuing 
year. The rep resen ta tives in  each of the 
tw elve d is tric ts  select a  m em ber, or m em ­
bers, of th e  B oard of D irectors. Odd 
num bered d is tr ic ts  elect in  odd num ­
bered years and even num bered d is tric ts  
elect in even num bered years. T his 
gives a  con tinu ity  to  th e  w ork  of th e  
Board, w hich cannot become controlled 
by any p a rticu la r section as i t  is p ro ­
vided th a t  th e  d irec to rs elected m ay not 
be elected from  th e  sam e S ta te  as those 
whose places th ey  tak e  except by u n an i­
m ous vote of all th e  rep resen ta tives of 
th a t  p a rticu la r d is tric t.
The officers are  elected by th e  directors. 
The policy of a single te rm  for th e  gen­
e ra l officers, except Secretary , has been 
followed from  th e  beginning. T he re t i r ­
ing  p residen t becomes chairm an  of the  
A dvisory Com m ittee for th e  ensu ing  year, 
w hich com m ittee is m ade u p  of p ast 
presiden ts, th u s  re ta in in g  an  active in ­
te re s t in  the  cu rren t p lans of T he So­
ciety by those  who have a t one tim e 
shared  th e  responsib ilities as w ell as the  
honors of its  h ighest office.
T he A m erican Society recognizes the 
S ta te  as th e  basis of all p rofessional de­
velopm ent. F rom  th e  beg inn ing  i t  has 
had in m ind th e  developm ent of its  By- 
Laws so th a t m em bership  in  The A m eri­
can Society would, as soon as possible, 
only be secured th rough  m em bership in 
th e  S ta te  organizations, th e  sam e as in 
th e  A m erican B ar A ssociation and th e  
A m erican M edical A ssociation.
Its  first move in  th is  d irection  w as to  
provide th a t  th e  m em ber of a  S ta te  so­
ciety m igh t be adm itted  w ithou t th e  pay­
m en t of th e  reg u la r m em bership fee of 
$10.00, a lthough  subject to  th e  annual 
dues th e  sam e as all o thers. Since th a t  
tim e T he A m erican Society has called th e  
a tten tio n  of a ll app lican ts who w ere no t 
m em bers of S ta te  societies to  th a t  p ro ­
vision  and suggested th a t w hile The So­
ciety needed th e  money, it  would be w ise 
to  w ithhold  action  on the  app lication  un­
ti l  m em bership  in  th e  S ta te  society w as 
completed. The re su lt has been a  con­
tinuously  decreasing  num ber of adm is­
sions an n u a lly  of m em bers w ho are  no t 
m em bers of a S ta te  society. F o r th ree  
years now it  has been less th a n  10%. 
T his has had  a helpful effect on m any 
S ta te  societies.
The second step w as providing an  a f­
filiated re la tio n sh ip  betw een a S ta te  so­
ciety and  The A m erican Society u nder 
w hich, w hen established, The A m erican 
Society would no t th e rea fte r  adm it m em ­
bers from  th a t  S ta te  who w ere no t m em ­
bers of th e  S ta te  society.
A no ther effort on th e  p a rt of T he A m er­
ican Society has been d irected  to  a  cam ­
paign for and on behalf of th e  estab lish ­
m ent of local g roup u n its  or chap te rs 
w ith in  a  S tate , follow ing m uch th e  sam e 
general p lan  as is to  be found in  o ther 
professions. In  th e  la s t analysis, w hile 
th e  S ta te  is th e  legal u n it of control, th e  
com m unity is th e  stra teg ic  u n it in  w hich 
group influence m ay be exercised. W hile 
th e  idea w as no t new  w ith  The Society, 
tw o  sta te s  hav ing  chap te rs p rio r to  th e  
in au g u ra tio n  of its  cam paign in  th is  di­
rection , i t  h as recognized th a t  as a  n a ­
tiona l o rgan ization  it  could be helpfu l in 
s tre ss in g  th is  p a rticu la r fea tu re .
The Society has from  th e  beg inn ing  of 
its  existence, b u t m ore p a rticu la rly  du r­
ing  th e  la s t five-year period, endeavored 
to  a ss is t S ta te  societies n o t only in  th e  
fo rm ation  of local group chap ters b u t also 
in  th e  o rgan iza tion  of S ta te  societies 
w here none existed  and in  th e  develop­
m en t of p rogram s for S ta te  societies. 
D elaw are is the  only S ta te  w here the  
Secre tary  has no t m et w ith  th e  S tate  
society and in  m any  s ta te s  he has been 
p resen t on several occasions. The p res­
en t S ecre tary  has covered no t less th a n
30,000 m iles each y ea r b u t he  h as  n o t 
gone in to  any  S ta te  w hich had a S ta te  
society except as a rrangem en ts  fo r th e  
v is it have been m ade w ith  the  S ta te  so­
ciety, often, of course, a t  h is  suggestion  
in  connection w ith  a  contem plated  ex­
tended tr ip .
These v is its  have  no t been confined to  
a single S ta te  appearance, b u t from  the 
beg inn ing  h is schedule has been a rranged  
as  fa r  as possible so as to  v is it every city  
w here th e re  w ere five or m ore certified
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public accountan ts. Roughly, th e  s itu a ­
tion  as fa r as S ta te  societies w ere con­
cerned six years ago w as th a t  one quar­
te r  of th e  s ta te s  had  never organized  
one and  one q u a rte r  of th e  s ta te s  had 
paper o rganizations, b u t in  som e cases 
no m eetings had been held fo r th ree  or 
four years. One q u a rte r  of th e  s ta te s  
had developed th e ir  ac tiv ities a long some 
one p a rticu la r line w hile th e  o ther quar­
te r  had  provided w ell-rounded p rogram s 
su itab le  for developing a p rofessional a t ­
titude . Today, only tw o sta te s  in  addi­
tion  to A laska and  H aw aii a re  w ithou t 
a  S ta te  o rganization . Some, it  is true , 
a re  num erically  w eak b u t a ll have g rea tly  
developed th e  p rofessional idea.
E a rly  in  1924 th e  M aryland A ssocia­
tion  of Certified Public A ccountants, rec­
ognizing the  fac t th a t  a p rofessional 
s ta tu s  h as  never been fu lly  a tta in ed  by 
any  group in  th e  U nited  S ta tes u n til 
som e form  of reg u la tio n  has been def­
in ite ly  provided, obtained from  the  
M aryland L eg isla tu re  th e  first regu la­
to ry  accounting  law  in  th e  U nited  S tates 
and to  th e  M aryland A ssociation should 
be given due cred it for i ts  fo resigh t. 
T his w as sh o rtly  followed by a s im ila r 
law  passed in  L ou isiana  a t  the  instance  
of th e  Society of L ou isiana  Certified 
Public A ccountants. T he L ou isiana  ac­
co un tan ts have been m ore fo rtu n a te  th an  
those in  o ther s ta te s  in  th a t  th e ir  law  
has go tten  to  th e  Suprem e C ourt of th e  
S ta te  on d ifferent occasions, in  each of 
w hich it  w as susta ined , thereby  giving 
to  the  la rg e  num ber of accoun tan ts who 
have argued, even if  they  did no t so 
believe, th a t  reg u la to ry  law s w ere un­
constitu tional, a  concrete illu s tra tio n  of 
th e  fac t th a t  a  law  of th a t  ch arac te r 
could be fram ed w hich  would m eet the  
co nstitu tiona l tes t.
In  D ecember of 1924, follow ing th e  
au th o riza tio n  of th e  an n u a l m eeting  of 
T he A m erican Society, a  Conference w as 
held a t W ashington, p artic ip a ted  in  by 
m em bers of S ta te  B oards and  officers of 
S ta te  Societies rep resen tin g  ha lf of th e  
governm ental un its . T h a t conference, 
w hile the  ind iv idual m em bers thereof 
had no d irec t au th o r ity  to  b ind  th e  
boards or societies w hich they  rep re ­
sented , placed itse lf on record, ind iv id­
ually, as favoring  a  regu la to ry  law  of 
w hat is  generally  know n as th e  two- 
class type. T he prov isions w hich received 
th e  favorab le  affirm ative vote of th e  
ind iv iduals p resen t form ed the  basis for 
th e  M ichigan law, passed by its  Legis­
la tu re  in  1925. A ltogether, ten  sta tes 
have adopted som e m ethod of reg u la tin g  
th e  p ractice  of accountancy  w ith in  th e ir  
borders.
F rom  tim e to  tim e  The A m erican So­
ciety  has recorded itse lf by votes of 
its  D irectors and  a t  an n u a l m eetings, 
as being favorab le  to  th a t type of legis­
lation . T he B oard  of D irectors a t its  
May, 1931 m eeting, d irected  th e  Secre­
ta ry  to  p repare  a  suggestive law, w hich 
has been done, follow ing in qu iries  sen t 
out to  a ll m em bers of S ta te  B oards and 
officers of S ta te  Societies in  th e  ten  
s ta tes  hav ing  som e form  of regu lation .
T he A m erican Society w as active in  
supporting  th e  U nited  S ta tes B oard of 
Tax A ppeals, w hen i t  w as fo rm u la ting  its  
ru les, in  its  decision to  adm it certified 
public accoun tan ts to  practice  before it 
on th e  sam e basis as law yers w ere ad­
m itted  to  practice.
T he C om m ittee on F edera l L eg isla­
tion  has, in  connection w ith  each ses­
sion of Congress, presented , m ore especi­
ally  w ith  reg ard  to  proposed ta x  leg is­
lation , view s of certified public account­
an ts  as g a thered  from  inqu iries sen t to  
th e  several S ta te  Societies.
The A m erican Society has m ain ta ined  
a  C om m ittee on E ducation  w hich has 
been in  close con tac t w ith  schools of 
business ad m in is tra tio n  and  o ther in ­
s titu tio n s  rep resen ted  in  th e  A m erican 
A ssociation of U n iversity  In s tru c to rs  in  
A ccounting, an d  a t  th e  p resen t tim e a 
Jo in t C om m ittee of T he A m erican So­
ciety and th e  U niversity  In s tru c to rs  is 
s tudy ing  how the  p resen t tendencies in 
accountancy p rac tice  should affect the  
various accounting  cu rricu la .
R ecognizing th e  in te re s t of business 
in  th e  genera l subject of C alendar Sim ­
plification, The A m erican Society ap­
pointed  a  com m ittee on th is  subject, 
w hich com m ittee investiga ted  th e  gen­
era l effect of a  sim plified ca lendar on 
business accounting  and s ta tis tic a l prob­
lem s and endorsed, before th e  Com m it­
tee on F o re ig n  R elations of th e  U. S. 
H ouse of R epresen tatives, a  bill looking 
tow ards an  In te rn a tio n a l Conference on 
th is  subject.
W|hen th e  decision to  hold an  In te r­
national Congress on A ccounting in  th is 
country  w as reached, T he A m erican So­
ciety  appointed  a C om m ittee on Pan- 
A m erican  re la tions, w hich d u rin g  th e  
year preced ing  th e  Congress and since 
has k ep t in  touch w ith  th e  developm ent 
of accountancy in  th e  coun tries of Cen­
tr a l  and  S outh  A m erica.
T he A m erican  Society has from  the  
beg inn ing  advocated th e  adv isab ility  of 
close cooperation  of S ta te  societies and 
chap te rs w ith  sim ila r organizations of 
bankers, c red it men, a tto rneys and o ther 
group o rgan izations w hose m em bership 
is constan tly  dealing  w ith  business or­
ganiza tions. T he Society itse lf has en­
deavored to  w ork  w ith  n a tio n a l o rgan i­
zations of th e  sam e general types.
F rom  tim e  to  tim e T he A m erican So­
ciety has stressed  th e  value of group a n ­
nouncem ents o f an  ad v e rtis in g  character, 
p resen ting  to  business in te re s ts  from  the  
standpo in t of th e  profession as a w hole
adequate  in fo rm ation  as to services 
w hich th e  certified public accountan t 
can render.
F rom  tim e  to  tim e  T he A m erican So­
ciety  has fu rn ished  to  S ta te  societies in ­
fo rm ation  concern ing  m ethods adopted 
by o ther S ta te  societies in  p rom oting  
th e ir  activ ities. T he m ost extensive as­
sis tance  rendered  w as d u ring  th e  past 
year w hen each officer of th e  several S ta te  
societies w as given fo r th e  consideration  
of th e  society, tw enty-tw o m im eographed 
pages of suggestive m ateria l, p repared  
under the  d irection  of th e  Com m ittee 
on Pub lica tion  and  Publicity , from  
w hich th e  society could use as m uch or 
as li t t le  as it  desired  in  the p repara tion  
of m onographs to  be issued by th e  S ta te  
Society or C hapter.
I ts  C om m ittee on C lassification of Ac­
countancy  Services, has rendered  valu ­
able serv ice to th e  profession in  pre­
sen tin g  for its  consideration  in  tang ib le  
form  th e  idea  w hich can be u tilized  w ith  
th e i r  c lients, e ith e r ac tua l or prospective, 
th a t th e  certified public accoun tan t can 
render a v a rie ty  of services. Too long 
th e  business public w as le ft in  ignorance 
of ju s t w h a t th e  accoun tan t could do. 
W hile a  final conclusion in  a  m a tte r  of 
th is  so r t w ill never be reached, th e  
g rea te r th e  d iscussion  by S ta te  o rgani­
zations and  local chapters, th e  g rea te r 
the  advancem ent th e  profession w ill m ake 
in  th e  several com m unities.
Q uoting from  a sum m ary  of ac tiv ities, 
recen tly  issued by a  com m ittee of The 
Society: “S ince 1926 a  com m ittee of The 
A m erican Society has been actively  as­
s is tin g  in  d iss im in a tin g  in fo rm ation  on 
and p rom oting  th e  adoption by business 
o rgan izations of th a t  fiscal year w hich 
is best su ited  to  th e ir  activ ities, to  th e  
end th a t th e ir  closings m ay come a t th e  
tim e of leas t p ressu re  or resistance  and 
reflect a  n a tu ra lly  cleaned-up condition. 
The Society believes th a t a  general adop­
tion  of The N a tu ra l F isca l Y ear would 
serve  th e  economic w elfare  of the  p a r­
ticu la r business, th e  accountant, and  th e  
Incom e Tax U nit of th e  B ureau  of In ­
te rn a l Revenue, by c rea tin g  a  b e tte r  dis­
tr ib u tio n  of w ork and avoiding th a t con­
gestion  w hich o therw ise m ust obtain , 
w ith  redound ing  benefit to  th e  general 
public.”
The Society had  been requested  by 
several S ta te  B oards to  provide a serv­
ice of exam ination  questions. A t first i t  
w as loa th  to  do th is, feeling  th a t  each 
S ta te  B oard should  assum e fu ll responsi­
b ility  in  all m a tte rs  re la tin g  to  th e  ques­
tio n  of exam inations, w hich is th e  m ethod 
th ro u g h  w hich en tran ce  to  th e  profes­
sion is obtained. H owever, tw o years 
ago a  p lan  w as agreed upon u n d er w hich 
T he A m erican Society would fu rn ish  to 
S ta te  B oards desiring  th e  service, suffi­
c ien t questions on each subject so th a t
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i t  w as necessary  fo r the  B oard to m ake a  
selection. In  general, tw ice as m any 
w ere p repared  as could be utilized. The 
B oard could use as m any or as few  as 
it  desired and  could suggest or add if th e  
questions and problem s p resen ted  did 
not seem to m eet th e  en tire  desires of 
th e  Board. The Society w ould then  p rin t 
fo r each B oard th e  questions selected so 
th a t  in  the  exam ination  the  ind iv idual 
B oard appeared as th e  sponsor of th e  
questions utilized. A t th e  sam e tim e The 
Society fu rn ished  to  th e  B oard solutions 
for th e  problem s offered bu t refused  in 
any w ay to  have an y th ing  to  do w ith  
the  m ark ing  of th e  papers, w hich m ust 
alw ays be a S ta te  B oard function . The 
B oard offered suggestive questions in  th e  
usual subjects of theory , aud iting , com­
m ercial law  and p rac tica l accounting and 
in  add ition  th e re to  a service in  th e  sub­
jec t of economics and public finance. 
U nder th e  Service, as rendered, a B oard 
was in  a position  w here i t  had  m ateria l 
sufficient to  perm it it  to  offer a  tw o an d 
a  ha lf or a  three-day exam ination  instead  
of th e  usual tw o-day exam ination . In  
fact, one B oard has adopted a th ree  and 
a  half-day exam ina tion  period.
The first S erv ice w as fu rn ished  in  May 
of 1930, used by five s ta tes  w ith  438 
candidates, of w hich num ber 70 passed, 
or approxim ately  16 per cent. The sec­
ond Service w as fu rn ish ed  in  November 
of 1930, w ith  six  s ta te s  u sing  it, having 
508 candidates, of w hich 85 passed, or a 
little  over 16 per cent. The th ird  Serv­
ice w as in  May of 1931, u tilized  by seven 
s ta tes , hav ing  507 candidates, 74 of whom 
received C. P. A. certificates, som eth ing  
over 14 per cent.
P rom  th e  beginn ing  th e  office has been 
availab le  to  m em bers v is itin g  W ashing­
to n  on e ith e r business or p leasure and 
th e  com plete tax  service, as w ell as th e  
lib ra ry , is being  u tilized  by m em bers 
every week.
Probably  th e  m ost o u ts tand ing  com­
m ittee  service over a  period of years has 
been rendered  by the  C om m ittee on A rbi­
tra tio n . T he con tac t estab lished  w ith  the 
A m erican  A rb itra tio n  A ssociation  has 
been m u tua lly  helpful as w ell as success­
ful. M any S ta te  societies have assisted  
in  securing  a rb itra tio n  law s for th e ir  
sta tes, w hich w ork has p erm itted  a  con­
ta c t w ith  legisla tive bodies w hich  w as 
no t p rim arily  in  th e  in te re s t of th e  pro­
fession, bu t ra th e r  of th e  public, but 
w hich did b rin g  to th e  a tten tio n  of the 
leg isla tu res th e  fac t th a t  certified public 
accoun tan ts had a  group consciousness 
w hich recognized a  civic responsibility .
W e began th e  year Septem ber 1, 1930, 
w ith  2,619 m em bers. F o r th e  first tim e 
since T he Society w as organized the  
losses by death , res igna tions and  drop­
outs exceeded th e  add itions fo r th e  year. 
W e closed th e  year A ugust 31, 1931 w ith
2,514 m em bers, th ree  d ifferent from  the  
close of the  year 1929.
The num ber of res igna tions and  drops 
fo r non-paym ent of dues w as th e  la rgest 
th is  past year of any in  our h isto ry , due 
to  the fact th a t  accountancy has fe lt th e  
effect of th e  general business depression 
to  a  g rea te r degree th is  year th an  it  did 
last.
I t  w ill be noted from  th e  various finan­
cial s ta tem en ts  th a t T he Society closed 
th e  y ear in  about th e  sam e condition  as 
it  began, in  sp ite  of th e  fac t th a t  a 
la rg e r num ber of requests fo r extension 
of tim e have been m ade th an  in any 
previous year.
The sp ring  m eeting  of th e  B oard of Di­
rec to rs w as the  largest, so fa r  as a tten d ­
ance is concerned, w hich T he Society has 
ever enjoyed. T he officers, d irectors, 
and rep resen ta tives have all assum ed 
th e  responsib ilities delegated to  them  in 
a m anner w hich has been helpful to  the  
progress of T he Society.
As a m a tte r  of fact, th e  records show 
a  la rg e r am ount of ass istance  rendered  
d u rin g  th e  p ast year to S ta te  societies, 
a t th e ir  request, th a n  in  any o ther year. 
D uring  th e  y ear leg islation  w as e ither 
ac tua lly  in troduced  o r in  process of in ­
troduction  in  h a lf of th e  S ta te  legisla­
tu re s  and  th is  office w as called up on fo r 
advice and  assistance, responding  to  the  
best of its  ability . No backw ard step  
w as tak en  by  any leg isla tion  enacted, al­
though  in  several s ta te s  an  opportun ity  
to  secure leg isla tion  th a t  would have 
benefited th e  profession has been lost be­
cause th e  profession  w as no t un ited  w ith  
regard  to  questions of de ta il w hich, in 
m any cases, w ere re la tive ly  u n im portan t 
w hile in  o thers th ey  w ere of basic im por­
tance.
D uring  th e  year th e  Secre tary  has cov­
ered  36,679 m iles in  h is  various tr ip s ,
T he Technical A ffairs C om m ittee of 
The A m erican Society of Certified P ub­
lic A ccountants w as s ta r te d  th ree  years 
ago w ithou t any  avowed purpose except 
possibly to  answ er questions (th u s  fa r  
m ostly  of p rocedure) propounded by 
m em bers of The Society. However, th e  
Secre tary  of The Society has inform ed 
th e  C hairm an  th a t  th e  C om m ittee has 
been expected to  choose topics of its  
own from  tim e to  tim e. Several topics 
for possible investiga tion  and  repo rt 
have been suggested bu t in  no  case has 
a  topic advanced beyond th e  exchange 
of a  few  ideas.
One sub ject has been recen tly  sug­
gested : a  critique  of corporate  repo rts  
to  stockholders. T his subject offers in-
reach ing  from  coast to coast and  from  
C anada to  th e  Gulf.
The repo rts  of th e  several com m ittees, 
appearing  elsew here in  T H E  C E R T IFIE D  
PUBLIC ACCOUNTANT, carry  th e  de­
ta ils  of th e  w ork of th e  several lines of 
ac tiv ity  in  w hich  The A m erican Society 
has been engaged d u rin g  th e  p ast year.
In  closing we reg re tfu lly  rep o rt the  
death  of th e  follow ing m em bers du ring  
the  p ast year. Once again  th e  official 
ran k s  w ere en tered  w ith  th e  passing  of 
Conrad Sauer, Jr ., D irector of th e  Sev­
en th  D is tric t a t th e  tim e of h is decease:
John  J. A hrendtsen, P h ilipp ine Islands.
A. F. B aum an, H aw aii.
E rn est C layton, Georgia.
C harles E dm und F reem an, Ind iana .
H erm an  G erdau, Pennsy lvan ia .
Conda J. H am , Oregon.
E rn es t D enison H ilton , Illinois.
H a rry  W. H irschhorn , New York.
A rth u r  W. K enw orthy, New York.
W. C. K irby, Illinois.
J . F red  Lynn, Illinois.
R. S. McIver, South  C arolina.
C harles W. P erry , New York.
Jam es P. R obertson, W ashington.
Conrad Sauer, Jr ., A labam a.
P h ilan d er Sm ith, C alifornia.
N ettie  A. T ra il, D is tric t of Columbia.
W illiam  Giles Tyson, Georgia.
A lbert Farw ell Voke, V irginia.
A rchibald  H. W han, New York City.
E lm er B. Yale, New Jersey .
The Secre tary  acknow ledges, w i t h  
th an k s , th e  h ea rty  suppo rt given by 
m em bers to  th e  p lans of th e  officers. 
G roup effort has resu lted  in  a  n e t ad­
vance d u ring  th e  year.
R espectfu lly  subm itted ,
D. W. SPR IN G ER
te re s tin g  possib ilities fo r research  work, 
and w hile a  broad survey would be ou t­
side the  ac tiv ities  of an  o rd inary  com­
m ittee, undoubted ly  suggestions as to  
th e  m inim um  requ irem en ts fo r corporate 
rep o rts  can and  should be made. Some 
of th e  a rgum en ts for it  seem to  be:
(1) A ccountants a re  well qualified to 
com m ent on corporate  reports since finan­
cial sta tem en ts a re  th e  principal fea tu re  
of such reports.
(2) The p resen t depression has em ­
phasized to  corpora te  m anagem ent th e  
necessity  of rep o rtin g  opera ting  and 
financial d a ta  m ore frank ly , w ithou t th e  
bullish , overconfident stuffing of several 
years ago. I f  a  tendency ex is ts  in  th e  
d irection  of g re a te r frankness, account­
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a n ts  m igh t profitably review  th e  whole 
repo rt procedure, looking fo rw ard  to  the 
influence i t  would have on th e  s tan d ard ­
ization  and significance of th e ir  own 
practices.
(3) No a ttem p t has previously been 
m ade, so fa r  as is know n, to  determ ine 
th e  c r ite r ia  fo r co rporate  reports, and  to 
review  repo rts  in  th e  lig h t of such 
crite ria .
(4) C rite ria  of a  comm on-sense char­
ac te r and  specific critic ism s should be 
provocative to  co rpora te  officials who 
h ith e rto  have been ig no ran t of rep o rt re ­
qu irem ents or unw illing  to  divulge in fo r­
m ation  essen tia l to th e  investor.
W ith  ce rta in  a rb itra r ily  chosen s tan d ­
ard s as a  s ta r te r , th e  C om m ittee m ight 
proceed to  seek c ritic ism s of them , la te r  
to adopt ten ta tiv e ly  a  se t of stan d ard s 
fo r financial sta tem en ts  and  fo r  a  rep o rt 
b ring ing  out specific in stances of how 
th e se  s tan d a rd s  m atch  up w ith  co rpora te  
practices. T h erea fte r th e  rep o rt should 
be subm itted  to  accoun tan ts and th e  pub-
The C hairm an  of your Com m ittee 
w ishes to  rep o rt th a t, follow ing h is cus­
tom of la s t year, he aga in  addressed h im ­
self to  a group of rep resen ta tive  South  
A m erican accoun tan ts w ho had agreed 
previously  to serve as correspondents for 
T he A m erican  Society. These corre­
spondents w ere requested  to  repo rt any 
progress th a t  had  been m ade by th e  pub­
lic accoun ting  profession  in  th e ir  respec­
tive  countries.
T he responses to  the  le tte rs  th u s  fa r 
have been neglig ib le w hich leads your 
C om m ittee to  assum e th a t n o th ing  of note 
h as  tran sp ired  in  th e  South  A m erican 
coun tries affecting th e  accounting  profes­
sion.
The C om m ittee has a  le tte r  from  Mr. 
Ju a n  Jose Zelaya, of M anagua, Republic 
of N icaragua, in  w hich Mr. Zelaya ind i­
ca tes th a t  they  w ere endeavoring to  or­
ganize th e ir  Society along m ore sub­
s ta n tia l lines and th a t they  had alm ost 
succeeded when, on th e  31st of March, 
1931, M anagua w as p rac tica lly  destroyed 
by an  ea rth q u ak e  and  developm ents of 
every descrip tion  ceased. Mr. Zelaya did 
no t describe w hat th e  p lans for a  b e tte r 
o rgan iza tion  w ere.
F rom  Colom bia your Com m ittee has a 
le tte r  from  Mr. R egulo Dominguez, of the  
Society of A ccountants of Colombia. He 
reports  as follows:
F irs t, th a t a law  w as p resen ted  before 
th e  Congress of Colombia provid ing  for 
th e  crea tion  of th e  official ti tle  of “certi­
fied public accoun tan t,” b u t th a t th is
lic genera lly  as a  p re lim inary  study. 
A nother year m igh t th e n  be employed 
fo r receiv ing  and  d igesting  com m ents 
and p rep a rin g  a  final report, if any th en  
seem s feasible.
Your C om m ittee believes th a t any ques­
tion  of p rocedure needs th e  careful con­
s idera tion  of th e  profession as a  whole— 
in th is  case business executives as w ell; 
an  answ er w hich reflects the  view point 
of bu t one ind iv idual w ill probably find 
sm all acceptance. L ately  th e  p residen t 
of th e  New Y ork Stock E xchange has 
expressed h im self as favoring  uniform  
corpora te  rep o rts  and  it  is to be hoped 
th a t  specific S u g g e s t io n s  from  the  Ex­
change can be obtained. V arious finan­
cial au th o ritie s  can doubtless be p re ­
vailed upon also to  com m ent on th e  stan d ­
ard s w hich your com m ittee finds itse lf 
selecting.
R espectfully  subm itted ,
H i r a m  T. S c o v i l l ,
W i l l i a m  H . B e l l ,
E. L. K o h l e r ,  C h a irm a n .
law  w as not b rough t to  th e  poin t of d is­
cussion.
Second, th a t  th e  accountan ts feel th a t 
th e  la te r  sessions of Congress th is  year 
w ill busy them selves w ith  the  passage of 
th e  law.
T hird , th a t  th e  law  proposed provides 
th a t  th e  Society of Colom bian A ccount­
a n ts  be given an  official ch arac te r w hich 
w ould serve in  th e  capacity  of an  ad­
v isory  g roup  fo r various governm ental 
in s titu tio n s.
Mr. D om inguez fu r th e r  repo rts th a t 
m ore and m ore official recognition  is be­
ing  given to  th e  ac tiv ities of the Colom­
b ian  Society. B oth foreign bankers and 
the  local governm ental agencies a re  em­
ploying th e  services of m em bers of the  
Society. C onsiderable of th is  w ork has 
been done for various governm ental de­
p artm en ts  and fo r m unicipalities.
Your C hairm an  g ra te fu lly  acknow l­
edges th e  ou ts tan d in g  in te re s t of one of 
i ts  m em bers, Wm. P. F ield, C. P. A., 
of H avana, Cuba. Mr. F ield has the  
follow ing to  say reg a rd in g  developm ents 
in Cuba:
F irs t, th a t th e  en tire  m a tte r of p re­
p aring  m en for th e  public accounting 
profession is th e  w ork of th e  Superior 
School of Comm erce of H avana and th a t 
the  certificates of certified public account­
a n ts  a re  issued to  th e  g raduates of th is 
school a fte r  th ey  have passed p repara­
to ry  exam inations on a  ra th e r  extensive 
and in tensive course in business and in 
accountancy.
Second, th a t  no  certificates have yet 
been issued because th e  U n iversity  of 
H avana has been tem porarily  closed be­
cause of th e  political tu rm o il in  Cuba.
T hird , th a t  n ineteen  studen ts have 
a lready  passed th e  exam inations for th ree  
y ea rs’ of w ork an d  th a t  as soon as th e  
U n iversity  reopens and  these studen ts  
m ay com plete th e ir  w ork and  gain  th e ir  
certificates, th is  g roup w ill doubtless form  
som e so rt of an  association  s im ila r to  th e  
S ta te  Societies in  th e  U nited  S tates.
Mr. F ie ld  fu r th e r  s ta te s  th a t  when 
these  certificates a re  issued, it  w ill be 
p roper fo r The A m erican Society to  con­
sider w hat fo rm  of recognition  should be 
given to  a  C uban Society. I w ish to 
quote the  follow ing p arag rap h  from  Mr. 
F ie ld ’s le tte r  of A ugust 31, 1931:
“One of th e  difficulties w ill be th a t  th e  
g ra n tin g  of th e  C. P. A. certificates in  
Cuba does no t requ ire  previous public 
accoun ting  experience. Mr. L atour, how­
ever, is of th e  opinion th a t  th e  course of 
stud ies requ ired  by th e  Superio r School 
here  is h ig h e r th a n  th a t  required  in  th e  
s ta tes  in  g ra n tin g  th e ir  C. P. A. certifi­
cates. T h is claim  on th e  p a r t of Mr. 
L a tou r undoubtedly  has some foundation , 
a lthough  I would not care to  accept i t  
w ithou t a  m ore tho rough  exam ination . 
As a m a tte r  of fact, I believe th a t  only 
three, perhaps four, of the  n ineteen  s tu ­
dents to  finish th e  course have had ex­
perience in  th e  offices of public account­
a n ts  here .”
In  th e  above quo ta tion  Mr. F ield  re fe rs 
to  Mr. J . L atour, who is P rofessor of Ac­
coun ting  a t  th e  Superior School of Com­
m erce, U n iversity  of H avana, and  who 
prepared  a paper en titled , “E ducation  for 
th e  P ro fession  of A ccounting in  Cuba” 
for th e  In te rn a tio n a l Congress on Ac­
coun ting  held  in  New Y ork in  1929. The 
m em bers o f  T he A m erican Society a re  
re fe rred  to  th is  paper of P rofessor L atour 
fo r in fo rm ation  reg ard in g  th e  education 
of accoun tan ts in  Cuba.
Mr. L a to u r also w rote Mr. F ie ld  on 
A ugust 3 as follow s:
“We have not been successful in pass­
ing  th e  necessary  leg isla tion  to  ra tify  by 
Law th e  c rea tio n  of th e  E scuela Superior 
de Com ercio and also  to  ra tify  th e  Ac­
coun tan t as g raduated  from  our School. 
We have all so rts  of prom ises, bu t no th ­
ing  has crystalized  so far. T here are  
also under study  tw o different p lans of 
reo rgan iza tion  w hich p rac tica lly  do not 
b rin g  an y  changes in  th e  cu rricu lum  of 
th e  E scuela Superior de Comercio, a l­
though  th e  num ber of years of a ttendance  
is increased  to  four instead  of th ree  as 
provided fo r a t  th e  p resen t tim e.
“The to ta l num ber of studen ts  now en­
rolled is 125, an d  in  add ition  19 studen ts  
finished th e ir  stud ies com pletely in  June ,
1930, none having, however, m ade as yet
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th e  final exam inations due to  th e  closure 
of th e  U niversity  to  w hich th e  E scuela 
Superio r de Comercio is  incorporated . 
You know  th a t since the  sum m er of 1930 
th e  U n iversity  has been closed, and, of 
course, we have been inactive.
“I would like very  m uch to  deal w ith  
th e  subject of m u tua l recognition  betw een 
A m erican C. P. A’s and  Cuban A ccount­
an ts , b u t I am  afra id  th a t th is  consti­
tu te s  a  very  h a rd  subject on w hich  to 
give an  opinion as th e  advantages th is  
w ould b rin g  us a re  a  sub ject w hich 
would have to  be considered by the  fu tu re  
A ssociation of Cuban A ccountants. I am  
not a fra id  to  say  th a t  recognizing us as 
p rofessional colleagues would be advant-
Your C om m ittee on S ta te  O rganizations 
has endeavored, by m eans of question­
na ires  m ailed  to  officers of the  various 
S ta te  Societies, to  ob ta in  in fo rm ation  
w hich m igh t enable  us to  determ ine, to 
a  c e rta in  extent, in  w hich s ta te s  th e  local 
societies a re  m ost successful and  useful 
in  con trib u tin g  to  th e  w elfare  of th e ir  
m em bers and th e  prom otion of profes­
sional accounting  and w hat a re  th e  fac­
to rs  w hich con tribu te  to  such success, 
and  to  determ ine w hich  S ta te  Societies 
a re  less successful and  to  prepare  in ­
fo rm ation  w hich  m ay be used by the  
w eaker s ta te s  in  s tren g th en in g  th e ir  local 
societies.
Of course no survey is requ ired  to  con­
vince an y  one th a t  a  S ta te  w ith  a  large 
num ber of Certified Public A ccountants 
is in  position  to  successfully undertake  
som e projects th a t could no t be inaug­
u ra ted  by s ta te s  hav ing  a sm all num ber. 
T he su rp ris in g  fac t disclosed by our ques­
tio n n a ire  is th a t  th e  success of th e  local 
society  is n o t necessarily  dependent upon 
size. Some of th e  sm all societies are 
able to  c a rry  o u t p ro jects w hich, req u ir­
ing  unusual w ork and en thusiasm  on th e  
p a r t of officers and  com m ittees, a re  of 
m ore consequence th a n  m any  of th e  m ore 
p re ten tio u s p ro jects req u irin g  g rea te r 
o u tlay  of funds accom plished by some of 
th e  la rg e r societies. One of th e  w eakest 
s ta te s  in  po in t of num bers rep o rts  ex­
ceptional ac tiv ity  and  accom plishm ents 
w orthy  of a  m uch  la rg e r organization .
Some of th e  ac tiv ities  of th e  various 
S ta te  Societies w hich  have  been of spe­
cial benefit to  th e  profession or have 
c reated  special in te re s t on th e  p a r t of 
th e ir  m em bers have been as follow s:
W orking  fo r th e  enac tm en t of sa tisfac­
to ry  reg u la to ry  legislation ,
C om bating adverse leg isla tion ,
A ctiv ities of com m ittees, such as Ad­
m ission, E th ics, B udget and  F inance, Lec­
tu re s  and E n te rta in m en ts , V iolations of
ageous to  both  sides and  a  g rea t honor 
to  us.”
T he C hairm an  of your C om m ittee of­
fers th e  suggestion  th a t th e  w ork of th is  
C om m ittee be continued  next year, th a t  
correspondents th u s  fa r  selected in  South 
A m erica be continued, and th a t  these be 
ag a in  urged from  tim e to  tim e  to  w rite  
your C om m ittee about developm ents in  
th e ir  respective countries.
R espectfully  subm itted ,
C o m m it t e e  o n  P a n -A m e r ic a n  R e l a t io n s , 
C h a r l e s  F .  R it t e n h o u s e , 
C h r i s t i a n  D jo r u p ,
T h o m a s  R . L il l ,
W m . P. F i e l d ,
W . B. C a s t e n h o l z ,  C h a irm a n .
th e  C. P. A. Law, Co-operation w ith  
B ankers an d  o ther C redit G ran tors, P rac ­
tic e  P rocedure, Publications, etc., 
Pub lica tion  of bu lle tin s on  accounting 
and o ther tim ely  subjects, e i t h e r  period­
ica lly  o r a t ir reg u la r in tervals,
D is tribu tion  of bu lle tins or pam phlets 
am ong bankers and  th e  business public 
ca lling  th e ir  a tten tio n  to  the  services 
perform ed by m em bers of th e  society, 
E levation  of s tan d ard s  fo r adm ission 
to  practice,
E stab lishm en t of a  fund to  be used for 
research  by the  S ta te  U niversity , 
C onducting cam paign to  ra ise  the  
s tan d a rd s  of p rofessional conduct,
F o ste rin g  “n a tu ra l business y ea r” 
m ovem ent,
Securing  com m ercial a rb itra tio n  legis­
la tio n  and leg isla tion  to  im prove th e  
qualifications of S ta te  B oard personnel.
In  one S ta te  a  com m ittee w as estab ­
lished for th e  purpose of study ing  B uild­
ing  and Loan A ccounting. T his com m it­
tee  p repared  a  model a u d it p rogram  for 
th e  au d it of bu ild ing  and  loan associa­
tio n s w hich w as subm itted  to  and ap­
proved by th e  B ureau  of B uild ing  and 
Loan A ssociations of th e  S ta te  B anking  
D epartm en t and th en  published in 
pam phlet form .
One S ta te  Society w as invited , in  June,
1930, by counsel of th e  Jo in t L egislative 
Com m ission of S ta te  A udit and F inance 
to  study  th e  financial and accounting 
system  of its  S ta te  w ith  a  view  of m ak­
in g  such recom m endations as would re­
s u l t  in  a  m ore cen tralized  and  effective 
system . As a  re su lt of th e  w ork of a 
special com m ittee  of th e  society ap­
pointed  fo r th e  purpose, a  rep o rt w as sub­
m itted  to  th e  Com m ission w hich w as di­
rec tly  responsib le fo r a  num ber of pro­
v isions enacted  in to  th e  law s by the  leg­
is la tu re  of 1931, c rea tin g  an  im proved 
system  of cen tralized  accounting  and 
budgeting  fo r th e  S tate , and providing
fo r exam ination  of th e  books and  records 
of th e  S ta te  by independent Certified 
Public A ccountants.
Two societies, th ro u g h  Com m ittees, as­
sisted  th e ir  S ta te  T ax Com m issions in  
re w ritin g  th e  S ta te  T ax Laws.
One society has a  C om m ittee on Co­
opera tion  w ith  B ankers w hich, m eeting  
w ith  a  com m ittee of th e  local b ranch  of 
th e  R obert M orris A ssociates, is ou tlin ­
ing  a  p lan  of procedure for g e ttin g  m ore 
un ifo rm ity  and  c la r ity  in  rep o rts  sub­
m itted  to  bankers for cred it, th e  Com m it­
tee  also  hearin g  ban k ers’ critic ism s of 
ind iv idual accountan ts and th e ir  reports.
The difficulty m ost frequently  encount­
ered  by th e  S ta te  societies is lack of in ­
te re s t on th e  p a r t  of m em bers and  diffi­
cu lty  in  g e ttin g  sa tisfac to ry  a ttendance  
a t m eetings. T his com m ittee endeav­
ored. to  a scerta in  th e  re la tionsh ip  be­
tw een frequency of m eetings and  m em ­
b ers’ en thusiasm . Ju d g in g  from  th e  re­
plies received, th e re  is  very  little  re la­
tionsh ip . T he frequency of open m eet­
ings in  s ta tes  rep o rtin g  th e  least diffi­
cu lties ran g es from  one per y ear to 
m onth ly  m eetings. However, a ll s ta te s  
in  th is  classification rep o rt frequen t 
m eetings of th e ir  d irec to rs or tru stees , 
one very  active S ta te  repo rting  th a t the 
m onth ly  m eetings of d irec to rs require, as 
a  ru le, an  en tire  afternoon.
 T he types of m eetings m ost advisable 
v a ry  w ith  local conditions. T he re su lts  
reported  a re  a lm ost unanim ously  in  
favo r of ou tside speakers upon subjects 
of in te re s t to  business men, a lthough  one 
S ta te  rep o rts  th a t  open forum s on v a r i­
ous questions encountered  in  public p rac­
tice  have been very  sa tisfac to ry . W e are  
advised from  one S ta te  rep o rtin g  excel­
len t a ttendance  and in te re s t a t  m eetings 
th a t  th e  m em bers a t th e  m onth ly  m eet­
ings a re  a lw ays in te rested  in  d iscussing 
m a tte rs  re la tin g  to  accountancy practice  
p rocedure and  th a t  th e  speakers ta lk in g  
on general subjects have to  be very  good 
to  hold a tten tio n . T alks e lic itin g  p a r­
ticu la r ly  favorab le  com m ent w ere one by 
a  S ta te  officer in  charge  of th e  B ureau 
of S ecurities an d  an o th e r by an  officer 
of a  stock exchange, both being th o r­
oughly fam ilia r  w ith  accoun tan ts’ re ­
ports, financial s ta tem en ts, etc., and  yet 
ab le  to  observe th e  sam e from  an  out­
side  view point.
D iscussions follow ing form al ta lk s  and 
answ ering  by speakers of questions pu t 
to  them  by m em bers appear alw ays to 
c rea te  add itional in te rest.
Some s ta te s  hold jo in t m eetings w ith  
neighboring  s ta te s  and  in  all such cases 
th e  re su lts  appear to  be very  sa tisfac­
tory .
One S ta te  rep o rts  good re su lts  from  
th e  em ploym ent of high-cl ass m usical 
and  o ther en te r ta in m en t a t  m eetings.
In  our questionnaire  we asked fo r sug­
gestions as to  w ays in  w hich  T he Amer-
REPORT OF COMMITTEE ON STATE 
ORGANIZATIONS
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 295
ican  Society can be of assistance  to  th e  
local societies. T he follow ing w ere of­
fered  :
“I t  is believed th a t  if  T he A m erican 
Society could successfully  ca rry  ou t its  
p lan  of o rgan izing  each S ta te  society as 
a  p a r t of T he A m erican Society, re ­
new ed en thusiasm  w ould re su lt.”
“I believe th a t  a  d irecto ry  show ing the  
p rac tic ing  accoun tan ts in  th e  various 
s ta te s  w ith  in fo rm ation  as to  th e  sta tes 
in  w hich th ey  a re  certified and  th e ir  so­
c iety  affiliations w ould be valuab le  to 
every  S ta te  o rgan iza tion .”
“Suggest T he A m erican Society a ss is t 
local societies in  p rep a rin g  program s for 
m on th ly  m eetings; som eth ing  s im ila r to 
w hat N ational A ssociation of Cost Ac­
co u n tan ts  is doing.”
C om m endation w as also received for 
assistance  a lready  rendered  in  connec­
tio n  w ith  legislation , exam ination  ques­
tio n s , suggested copy fo r bu lle tin s and 
in  o ther ways.
A suggestion  w as offered fo r the  S ta te  
societies w hich w ould requ ire  coopera­
tio n  w ith  T he A m erican  Society, th a t 
“one of th e  th in g s  needed m ost by th e  
accounting  profession a t  th is  tim e is m a­
te r ia l s im ila r to  th e  ‘C lassification of Ac­
coun tancy  Services.’ I  do no t favor w hat 
m igh t be term ed  s tan d a rd s  fo r every-
In  response to  a  le tte r  of in qu iry  sen t 
o u t on A ugust 7, 1931, th irty -tw o  sta tes, 
one te r r ito ry  and th e  D is tric t of Colum­
b ia  reported  on accountancy leg isla tion  
in troduced, w ho sponsored it, law s affect­
ing  accountancy  ac tua lly  passed and the  
a tt itu d e  of p rac tic in g  accoun tan ts tow ard 
reg u la to ry  legislation .
L egisla tion  of various k in d s affecting 
accountancy w as passed in  th e  follow ing 
s ta te s :
In  C alifo rn ia  th e  an n u a l reg is tra tio n  
fee w as changed from  $1.00 to  $5.00 and 
a  law  req u irin g  corporations to  annually  
subm it a  financial sta tem en t to  stock­
ho lders w as passed.
In  F lo rid a  th e  1931 law  streng thened  
the  1927 Act w hich had been found fau lty  
a t  several places.
In  Iow a a  law  w as passed req u irin g  an 
an n u a l a u d it of th e  B oard of E ducation  
and th e  B oard of C ontrol, th e  accountan ts 
to  be chosen by  th e  E xecutive Council 
and th e  rep o rt to  be filed w ith  th e  S tate  
B oard of A udit.
In  New Jersey  a  law  w as passed re ­
q u iring  an  au d it of th e  S ta te  of New Je r ­
sey.
In  O klahom a th e  1931 law  gives the  
S ta te  a  p rofessional A ccountancy Board
th in g  b u t I  do believe as professional ac­
co un tan ts  we should, a t  lea s t betw een our­
selves, und e rs tan d  exactly  w hat we m ean 
by th e  various th in g s we say  and  have 
a  type of s tan d a rd  fo r th e  subjects to  
w hich th ey  m ig h t apply.”
T h is rep o rt has been prepared  w ith  
th e  th o u g h t in  m ind th a t  each S ta te  So­
ciety, and  p a rticu la rly  those whose m em ­
bers do not feel th a t th e ir  efforts are  as 
successful as they  should be, m ay learn  
w hat o ther societies a re  accom plishing 
and m ay profit accordingly.
Your com m ittee, in  passing  on these 
suggestions, realizes th a t  a  good p lan  for 
one society m ay no t w ork equally  well in 
an o ther S tate.
R espectfu lly  subm itted ,
C o m m it t e e  o n  S t a t e  Or g a n iz a t io n s ,
A. L e e  R a w l i n g s ,
H o m er  L . M il l e r ,
M . T . P o w e r s ,
J. R. N e l s o n ,
L . C . L i n c k ,
M . C e r f ,
W. W. C o l le d g e ,
P a u l  S tr o u t ,
F red  L . M a i n ,
J. A. B o u l a y ,
R ic h a r d  M . M il l e t t ,
W. H . V a n  T i f f l i n ,  C h a irm a n .
and elim inates th e  various k inds of cer­
tifica tes provided in  th e  old law  except 
th e  certifica tes issued to  Certified Public 
A ccountants.
In  South  D akota  th e  1931 law  provides 
a p rofessional A ccountancy Board, re ta in ­
ing  one S ta te  official thereon .
In  V erm ont a  tw o-year p re lim inary  ex­
perience requ irem en t w as added to  th e  
orig inal law  and  th e  com plexion of th e  
B oard changed so th a t  h e rea fte r  th e re  
w ill be one S ta te  official and tw o C erti­
fied Public A ccountants.
In  W est V irg in ia  a new  S ta te  code w as 
adopted by th e  L egisla ture , in  w hich  th e  
a tto rn ey  m em ber o f th e  B oard of E x­
am iners fo r the  E xam ination  of Ac­
coun tan ts of W est V irg in ia  w as dropped 
and th e  B oard  w ill th e re a fte r  consist of 
th ree  Certified Public A ccountants and  
th e  t i tle  of th e  B oard w as changed to  
W est V irg in ia  B oard of Certified Public 
A ccountants.
L egislation  w as sponsored by S ta te  So­
cieties a s  follow s: In  M innesota, N orth  
C arolina, Ohio and  W isconsin regu la to ry  
law s w ere in troduced  by th e  Society, th e  
one in  N orth  C aro lina being an  am end­
m ent to  its  p resen t regu la to ry  law. A t 
th e  sam e tim e  w aiver leg isla tion  w as
sponsored by public accoun tan ts in  th e  
sam e s ta te s  w ith  th e  re su lt th a t  none 
of th e  bills received favorab le  com m it­
tee  reports.
In  New Mexico and Texas regu la to ry  
m easures w ere in troduced  b u t no  special 
effort w as m ade in  th e ir  behalf.
W ashington  had  prepared  a  reg u la to ry  
law  b u t decided n o t to  have i t  in troduced.
In d ian a  presen ted  a bill fo r th e  a u d it 
of banks by Certified Public A ccountan ts 
bu t w as no t successful in  secu ring  i ts  
passage.
The New H am psh ire  Society in troduced  
a  bill la rgely  designed to  p rocure a  p ro ­
fessional B oard. I t  w as passed by th e  
Senate  b u t th e  H ouse Ju d ic ia ry  C om m it­
tee recom m ended th a t  i t  be held  over 
u n til th e  nex t leg islative session.
In  th e  s ta te s  of A rizona, A rkansas, 
C alifornia, Ind iana , K ansas, M issouri, 
M ontana, New York, Tennessee, V ir­
g in ia  an d  W ash ing ton  bills sponsored by 
o ther groups, in  nearly  all cases includ­
ing  prov isions for a  w aiver reopening, 
w ere in troduced  b u t a ll w ere defeated.
A sum m ary  of th e  rep lies from  S ta te  
R epresen ta tives w ith  reg ard  to  th e  s i t­
ua tion  in  th e ir  respective s ta te s  is as 
follow s:
A la b a m a —P resen t law  is  sa tisfac to ry . 
Both C. P. A’s and  public acco u n tan ts  
a re  opposed to  a regu la to ry  law.
A r k a n s a s —C. P. A. Society p lans to  
subm it a regu la to ry  law  in  1933.
C o n n e c tic u t—No steps tak en  to w ard  
regu la to ry  legislation .
D e la w a r e —Very little  ac tiv ity  am ong  
accoun tan ts in  th e  S tate.
D is t r i c t  o f  C o lu m b ia —P resen t law  reg ­
ula tes only  C. P. A’s. A reg u la to ry  law  
would probably be favored b u t no t like ly  
to  be presen ted .
I l l in o is —May w ork out som eth ing  fo r  
nex t leg isla tu re .
L o u is ia n a —T he regu la to ry  law  w hich  
was passed in  1924 is  very sa tisfac to ry . I t  
has been su s ta in ed  by th e  Suprem e C o u rt 
on th re e  occasions, th e  la s t tim e  th is  
year. Public accoun tan ts a re  cooperat­
ing  and  ta k in g  th e  C. P. A. exam inations.
M a r y la n d —T he reg u la to ry  law  is  sa tis ­
factory .
M a s sa c h u s e tts—No ac tiv ity  in  re g a rd  
to  legislation .
M ic h ig a n —T he reg u la to ry  law  is  sa tis ­
factory. Public accoun tan ts uphold th e  
e th ics of th e  C. P. A’s.
N e w  J e r s e y —A ccountants favo r o n e  
type law. No change planned.
N o r th  D a k o ta —F avor reg u la to ry  law . 
B ill p repared  bu t n o t subm itted  to  legis­
la tu re .
P e n n s y lv a n ia —P resen t law  sa tisfac­
to ry . No change contem plated.
S o u th  C a ro lin a —Sentim en t divided in  
reg ard  to  types of law. T here  is m uch  
fric tion  am ong accoun tan ts and  a reg ­
u la to ry  law  is needed.
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U ta h —T here is a law req u irin g  C. P. 
A’s to  be licensed by the  S ta te  bu t i t  is 
n o t enforced.
V ir g in ia —R egulatory  law  passed in  
1928 is very  sa tisfac to ry . Public ac­
coun tan ts favo r oral or special exam ina­
tio n s  b u t have been unsuccessful in  
secu rin g  passage of am endm ents.
H a w a ii—T here  is  no organized group 
of accountan ts in  H onolulu. Public ac­
coun tan ts, Bookkeepers and  R evenue 
A gents tr ie d  to  get a  w aiver law  th ro u g h  
in  1929 b u t w ere unsuccessful.
SPE C IA L  REM ARKS
A r iz o n a —A bill w as p resen ted  by pub­
lic accoun tan ts  w ho a re  unable to  pass 
th e  C. P . A. exam inations fo r reopening  
of w aiver w hich w ould have included 
ab o u t 300 m en m ostly  U n iversity  G rad­
ua tes  an d  m en from  G overnm ent hos­
p ita ls . T h is w as defeated  by C. P. A’s 
and  th e  S ta te  B oard. S ta te  Society is 
p rep a rin g  fo r constructive  leg isla tion  
n ex t year. C. P . A’s favor tw o types of 
certifica tes of a  regu la to ry  natu re .
C a lifo rn ia —A new  law  on corporations 
w hich  affects accountancy  w as passed. 
D irec to rs of a  co rporation  m ust send to  
stockho lders not la te r  th a n  120 days a fte r  
close of ca lendar or fiscal year a balance 
sheet a t  such closing d a te  and opera ting  
s ta tem en t signed by a n  officer o r a  pub­
lic  accountant, unless such  be dispensed 
w ith  in  the  by-laws.
In d ia n a —S ta te  Society p resen ted  bill 
p rov id ing  for a u d its  of banks by C. P. A’s 
ins tead  of B ank E x am in ers  fo r B ank 
C om m issioners. B ill passed th e  Senate 
b u t w as k illed  in  th e  House. T he P u b ­
lic A ccountants A ssociation of Am erica, 
headed by F red  E llio tt, p resen ted  a  bill 
to  license public accountan ts and C. P. A’s 
and provide fo r a B oard, bu t a f te r  a  
ce rta in  period would e lim ina te  th e  B oard 
and  re-open w aiver clause. T h is  bill w as 
killed in  C om m ittee by In d ian a  Asso­
c ia tion  of C. P. A’s. S ta te  favors a reg ­
u la to ry  law  and  expects to  p resen t such 
a t  nex t leg islature .
Io w a —A m endm ents to  a ss is t in  ad ­
m in is tra tio n  of regu la to ry  law  consid­
ered by A ssociation, b u t w ere not sub­
m itted  to  L eg isla tu re  th ro u g h  fear of 
possible add itiona l am endm ents th a t  
m igh t be proposed if  th e  m a tte r  of ac­
countancy leg isla tion  w as reopened a t 
th a t  tim e.
T h rough  an  a ttack  on th e  business 
policies, or lack thereof, of th e  S tate  
U n iversity  by a  new spaper and th e  sub­
sequent legisla tive investiga tion , the  
L eg isla tu re  passed a  law  req u irin g  an 
au d it o f the “books and all receip ts and 
expend itu res” of th e  B oard of E ducation  
and  B oard of Control. Twenty-one in s ti tu ­
tio n s  a re  under the  contro l of these 
boards.
M in n e s o ta  — A regu la to ry  law  w as 
d raw n  up and presen ted  to  th e  L egisla­
tu re . A few public accoun tan ts opposed 
th e  bill re la tiv e  to th e  B oard being m ade 
up of C. P. A’s e n tire ly ; p riva te ly  em ­
ployed accountan ts objected to  no t being 
able to  p rac tice  p a r t tim e. An Illino is 
type  bill w as p resen ted  w hereby S ta te  
would license public p rac titioners . F our 
bills in  a ll w ere in troduced, tw o w ere 
w ithd raw n  leaving th e  regu la to ry  and 
Illino is type fo r consideration . B oth bills 
w ere defeated  because accoun tan ts could 
not agree. P rep a ra tio n  is being m ade for 
enac tm en t of a  new law  a t  the  nex t ses­
sion of th e  L egisla tu re .
P e n n s y lv a n ia  a n d  M a s sa c h u s e tts— In 
th e  s ta tes  of P ennsy lvan ia  and M assa­
chusetts  bills w ere in troduced  by th e  
S ta te  B ar associations for th e  purpose 
of m ore clearly  defining th e  practice of
Soon a fte r  its  appoin tm ent, th e  Com­
m ittee  w rote to  a ll of th e  S ta te  societies 
and chap te rs a sk in g  them  to  fu rn ish  
copies of bu lle tin s or o ther publicity  m a­
te r ia l issued by th e ir  o rgan iza tion  on th is  
subject. T hey w ere also  asked to advise 
w hether th e ir  society o r ch ap te r had  ap­
pointed  a  com m ittee on n a tu ra l fiscal 
year.
R eplies w ere received from  fifteen such 
S ta te  societies: seven reported  th a t  they  
had  such a  com m ittee; th ree  reported  
th ey  had  issued bu lle tin s on th e  subject, 
bu t in  tw o cases they  had  been issued 
m ore th a n  tw o yea rs  ago; one reported  
it  had  sen t a  rep resen ta tive  to  m ake a 
speech on th e  sub jec t before th e  ban k ers’ 
association  of th e  S ta te ; one o ther so­
ciety reported  th a t  i t  had  had  one of its  
rep resen ta tives m ake ta lk s  over th e  rad io  
on the  subject. T his society also re ­
ported th a t  in  p rep ara tio n  for th is  broad­
cast, notices w ere sen t to  bankers, busi­
ness firms, c lea ring  houses, etc., several 
days before th e  date set fo r th e  broad­
cast.
Suggestions w ere received from  some 
of these  societies th a t  bu lle tin s should 
be p repared  on th e  sub ject w hich  could 
be fu rn ished  to  th e  various S ta te  so­
cieties fo r th e ir  use. O ther suggestions 
m ade w ere th a t  w e should a ttem p t to 
in te re s t th e  A m erican B ankers’ Associa­
tion  on th e  subject and  th a t  some a ttem p t 
be m ade to  sell th e  idea to  law yers.
I t  is our opinion th a t  som e definite pro­
g ram  of publicity  should be planned by 
The A m erican Society and fu rn ish  to 
th e  various S ta te  societies, perhaps a t 
cost, w hatever m ate ria l is p u t out.
I t  is qu ite  ev iden t th a t very  litt le  has 
been done e ith e r by S ta te  or na tional 
societies. The sub ject is of such im por­
tance to  accountan ts th a t  The A m erican
law. The reason  fo r th is  action  w as th e  
increased  ac tiv ity  of t ru s t  com panies as 
a re su lt of w hich m uch legal w ork has 
been done by them . A s tr ic t in te rp re ta ­
tio n  of th e  definitions in  th e  b ills in tro ­
duced would have prevented  certified pub­
lic accoun tan ts from  rendering  ce rta in  
essen tia l serv ice to  th e ir  c lients, espe­
cially  a s  i t  re la ted  to  th e  effect of taxes 
on an tic ip a ted  business reo rganizations. 
In  each of th e  s ta te s  th e  S ta te  Society 
appoin ted  a  com m ittee to  confer w ith  a 
com m ittee from  th e  B ar A ssociation and 
sa tisfac to ry  am endm ents w ere agreed 
upon b u t in  n e ith e r case w as th e  bill 
passed by th e  L eg islatu re .
R espectfully  subm itted ,
I r a  B. M c G la d r e y ,  C h a irm a n .
Society should u n dertake  to  p u t on a  rea l 
program , th ro u g h  the  S ta te  societies, to  
sell business concerns th e  im portance of 
th e  n a tu ra l fiscal year.
R espectfu lly  subm itted ,
C o m m it t e e  o n  N a t u r a l  F i s c a l  Y e a r , 
G e o r g e  P. E l l i s ,  C h a irm a n .
R EPO R T OF COMMITTEE ON  
CO M PLAINTS
Your com m ittee has had before it  tw o 
com plaints, one of w hich has been com­
pletely  se ttled  and  th e  o th e r is in  pro­
cess.
T he first com plain t w as m ade by a  
m em ber in  one S ta te  ca lling  a tten tio n  
of T he Society to ce rta in  form  le tte rs  is­
sued by a  m em ber in  an o th e r S tate. Your 
com m ittee called th e  a tten tio n  of th e  
m em ber com plained of to  the  same, di­
rec tin g  h is a tten tio n  to  A rtic le  14 of th e  
Code of E th ics. T he m em ber w ho had is­
sued the  le tte r  in  question  replied  to  the  
com plaint, s incerely  apologizing to  T he 
Society fo r th e  sam e having  been sen t 
out by h is office and prom ising  th a t  i t  
would no t occur again . W ith  th is  a ssu r­
ance, w e recom m end th a t th e  apology be 
accepted and  th e  file closed.
The second com plain t w as filed by one 
of ou r m em bers ag a in s t ano ther m em ber 
in  the  sam e S ta te  charg ing  unprofes­
sional conduct in  th e  m a tte r  of securing  
ce rta in  engagem ents. Your com m ittee 
found i t  im possible to  obtain th e  neces­
sa ry  fac ts  by correspondence and w as not 
able to  a rran g e  a sa tisfac to ry  date fo r a  
h ea rin g  p rio r to  th e  annual m eeting  of 
T he Society.
R espectfu lly  subm itted  for th e  Com­
m ittee,
C. V a u g h a n  D a r b y , C h a irm a n .
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H o w  T h e  N a v y  Pays Its Bills
EV EN if none of your c lien ts sells, or expects to  sell, an y th in g  to Uncle Sam ’s Navy, you m ay find 
th is  a rtic le  of in te rest. Because your 
client m ust pay hills, som e of th e  details 
h e re in a fte r ou tlined  m ay give you ideas 
for im proving  h is m ethods of d isbursing.
T he N avy h as  been a leader am ong 
Uncle Sam ’s departm en ts in  adopting, 
ad ap ting  and im proving  office and ac­
counting practice. T he estab lishm en t of 
the  G eneral A ccount of A dvances in  1878, 
th e  N aval Supply A ccount and  th e  Gen­
era l S torekeeping System  in  1910 were 
all innovations in  governm ental economy 
w hich have been slowly followed and 
im ita ted  by o ther departm en ts and of­
fices.
T he p a rticu la r p ride and joy of the  
N avy a t p resen t is th e  S tan d ard  Stock 
C atalogue. A n teda ting  in  its  orig in  the  
B ureau  of S tandards, it  se t up stan d ard s 
of nom enclature , descrip tion  and  quality  
so well th a t  i t  w as in  constan t dem and 
by o th e r d epartm en ts  and p riv a te  corpo­
ra tions. F inally , w hen th e  B ureau  of th e  
B udget w as estab lished  and  Coolidgean 
economy becam e necessary , if  not popu­
la r, s tep s w ere tak en  to  expand th e  N avy 
C atalogue to  cover a ll governm ent ac tiv i­
ties. I t  is now  su b s tan tia lly  com pleted 
u nder th e  nam e of th e  “F edera l S tand ­
a rd  Stock C atalogue.” I t  is available, 
e ith e r in  whole o r in  an y  of its  74 sec­
tions, to  th e  genera l public th ro u g h  the  
G overnm ent P rin tin g  Office.
W hich b rings us to  th e  first point. Do 
not expect th e  N avy to  pay  fo r an y th in g  
th a t is no t up to  s tandard . Before your 
c lien t b ids fo r an  o rder (under $500) or 
a  con trac t (over $500), le t h im  be sure  
h e  know s p recisely  w h at is  w anted . De­
ta iled  specifications fo r p a rtic u la r  item s 
can be obtained from  th e  B ureau  of Sup­
plies and  A ccounts, W ash ing ton ; th e  
N avy P u rch as in g  Office, New Y ork; or 
th e  ship or y a rd  fo r w hich th e  m ateria l 
is required . B u t fo r continuous, year- 
round  use, th e  S tan d ard  S tock Catalogue, 
or th a t  section of i t  covering  th e  p a rticu ­
la r  class w hich your c lien t m akes, is in ­
dispensable. I t  w as com piled a lm ost en­
tire ly  in  th e  N avy Supply Depot, B rook­
lyn, b u t is now un ifo rm ly  applied to  all 
governm ent departm en ts.
Now le t us suppose th a t  your c lien t 
has obtained an  o rder and delivered it. 
T he invoice m u s t be m ade correctly . I t  
m ust be specific down to  th e  la s t detail. 
N oth ing  m ust be om itted  th a t  w ill p re­
v en t th e  D isbursing  Officer from  paying 
th e  bill prom ptly. I f  he fails to  ta k e  ad­
van tage of an y  d iscounts offered, he w ill 
be adversely  critic ized  by th e  G eneral Ac­
counting  Office, headed by th e  Comptrol-
L .  G LU ICK, L ieu t. (S. C .) , U. S. N. R .
le r General. B ut by th e  sam e rule, if  he 
does pay  an  invoice th a t  is not p repared  
to  su it th e  m ost m eticulous Mr. McCarl, 
h e  w ill be prom ptly  notified also. So th e  
ru le  has been la id  down th a t  discount 
ra tin g s  ru n  from  th e  date of r e c e iv in g  a 
c o r r e c t  invoice.
I f  your clien t w ants to collect h is  re ­
ceivables p rom ptly , therefo re, i t  behooves 
h im  to  m ake out th e  invoice co rrectly  th e  
first tim e. I t  is also well to  note th a t 
in  case th e  invoice is received before the  
m ate ria l, th e  d a te  of receip t of th e  la t­
te r  m ay  be used fo r discount purposes. 
A ll m a te ria l purchased by th e  N avy is 
r ig id ly  inspected; inspection  takes tim e. 
To pay  a  b ill before th e  inspection  re­
po rt is m ade w ould be suicide fo r th e  dis­
b u rs in g  officer. B u t n e ith e r can he a f­
ford to  lose discounts.
F o r m any a rtic les, especially  heavy 
m ach inery  and ordnance, inspection  is 
m ade a t  th e  co n trac to r’s p lan t, du ring  
process and before shipm ent. However, 
i t  is inspected ag a in  w hen received to  
determ ine if it  w as dam aged in  tra n s it , 
b u t th is  usually  tak es li tt le  tim e.
On th e  o ther hand , provisions and 
c lo th ing  a re  usually  inspected on deliv­
e ry  only, and  som etim es th e  m ere chem ­
ical analysis w ill requ ire  several days. 
The b ill and m a te ria l leave th e  fac to ry  
to g e th e r; th e  form er, going by m ail, is 
delivered th e  nex t day; th e  la tte r , by 
ra il fre ig h t, is delivered  nex t week. Ju s t 
as you inven to ry  a t  “Cost or m arket, 
w hichever is low er,” th e  Navy dates from 
“invoice or m ate ria l, w hichever is la te r .”
M any b ig  co rporations do th e  sam e. 
Some, however, to  gain  an  ex tra  ha lf 
per cen t d iscount or even ju s t five days’ 
an tic ipation , w ill pay on th e  invoice be­
fore th e  fre ig h t c a r is on th e  siding. 
A ny U. S. departm en t is forbidden by law  
to do th is . Such a  paym ent would be 
deemed a n  “advance” and th ere  a re  few 
actions a fiscal officer could ta k e  w hich 
would b rin g  down upon him  quicker or 
m ore severe condem nation. A N avy dis­
bu rs in g  officer would probably be court- 
m artia lled . So te ll your client not to 
f re t if  h is  b ill is no t paid  on w hat he 
figures is th e  te n th  day. N or annoy  the  
d isbursing  office w ith  phone calls. The 
d isb u rsin g  officer is ju s t as anxious to  
pay th e  m oney as your client is to  get 
it. B u t th e  law  is th e  law, even if your 
c lien t does pa tron ize  a  bootlegger.
A s fa r  as possible a ll pu rchasing  is 
done ashore. T he goods m ay be delivered
to  m any  ships, w ith  separa te  invoices to  
each. T he con trac t w ill alw ays specify 
to  w hom  th e  m ate ria l is to  be delivered; 
and if  th e  invoice is to go to  a  different 
address, th a t  w ill be specified, too. To 
a s  g rea t an  ex ten t as possible all d is­
b u rs ing  for the  T hird  (New Y ork) N aval 
D is tric t is concen trated  in  th e  D isburs­
ing  Office a t d is tr ic t headquarters, W ash­
ing ton  and  C hristopher S treets, M anhat­
tan .
H ere  a  L ieutenant-C om m ander and a 
C hief W a rra n t Officer of th e  Supply 
Corps, ass is ted  by seven c iv ilian  clerks, 
pay a v a rie ty  of bills, invoices and  pay­
rolls w hich would bew ilder any one bu t a 
C ertified Public  A ccountant who had  a 
large, well-diversified practice. A few 
item s, tak en  a t random  from  one m orn ­
ing ’s batch , m ay prove in te restin g :
“T raveling  expenses of L t. W—. K—. 
S—. from  th e  U. S. S. A laska to  place of 
d u ty  as fac to ry  inspector of rad io  m a­
te ria l.
“Sundry  vegetables for com m issary 
sto re  a t  th e  N avy Y ard, B rooklyn; d itto  
fo r th e  S ubm arine B ase a t  Coco Solo, 
C. Z.
“F in a l paym ent on th e  new  cru ise r 
A u g u s ta .
‘‘Books for in s tru c tio n  of N aval R. O. 
T. C.
“Steroscopic A erial Cam era.
“Mop hand les .”
Once th e  invoice has been received, th e  
p rocedure is fa ir ly  sim ply, a  m a tte r  of 
detail. F rom  th e  deale r’s invoice a  public 
bill is  m ade out. T h is  is a  form  too 
large  fo r accu ra te  rep roduction  in  th is  
m agazine. Som e m unicipal governm ents 
we have aud ited  o r observed, m ake a 
p rac tice  of send ing  ou t a  se t of th e ir  
own public b ills w ith  th e  order, fo r th e  
dealer to  use in  lieu  of h is  own invoice. 
T his is a  sensib le tim e-saving practice , 
bu t th e  N avy does no t use  it. Several 
reasons a re  advanced for th is  fa ilu re , th e  
soundest of w hich m ay be sum m arized  a s  
follows:
(a) V arious classes of purchases re ­
qu ire  various num bers of copies of th e  
bills.
(b) T he continuous feed m ach ines 
used a t  th e  la rg e r shore e stab lishm en ts 
can produce the  desired  copies in  th e  p re ­
cise form  required .
(c) C erta in  d a ta  such as se ria l num ­
bers would have to  be added to  a  b ill pre­
pared  by th e  dealer. E xperience h as  
dem onstrated  th a t  th e  continuous feed 
m achines can p repare  th e  b ills d e  n o v o  
fa s te r  th a n  tak in g  each se t of deale r’s 
bills, in se rtin g  carbons and th en  typ ing  
in  th e  added data.
T he deale r’s invoice hav ing  been care­
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fu lly  checked and copied on th e  public 
bill, is  stapled  to  it, an d  passed  to  a  c lerk  
fo r  recording. T h is done, an o th e r c lerk  
p rep a re s  a  check fo r s igna tu re . F ina lly , 
a  batch  of invoices and  checks a re  passed 
u p  to  th e  officer who signs checks. He 
satisfies h im self th a t  a ll a re  in  o rder be­
fo re  appending  h is “Jo h n  H ancock.” 
C hecks a re  m ailed  out w ith  a  carbon copy 
of th e  public bill.
T h e  la t te r  a re  th en  pu t in  a  tem porary  
file, so rted  by approp ria tions. About 
tw ice  a  week th e  d isbu rsing  officer m akes 
an  add ing  m achine tape  of these vouch­
e r s  and  com pares th e  to ta ls  th u s  found 
w ith  th e  corresponding group to ta ls  in  
th e  cash book and th e  voucher reg is te r . 
V ouchers a re  then  perm anen tly  filed un­
t i l  read y  for th e  periodic subm ission to  
W ash ing ton .
I n  m any business and m unicipal au d it­
in g  offices in  w hich th e  w rite r  has been, 
check ing  of invoices is accom plished in  
g re a t detail as regard s a rith m e tic ; a l­
m ost too m uch so. Not enough a tten tio n  
is  paid, too frequently , to  o ther m ore 
v ita l  m atte rs . H ere a re  some of th e  
item s checked by  th e  N avy D isbursing  Of­
fice before pay ing  a  bill. Does your c lien t 
m ake a com parable check of h is  invoices?
1. T im e stam p on invoice or B /L  to  
determ ine  discount date?
2. I f  d iscount is allowed, has th is  in ­
voice been given p re fe rred  a tten tio n ?
3. Is  receiv ing  slip  or stam p a ttached?
4. A re  inspection  call and repo rt ac­
com plished?
5. Does invoice descrip tion  of m ate ria l 
agree w ith  o rder and con trac t specifica­
tio n ?
6. Is  invoice m ade ou t to  correct sh ip  
or sta tio n ?
7. Is  nam e of vendor sam e as th a t  on 
o rder?  ( I t  is su rp ris in g  how often a 
co rporation  w ill change its  nam e or be 
m erged. Some con trac ts  fo r m ach inery  
ta k e  m any  m on ths to  com plete; th e  in ­
voice should c lea rly  s ta te  the  nam es of 
th e  o rig inal con trac to r and  its  successor, 
w ith  con trac t sym bol num ber.)
8. Is  nam e and address on check pre­
cisely  th e  sam e as those on deale r’s in ­
voice? (T his la t te r  is no t only of im por­
tance  to  p reven t fraud , b u t also to  in ­
su re  aga in s t loss of th e  check in  tra n s it . 
T he vendor m ust go to  a  g rea t deal of 
troub le  and no t a  li tt le  expense to  have 
a  duplicate check issued. The d isburs­
in g  officer h as  a  lot of red  tape  to  un ­
tan g le  in  th e  C om ptro ller’s office if any 
of h is  checks a re  ou ts tand ing  an  un rea­
sonable leng th  of tim e. I t  doesn’t  pay to  
have  a  check m iscarry  in  th e  m ail be­
cause  of fau lty  addressing .)
9. Is  deale r’s certificate pr o p e r l y  
signed? E very  invoice m ust have th e  
w ords “Certified C orrect and Ju s t. P ay ­
m ent N ot Received.” T his m ay be typed 
or stam ped, b u t th e  s ig n a tu re  appended 
(p a r tn e r  of firm ; officer of corporation) 
m u s t  be au tograph ic . T he w rite r  of th is  
a rtic le  once m et a  dealer who, a t consid­
erab le  expense, had  purchased  a  signa­
tu re  stam p. I t  w as such a  good job th a t  
i t  passed m any  d isbursing  officers. Once 
detected, how ever, a ll invoices h ad  to  be 
re tu rn ed  for pen and ink  s igna tu re . H e 
qu ite  n a tu ra lly  w anted  to  avoid th e  labor 
of sign ing  scores of invoices (he had a  
fresh  p rov ision  con trac t calling  for daily  
deliveries to  an y  vessel in  p o rt) b u t th e  
law  requ ired  s ig n a tu r e  before he could 
get h is  money.
One m ore phase  of how  y ou r client 
gets h is  m oney fo r goods sold to  sh ips 
of th e  N avy rem ains. T h is  is th e  “S hip’s 
Service.” S tr ic tly  speaking, th is  is  no t 
a N avy ac tiv ity  a t all. I t  is operated  
(under au th o rity , of course) by and  for 
th e  sh ip ’s com pany; the  Navy fu rn ishes 
only th e  space and some of th e  equipage. 
I t  includes th e  ba rb e r shop, cobbler, soda 
foun ta in  and o th e r services. The Supply 
C orps has n o th ing  to do w ith  it. I t  does 
not come un d er th e  C om ptroller G eneral. 
I ts  b ills a re  paid  by  checks draw n on  a  
bank  in  the  sh ip ’s hom e port, n o t by 
T reasu ry  W arran t. I t s  purchases a re  
sm all, frequen t and  inform al. H undreds 
of dealers in  every  p o rt th in k  and s ta te  
th a t they  have sold th e i r  w ares to  th e  
Navy. They have not. They have m erely 
sold to  a  cooperative pu rchas ing  group 
of m en in  th e  Navy, tra d in g  w ith  th e ir  
own funds. T his d is tinc tion  shou ld  be 
clear in  your c lien t’s m ind  and on h is 
books of account.
As a Supply Officer in  th e  Navy, we 
have been annoyed by  being  b illed for 
item s we never bough t; p roperly  charge­
able to  th e  W ardroom  Mess or th e  S h ip’s 
Service. As an  aud ito r in  civil life we 
have been m uch m ore annoyed by condi­
tio n s in  our c lien ts’ A ccounts Receivable 
ledgers. Some ca rry  one account w ith  
th e  U. S. N avy; o thers do be tte r and 
carry  a  sep a ra te  account w ith  each ship 
or s ta tio n  to  w hich th ey  sell goods. S till 
o thers do th e  w orst th in g  possible: lum p 
all sales to  th e  U nited  S ta tes in  one ac­
count, regard less of w h eth er th e  m er­
chandise  is sold to  th e  V eterans’ B ureau, 
th e  D epartm en t of Comm erce, or th e  
Navy. O thers do th e  nex t w orst th in g : 
en te r th e  charge u nder th e  nam e of th e  
officer to  whom  th e  goods a re  shipped or 
by whom  th e  o rder w as signed. You can 
save a  g rea t deal of troub le  (and  m aybe 
money) for your c lien t and  yourse lf by 
seeing th a t  ledger accounts a re  kep t d is­
tin c t an d  specific.
T hus we come to  th e  purpose of th is  
essay: T he enhancem ent of friend ly  re ­
la tions betw een th e  A m erican public and 
th e  N avy w hich  serves and  guards it  as 
fa r  as C ongress w ill perm it. W ith in  very  
reasonable lim its , any  citizen  is welcome
to  v is it an d  inspect h is Navy. E very  
tax p ay e r h as  a  r ig h t to  see how h is 
m oney is  being  spent. O bjections should 
be reg istered  w ith  your rep resen ta tive  in  
Congress. T he N avy can only ca rry  out 
th e  law . E ven Mr. McCarl, no m a tte r  
how a rb itra ry  he m ay appear, no m a tte r  
how h is office seem s to  hold up paym ents 
your c lien t th in k s  a re  ju s tly  due, is only 
doing th e  sam e th ing . So te ll it to  Con­
g ress—n o t th e  M arines!
In  case any  of th e  people w ho have 
read  th is  essay  w an t to  ob tain  fu r th e r  
in fo rm ation , we re fe r them  to  th e  N avy 
R egulations and  th e  B ureau  of Supplies 
and  A ccounts M anual in  genera l; and  
th e  follow ing c ita tions in  p a rticu la r:









(C lip p e d  f ro m  T h e  P i t t s b u r g h  A c c o u n ta n t , 
M a y  1, 1931)
E veryone’s scen ting  a  panic,
E veryone’s sing ing  th e  blues;
S till, w henever you go to a p ic tu re  show, 
You s tan d —’till th ey ’re  th ro u g h  w ith  
th e  news.
The country  is going to perd ition ;
W e’ll have bread  lines before we have 
snow —
B ut try  to  buy seats fo r a football gam e 
And see w hat you get fo r your “dough.”
W e’re  all going to  s ta rve—th a t’s decided; 
A job sim ply canno t be bought;
B ut w hen S harkey  fights W ho’s th is, ju s t 
try  to  get in
And you’ll see w hat “h a rd  tim es” w e’ve 
got.
The guv-er-m ent’s got to  do som ething, 
Or w e’ll fa ll in  our track s  and  w e’ll 
lay—
Yet th e  lady, by gosh, who does up our 
wash,
B rings i t  back in  a n ice new  coupe.
So I  th in k  all th is  ta lk  of a  panic,
Of the  coun try  about to  go “blooey,”
Betw een you and  me, and  th e  old apple 
tree ,
Is  a  lo t of p lain , old-fashioned “hooey.” 
—J a zb o ,j in  th e  C h ica g o  T r ib u n e .
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T h e  Florida C. P. A . Law
AN ACT C reating  th e  S ta te  B oard of Ac­
countancy of th is  S ta te ; P rov id ing  for 
th e  A ppoin tm ent of th e  M embers of 
Such B oard, F ix in g  T h e ir T erm  of Of­
fice, P rescrib ing  th e  Pow ers of Such 
B oard an d  D efining I ts  D u ties; P ro ­
v id ing  fo r th e  Issuance  of C ertificates 
to  P rac tice  as Certified P ublic Ac­
co un tan ts  to  Persons W ho S hall Com­
ply w ith  th e  T erm s of th is  A ct; R egu­
la tin g  th e  P rac tice  of P ub lic  Account­
in g  in  th is  S ta te ; D efining W hat S hall 
C onstitu te  th e  P rac tice  of Public  Ac­
coun ting ; A u thoriz ing  th e  S ta te  B oard  
of A ccountancy to  P rescribe  R ules and 
R egulations and  R equ iring  Such B oard 
to  P rom ulgate  Canons of P rofessional 
E th ics ; P rov id ing  fo r th e  R evocation 
and Suspension of C ertificates H eld 
by Public  A ccountants and  Certified 
Public  A ccoun tan ts; P rescrib in g  P en ­
a ltie s  fo r V io lating  th e  P rovisions of 
th is  Act.
B e I t  E n a c te d  b y  th e  L e g is la tu r e  o f th e  
S ta te  o f F lo r id a :
Section 1. W ith in  s ix ty  (60) days a f te r  
th is  a c t takes effect, th e  governor shall 
appoin t five (5) persons, each of whom 
shall be a  res id en t of th e  S ta te  of F lo rida  
and shall hold a  certificate as a  certified 
public accoun tan t issued by the  S tate  
B oard of A ccountancy of th is  S ta te , and 
such  persons a n d  th e ir  successors in  
office shall con stitu te  th e  S ta te  B oard of 
A ccountancy and  shall have and  exercise 
all of the  pow ers and au th o r ity  vested  by 
law  in  said  S ta te  B oard  of A ccountancy.
One of said  persons shall be appointed 
to  serve fo r fou r years, one fo r th ree  
years, tw o for tw o years and one fo r one 
year; the rea fte r, all appo in tm en ts to  
m em bership upon said  S ta te  B oard of Ac­
countancy shall be fo r fou r years. All per­
sons appointed  to  m em bership upon said  
board  shall hold office, a fte r  th e  exp ira tion  
of th e ir  respective te rm s, u n til th e ir  suc­
cessors a re  appointed  and  qualified. All 
vacancies upon th e  board shall be filled 
by appo in tm en t by th e  governor for the 
unexpired  term . No person shall ever be 
appointed  to  m em bership upon such 
board unless he shall a t  the  tim e  of such 
appoin tm ent be th e  ho lder of a certificate 
as a  certified public accoun tan t issued by 
th e  S ta te  B oard  of A ccountancy.
Sec. 2. T he S ta te  B oard of A ccountancy 
is  hereby charged w ith  th e  responsib ility  
fo r th e  ad m in is tra tio n  of th is  act, and 
shall have pow er to  design and use a 
seal, compel th e  a ttendance  of w itnesses, 
adm in is te r oaths, ta k e  testim ony  and re­
ceive proofs concern ing  a ll m a tte rs  w ith ­
in  its  ju risd ic tion . I t  shall fo rm ulate  
ru les fo r its  guidance, not inconsisten t
w ith  th e  provisions of th is  act, and shall 
p r in t th e  sam e for d is tribu tion . I t  shall 
p rescribe a  s tan d a rd  of professional con­
duct an d  fo rm u la te  reasonable ru les de­
fining une th ica l practices for persons 
holding certificates un d er th is  act. E very  
person p rac tic in g  as  a  public accountan t 
o r as a  certified public accoun tan t in  th is  
S ta te  sha ll be governed and  contro lled  by 
th e  ru les and s tan d a rd s  adopted by the  
board.
Sec. 3. The board  shall annually  elect 
one of i ts  m em bers as chairm an  and  shall 
select a  secre ta ry , w ho m ust be a  m em ber 
of th e  board. I t  sh a ll m ake an  annual 
w ritten  rep o rt to  th e  governor. I t  shall 
keep all app lications filed, all docum ents 
u nder oath, a  record  of th e  proceedings 
and shall m a in ta in  a  reg is try  of th e  
nam es and  addresses of all persons apply­
ing  for, an d  of those receiving, certifi­
cates u nder th is  act, any  of w hich, or a  
certified copy thereof, shall be p rim a facie 
evidence of a ll m a tte rs  se t fo r th  there in , 
and  sh a ll be adm issib le in  evidence in  all 
of th e  courts  of th is  S tate.
Sec. 4. T hree  m em bers of th e  board 
shall constitu te  a quorum  a t any  m eeting 
duly called in  accordance w ith  th e  ru les 
to  be adopted by th e  board. T he board 
shall hold a  m eeting  a t leas t tw ice each 
year, fo r th e  purpose of conducting  an  
exam ination  of those who have applied 
fo r certificates u nder th is  act. T he tim e 
for hold ing  such exam inations shall be 
fixed by th e  ru les of th e  board  and  m ay 
be changed from  tim e  to  tim e, b u t no 
such change shall be m ade unless a t  least 
ten  days’ notice thereo f shall have been 
given to  all persons who have applica­
tio n s pending for certificates. T he board 
m ay m eet, for th e  purpose of holding ex­
am ina tions and  conducting  o ther busi­
ness, a t such places in  th e  S ta te  of 
F lo rid a  as m ay be fixed by th e  board.
Sec. 5. A ny person  who is  a  citizen  of 
th e  U nited  S ta tes  and  a  res id en t of the  
S ta te  of F lo rida , over the  age of tw enty- 
one (21) years, of good m oral ch arac te r 
and a  g rad u a te  of a  h igh  school w ith  a  
fou r y ea rs’ course of study, o r who has 
had an  equ ivalen t education , and who has 
had no t less th a n  th ree  yea rs’ experience 
in  th e  p ractice of public accounting  and 
who shall o therw ise m eet th e  qualifica­
tio n s  specified in  th e  ru les  of said  board, 
shall be en titled  to  take  an  exam ination  
fo r th e  purpose o f de te rm in in g  w hether 
or no t such person  shall be perm itted  to  
p rac tice  in  th is  S ta te  as a certified public 
accoun tan t. F o r th e  purpose of th is  sec­
tion , a  re s id en t of F lo rid a  is defined as 
one w ho has resided  in  th is  S ta te  fo r a t 
lea s t tw elve (12) m on ths im m ediately  
p receding th e  filing of h is application .
Sec. 6. A ll persons desiring  to  receive 
a  p e rm it to  p rac tice  a s  a  certified public 
accoun tan t in  th is  S ta te  sha ll file a  w rit­
ten  app lica tion  fo r leave to  tak e  an  ex­
am in a tio n  before th e  board and  such ap­
p lica tion  shall be upon a  form  to  be p re­
scribed  by  th e  board, and sh a ll be signed 
and  sw orn to  by th e  applican t. E ach ap­
p lican t sh a ll re m it to  th e  board, a t  th e  
tim e  of filing such application , th e  sum  
of twenty-five ($25.00) dollars, w hich sa id  
sum  of m oney shall be re ta in ed  by, and  
becom e th e  p roperty  of, the  board  in  th e  
even t th e  app lican t is p erm itted  to  tak e  
th e  exam ination . I f  th e  app lica tion  to  
tak e  th e  exam ination  sh a ll be denied, th e  
said  sum  of m oney sha ll be re tu rn ed  to  
th e  app lican t. A ll m oneys received and 
collected by  th e  board  from  ap p lican ts  
sh a ll be  disposed of in  th e  m an n er p ro ­
vided b y  th is  ac t fo r th e  d isposition  of 
o th e r funds com ing in to  th e  hands of 
sa id  board.
Sec. 7. T h e  board shall conduct exam i­
n a tions by th e  p ropounding of questions 
in  w ritin g . T he m ethod of conducting  
th e  exam ination  and a ll regu la tions con­
cern ing  th e  sam e shall be p rescribed by 
th e  board  in  ru les  to  be adopted in  ac­
cordance w ith  th is  act. T he board  shall 
p rescribe b y  such ru les m ethods fo r g rad ­
ing  papers, and shall p rescribe w hat shall 
con stitu te  a  passing  grade  e n titlin g  th e  
ap p lican t to  a certificate. T he exam ina­
tio n s  shall be in  “theory  of accounts,” 
“p rac tica l accountancy,” “au d itin g ,” “com­
m ercial law  as  affecting accountancy,” 
and  such o ther re la ted  sub jects as shall 
be specified by th e  board.
Sec. 8. E ach  person holding a  certifi­
cate as a  certified public accoun tan t or 
a  certifica te  as a  public accountant, 
w hether g ran ted  under th is  act or u nder 
any  o th e r ac t of th e  leg is la tu re  of F lo r­
ida, shall, betw een th e  first day of J a n u ­
a ry  and th e  31st day of M arch, in  each 
year, beg inn ing  w ith  th e  y ear 1932, no tify  
th e  board  in  w ritin g  of h is p resen t place 
of residence, th e  nam e of any  accoun tan t 
o r  firm  of accoun tan ts by whom he shall 
be th en  employed, o r th e  nam e of any 
firm  of w hich he shall then  be a  m em ber, 
an d  a t th e  tim e of tra n sm itt in g  such in­
fo rm ation  h e  shall pay  to  th e  board  th e  
sum  of ten  ($10.00) do llars as a  re g is tra ­
tio n  fee. T hereupon, th e  board  shall 
issue to  such  person  a  reg is tra tio n  card  
show ing th a t  such  person  h as  duly  reg ­
is te red  an d  is en titled  to  p rac tice  in  th e  
S ta te  of F lo r id a  as a  certified public ac­
coun tan t o r a s  a  public accountan t, a s 
th e  case m ay  be. I f  any person ho ld ing  
a  certificate as a  certified public account­
a n t or a s  a  public accoun tan t shall fa il 
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E ssentials o f  T h e  Funded and C urrent 
Industrial D eb t
A NY discussion of th e  in d u s tria l a n d /o r  m ercan tile  funded obliga­tion ,—o rd in a rily  a  bond or a  de­
ben tu re  issue,—should be prefaced by a 
p rac tica l definition of th e  funded  debt.
T he funded debt in  its  p rac tica l sense 
is an  obligation, th e  liqu ida tion  of w hich 
is to  be m ade from  earn ings,2 w ith  a  re a ­
sonable allowance for th e  po rtion  thereo f 
to  be refunded in  som e m anner,—by a 
new  issue of like  character, or th ro u g h  
th e  m edium  of a  cap ita l stock issuance, 
o r th rough  th e  sale of fixed or o ther as­
sets.
T he technical definition of a  funded 
debt, in  g e n e r a l a n  obligation  w hich m a­
tu res  by  i ts  te rm s a  year o r m ore from  
date , m ay or m ay no t be a  funded  obliga­
tio n  in  its  p rac tica l sense, and  in  accord-
1L . L . B ., B . C. S .; o f  t h e  f a c u l t y  o f  
N o r t h w e s t e r n  U n i v e r s i t y  S c h o o l  o f  L a w  
T h e  c o n c l u s io n s  h e r e i n  s e t  f o r t h  a r e  
a s s e m b le d  f r o m  th e  w r i t e r ’s  p r a c t i c a l  e x ­
p e rie n c e , f ro m  h is  w r i t i n g s  in  p ro fe s s io n a l  
j o u r n a ls  a n d  o th e r  p la c e s , a n d  f r o m  le c tu re s  
h e  h a s  d e liv e re d .
2 I n  a d v is in g  o n  th e  q u e s tio n  o f  fin a n c in g  
c a p i ta l  re q u i r e m e n ts  th r o u g h  th e  m e d iu m  o f  
lo n g  t im e  b o rro w in g , t h e  a n a l y s t  s h o u ld  be 
in  a n  e x c e lle n t  p o s i t io n  to  d e te rm in e  th e  
a m o u n t,  s e r ia l  p a y m e n ts ,  r e f u n d in g  p r o b a b i l ­
i t ie s  a n d  o th e r  in c id e n ts  a t t e n d a n t  o n  a  
fu n d e d  in d e b te d n e s s .  B u t  in  p la n n in g  p a y ­
m e n ts  o n  a  fu n d e d  d e b t,  g r e a t  c a r e  s h o u ld  
b e  u s e d  to  b a la n c e  p a y m e n ts  in  re f e re n c e  to
( a )  e a r n in g s ,  so  a s  n o t  to  c o m p le te ly  s to p  
a  c e r ta in  r e s id u e  o f  s u c h  e a r n in g s  flo w in g  
to  w o rk in g  c a p i ta l ,  ( b )  f o r  th e  m a in te n a n c e  
o f  a  c e r ta in  m o d ic u m  o f  d iv id e n d s  so  a s  n o t  
to  in te r f e r e  w i th  th e  p o s s ib le  f u tu r e  n e c e s ­
s i ty  o r  d e s i r a b i l i ty  o f  s e c u r in g  n e c e s s a ry  
f u n d s  th r o u g h  th e  m e d iu m  o f  c a p i ta l  s to c k  
is su a n c e . E a r n in g s  a n d  f r e e  e a r n in g s  a r e  
n o t  n e c e s s a r i ly  th e  s a m e ;  th e  f r e e  e a r n in g s  
a r e  a v a i la b le  in  c a s h  f o r m ; e a r n in g s  in  to to  
m a y  n o t  b e  o f  t h i s  c h a r a c te r .  E a r n i n g s  b e ­
fo re  d e p re c ia t io n  u s e d  in  t h e  c a lc u la t io n  o f  
a v a i l a b i l i ty  f o r  th e  s e rv ic in g  o f  th e  i n te r e s t  
a n d  p r in c ip a l  o f  a  fu n d e d  d e b t  s h o u ld  b e  
s u b je c te d  to  th e  fo l lo w in g :  ( a )  re a s o n a b le  
a d d i t io n  to  w o rk in g  c a p i t a l ;  ( b )  re a s o n a b le  
a d d i t io n  to  fix ed  o r  q u a s i- f ix e d  a s s e t s ;  ( c )  
re a s o n a b le  d iv id e n d  a l lo w a n c e ;  ( d )  r e a s o n ­
a b le  r e p la c e m e n t  f u n d  f o r  w o rn  o u t  o r  o b so ­
le te  e q u ip m e n t;  ( e )  r e a s o n a b le  p ro v is io n  f o r  
a n  in v e s tm e n t  a c c o u n t  f o r  c o n tin g e n c ie s .
T h e  b a la n c in g  o f  th e  c a p i ta l  s t r u c tu r e ,  v i z : 
th e  a m o u n t  o f  fu n d e d  d e b t  a n d  ty p e  th e re o f ,  
th e  a m o u n t  o f  c a p i t a l  s to c k  a n d  ty p e  th e re o f ,  
v a r ie s  w i th  e a c h  c a s e  s tu d ie d . T h e  a b s o r p ­
t iv e  c a p a c i ty  o f  th e  s e c u r i ty  m a r k e t  o r  th e  
p r e s e n t  p o p u la r i ty  o f  a  ty p e  o f  s e c u r i t y  v e ry  
o f te n  o v e r r id e s  t h e  g o o d  ju d g m e n t  o f  th e  
e co n o m is t. A s  a  s o u n d  p r in c ip le  o f  m o re  o r  
le s s  g e n e r a l  a p p l ic a t io n ,  a n d  f r o m  th e  c o r ­
p o r a te  v ie w p o in t, th e  s t r u c tu r e  s h o u ld  h a v e  
th e  m a x im u m  re f le c te d  in  c a p i ta l  s to c k  r a th e r  
t h a n  fu n d e d  in d e b te d n e s s .  T h e  p r in c ip le s  o f  
a n a ly s is  h e re in  in d ic a te d  a ls o  c a n  v e r y  w e ll 
b e  a p p lie d  in  e x a m in in g  th e  s o u n d n e s s  o f  th e  
c a p i ta l  s to c k  s t r u c tu r e  o f  a  b u s in e s s .
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ance w ith  th e  definition hereinbefore 
given. A funded debt of from  one to  five 
years’ du ra tio n  o rd inarily  is no t to be 
liqu idated  from  th e  earn ings of th e  com­
pany; th e  debt has in  contem plation  
o ther m eans of liqu idation , by a  refund­
ing  operation  in  a la rg e r issue consisten t 
w ith  th e  definition hereinbefore noted, 
by a  flotation of cap ita l stock, or by the  
disposal of ce rta in  asse ts w hich m ay be 
allocated fo r sa le  fo r th e  purpose of re ­
tirem en t.
T he p rac tica l defin ition  of a  funded 
debt is a long-tim e indeb tedness; it  m ay 
ru n  as long as 50 years, a lthough  in  p rac­
tice  th e  custom ary  period  of tim e is some­
w here betw een 10 years as a  m inim um  
and 20 years as a  m axim um , th e  du ra tion  
being governed by th e  conditions of th e  
secu rity  m a rk e t as m uch as by th e  eco­
nomic analy sis of th e  period th a t  should 
apply.
P r im a r y  Q u e s tio n s  to  B e  A n s w e r e d  in  
R e fe r e n c e  to  th e  F u n d e d  D e b t
1.
F rom  th e  very  n a tu re  of th e  funded 
debt, th e  p aram oun t question  concerning 
th e  business to  w hich th e  funded  debt 
applies is th a t  of th e  du ra tion , and  m ore 
fo rm ally  ph rased  is ; has th e  business to  
w hich th e  funded debt a ttaches an  eco­
nom ic placem ent, i. e., h as  the  business 
a  place of effective and profitable busi­
ness usefulness and  a  du ra tio n  in  re la tion  
to  th e  funded  debt under consideration .
T he analysis of th e  in d u s tria l defau lts 
th a t  have tak en  place in  th is  coun try  
d u ring  th e  p a s t 20 years ind ica tes th e  
p rim ary  cause fo r such defau lts to  be 
th a t  th e  business did n o t have such 
an  economic placem ent. A fo recasting  of 
fu tu re  v ita lity , therefo re , is th e  m ost im ­
p o rta n t elem ent to  be stud ied  in  consid­
e rin g  th e  soundness of th e  funded ob­
ligation . Such a  fo recasting  requ ires a  
m ost sens itive  economic in s tin c t and  
know ledge; and  seem ingly th e  m ost th o r­
oughly equipped econom ist canno t in ­
fallib ly  fo recast th e  d irection  of eco­
nom ic events. I t  is no t an  e lem entary  
m a tte r to  answ er th e  follow ing questions 
concerning th e  fu tu re ; (a )  w ill th e  busi­
ness con tinue  w ith  th e  ab ility  to  com­
petitive ly  m anu fac tu re  its  com m odity;
(b) w ill th e  business continue w ith  its  
custom er d is trib u tio n  in  adequate volum e
as to  price, ch a rac te r and place3; (c) 
w hat economic forces a re  ferm en ting  th a t 
m ay change p roduction  conditions or ren ­
der a  com m odity obsolete or p a rtia lly  so, 
or d ivert or change the  custom er charac­
te r , p rice  and place.
The m ore im p o rtan t of th e  ferm en ting  
economic and o ther forces th a t  should 
be carefu lly  exam ined in  re la tionsh ip  to 
a  business under analysis a re  (a )  vol­
um e d is trib u tio n  by m u ltitud inous un its , 
of th e  p roducts th a t p erm it of such type 
of d is tribu tion , (b) change in  appeal of 
p roduct, (c) volum e production  and dis­
tr ib u tio n  of th e  p roduct th a t  perm its 
of la rge  scale production  and d is tr ib u ­
tion ,4 (d ) convenience, m obility  and  eco­
nom y of tran sp o rta tio n , (e) supersession 
in  p a r t  or in  w hole a n d /o r  increase in  
efficiency, th u s  c rea tin g  overproduction  
capacity, (f) sh iftin g  in  th e  sources of 
raw  m ateria l, labor, power, or tran sp o r­
ta tion , (g ) n a tio n a l public ity  or adver­
tising , (h ) re s tric tiv e  or regu la to ry  legis­
lation , ( i)  ta riff law s, ( j)  cessation  of 
p a ten t monopoly, (k ) sm all-scale opera­
tio n  p e rm ittin g  of ind iv idua lis tic  adap t­
ability , ( l ) changes in  th e  social scale 
and  of housing  and liv ing  conditions, 
p a rticu la rly  concen tra tion  in  th e  u rban  
centers, (m ) decentralization  tendencies 
in  d is trib u tio n  in  th e  la rg e r c ities, (n )  
organized labor, (o) d im in ish ing  absorp­
tive  capacity  due to  longevity  of product, 
(p ) single custom er or supply ing  large  
scale in d u s tria l operation , (q ) in d u s tria l 
operations fo r repair, renew al, replace­
m en t dem and, as d is tingu ished  from  new 
developm ent dem and, ( r )  recu rrences in 
special in d u s trie s  or genera lly  of infla­
tio n  and deflation periods, (s )  m ark e t 
con trac tion  by m ergers, consolidation
3 A  f e t i s h  h a s  g ro w n  u p  a r o u n d  th e  te r m  
“ i f  a  b u s in e s s  d o e sn ’t  g ro w , i t  m u s t  g o .” I n  
th e  w r i t e r ’s  o p in io n  th i s  is  a  v ic io u s  p h ilo s o ­
p h y  s ta n d in g  b y  i ts e lf .  G ro w th  m a y  o r  m a y  
n o t  b e  d e s i r a b l e ;  th e r e  c e r ta in ly  is  a  l im it  
to  g ro w th . A  m o re  a c c u r a te  c o n c e p tio n  is—  
i f  a  b u s in e s s  d o es  n o t  “ flex” w i th  th e  t im e s , 
i t  w ill go.
4 T h e  d iff ic u lty  o f  a d ju s tm e n t  b y  l a r g e  
u n i ts ,  a s  to  e x p e d i t io u s  c u t t in g  o f  e x p e n s e s  
in  t im e s  o f  e co n o m ic  s tr e s s ,  o r  a d ju s tm e n t  to  
c h a n g in g  c o n d it io n s  b y  n e w  lin e s  o f  p ro d u c ts ,  
r a is e s  th e  q u e s t io n  d e f in i te ly : is  th e  u n i t  
u n d e r  c o n s id e ra t io n  to o  l a r g e  fo r  flex ib ili ty . 
T h e  n e c e s s i ty  fo r  f le x ib il i ty  w ill  a lm o s t  a l ­
w a y s  b e  p r e s e n t  a t  so m e  t im e  in  th e  h i s to r y  
o f  a  b u s in e s s ,  e x c e p t p o s s ib ly  in  c a s e s  w h e re  
th e  c o m m o d ity  is  o f  a  b a s ic  c h a r a c te r ,  a s  
s te e l, e tc . B u t  t h e  b a s ic  c h a r a c te r  o f  th e  
c o m m o d ity  is  n o t  a n  in fa l l ib le  t e s t— w itn e s s  
th e  t e x t i le  a n d  s h o e  in d u s t r ie s  so  a d v e r s e ly  
a f fe c te d  b y  th e  a u to m o b ile  in d u s t r y  a n d  b y  
fa s h io n .
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 301
or absorption, ( t )  conditions in  foreign 
countries, (u ) financial and bank ing  con­
d itions th a t  m ay affect th e  cred it s itu a ­
tion  of th e  com pany, (v ) onerous tax a ­
tion , (w ) d is tu rbed  dom estic and fo r­
eign raw  m ate ria l situa tions, (x ) po litical 
or quasi-political affiliation.
P rac tica l illu s tra tio n s  of th e  foregoing 
a re  (a )  th e  e f ect of cha in  sto re  d is trib u ­
tion  on th e  m ail o rder house and j obber, 
and th e  sources of jobber supply; (b) the  
various changes in  w earing  apparel, 
sh iftin g  in  custom  and  modes of re laxa­
tion , w ith  th e  effect on th e  tex tile  and 
re la ted  in d u strie s , th e  old icebox and 
stove replaced in  m any instances by elec­
tr ic  re frig e ra tio n  and  new m ethods of 
h ea tin g ; (c) la rge  scale p roduction  of 
autom obiles, tires , etc., and  its  effect on 
sm all scale opera tions; (d ) the  effect 
of th e  autom obile and  tru c k  on ra ilroad  
tran sp o rta tio n , and its  effect on th e  con­
sum er in  c rea tin g  co lla tera l o r d im in ish ­
ing  p resen t dem ands; (e) th e  superses­
sion of coal and  increased  efficiency 
w here used, w ith  th e  consequent m in ing  
su rp lus, increased  life of tire s  and  a  cor­
responding  su rp lu s  of m anu fac tu ring  
fac ilities, w agon and buggy in d u s try  
superseded by th e  autom obile in d u s try ; 
(f) th e  economy of power, etc., has 
sh ifted  th e  tex tile  in d u s try  to o ther sec­
tions of th e  country , raw  m ate ria l for 
paper pulp is a  fu r th e r  illu s tra tio n ; (g) 
n a tiona l adv ertis in g  m ay preclude suc­
cessfu l com petition ; (h ) ru les prom ul­
gated  by com m issions, the  Sherm an A ct;
( i)  ta riffs excluding raw  m ateria ls  or 
ta riffs  affecting exports to  o ther coun­
tr ie s ;  ( j )  p a te n t exp iry  opening up gen­
era l com petition; (k ) sm all shops m ak­
ing  in roads on d epartm en t sto re  and 
o ther la rg e  scale opera tions; ( l ) s tan d ­
ard s of l i ving increasing  dem ands, and 
ap a rtm en t and  hotel liv ing  chang ing  
com m odity dem ands; (m ) u rban  d is­
tr ic ts  affecting fo rm er concen tra tion  of 
business; (n )  unionized labor vs. open 
shop; (o ) sale of new  com m odity and 
rep ea t business deferred  by reason of 
long period  of w ear; (p ) supplying of 
com m odities to  single la rge  scale opera­
tio n ; (q) business m ay be of a new ch ar­
ac te r and  subsequent dem and m ay be on 
a  rep a ir, renew al or rep lacem ent basis, 
as road construction , e tc.; ( r )  th e  d ra in  
on business th ro u g h  depression periods 
and  balanc ing  w ith  inflation  p e rio d s; 5 
(s) m ergers of absorp tion  m ay destroy a 
custom er m ark e t; ( t )  depressed condi­
tions in  th e  fo reign  m ark e t m ay have a 
corresponding  effect in  th is  coun try ; (u ) 
if c red it is to  be res tric ted , as i t  m ay 
be, by the  tendency to bank m ergers and 
b ranch  banking , th e  effect m ay be d is­
5 A  s o -c a lle d  h u l l  w a v e  in  c o m m o d ity  p r ic e
lev e ls , th u s  s h o w in g  a  c e r ta in  a b n o rm a l i ty
in  s a le s  t h a t  m a y  b e  b o rd e r in g  on  p o p u la r
e x t r a v a g a n c e ,  is  a n  e le m e n t t h a t  s h o u ld  b e  
t a k e n  in to  c o n s id e ra t io n  in  fo r e c a s t in g .
astro u s; (v ) onerous tax a tio n  in  some 
s ta te s ; (w ) overproduction  in  raw  m a­
te ria ls , ag ricu ltu ra l and  m in ing  products, 
rubber, etc.; (x ) custom er m ark e t th a t  
m ay be d is tu rbed  by a  po litical change 
or by a change in  p a rty  and personnel.
H owever, in  conjunction  w ith  an  ana ly ­
sis of economic p lacem ent th e re  m ust 
also be kep t in  m ind by th e  econom ist 
analyzing  a p a rticu la r s itu a tio n  th e  
capacity  fo r flexibility  or ad ju s tm en t of 
a given in d u s try  to changing  tim es and 
changing  conditions. I t  is quite pos­
sible th a t m any an  in d u s try  m ay not 
have an  economic p lacem ent in th e  
fu tu re  w ith  its  p resen t ac tiv ity ; never­
theless, w ith  th a t reasonable flexibility 
of ad ju s tm en t from  tim e  to  tim e, the  
business w ill have a place in  effective and 
profitable in d u s tria l ac tiv ity  fo r the d u ra ­
tion  of th e  funded debt under considera­
tion. An illu s tra tio n  of th is  flexibility 
is afforded by th e  operation  of som e of 
the  la rg e r departm en t stores in  Chicago; 
these s to res  have ad justed  them selves, 
or a re  in  process of ad ju s tin g  them selves 
to changing  conditions by de-centralizing 
th e ir  m erchand ising  operations to  a lim ­
ited extent, hav in g  departm en ts located 
in th e  ou tly ing  d is tric ts  of Chicago; also 
th e  la rg e r m ail o rder houses have had 
th e ir  m erchand ising  m ethods changed by 
th e  autom obile, etc., and a re  ad ap ting  
them selves, a t  leas t in  p a rt, to  changing  
conditions by chain  sto re  d is tribu tion , 
adap ting  •such m ethod to  fit th e ir  s itu a ­
tion.
The secu rity  a ttach in g  to th e  funded 
debt, such as th e  first m ortgage on rea l 
e s ta te 6 and  equipm ent, on colla teral, or
6 L a n d  a n d  th e  im p ro v e m e n ts  th e re o n —  
m a n ’s  p h y s ic a l  f o u n d a t io n  o n  w h ic h  h e  m u s t  
p e r fo r m  a l l  h is  p ro d u c t iv e  w o rk , a n d  o n  a n d  
in  w h ic h  h e  l iv e s  h is  life ,— a r e  th e  p r im a r y  
e le m e n ts  o n  w h ic h  v a lu e s  a r e  b u i l t  a n d  w h e n  
c o r re c t ly  a n a ly z e d  m a k e  th e  m o s t d e s ir a b le  
s e c u r i ty  in  th e  w o r ld  f o r  th e  s u p p o r t  o f  a n  
in v e s tm e n t.
T h e  f i r s t  m o r tg a g e ,  o r  th e  f i r s t  m o r tg a g e  
r e a l  e s ta te  b o n d , is  a n  in v e s tm e n t  s e c u r i ty  
t h a t  h a s  a n  o u t s ta n d in g  p la c e  in  th e  in v e s t ­
m e n t  p o r tf o l io s  o f  th e  in s u r a n c e  c o m p a n ie s  
o f  th is  c o u n tr y  a n d  a b ro a d ,  a lso  in  th e  p o r t ­
fo lio s  o f  o th e r  la r g e  in v e s to rs .
T h e  fo re g o in g  ty p e  o f  s e c u r i ty  is  b o u g h t 
p r im a r i ly  f o r  s a f e ty  a n d , f u r th e r m o re ,  f o r  
a  y ie ld  t h a t  is  c o m p a ra t iv e  in  a  l a r g e  m e a s ­
u re  w ith  h ig h e r  y ie ld  s e c u r it ie s ,  t h a t  m a y  
n o t  p o s se ss  t h e  s a m e  d e g re e  o f  s a f e ty .  M a r ­
k e ta b i l i ty  is  a  s e c o n d a ry  c o n s id e ra tio n .
T h e re  is  in  a  c e r ta in  d e g re e  c o n fu s e d  a n d  
m is ta k e n  th in k in g  b y  th e  a v e r a g e  in v e s to r  
in  h is  c o n s id e ra t io n  a n d  s e le c tio n  o f  th e  r e a l  
e s ta te  s e c u r i ty .  W ith  th e  th o u g h t  o f  c la r i f y ­
in g  th e  m a t te r ,  a n d  fo r  th e  g u id a n c e  o f  th e  
in v e s to r  in  a n a ly z in g  th e  r e a l  e s ta te  s e c u r ity ,  
w e s u g g e s t  t h a t  he  c a r e f u l ly  e x a m in e  i t  a n d  
d e te rm in e , f irs t,  in to  w h ic h  c la s s if ic a tio n  i t  
f a l ls .  T h e  r e a l  e s ta te  s e c u r i ty  f o r  p r a c t ic a l  
in v e s tm e n t  p u rp o s e s  is  c la ss if ie d  a s  f o l l o w s : 
T h e  r e a l  e s ta te  s e c u r i ty  t h a t  is  r e la te d  (1 )  
to  a  s in g le  in d u s t r i a l  u s e ;  (2 )  to  a  s in g le  
q u a s i - in d u s t r ia l  u s e ;  (3 )  to  a  s in g le  m e r ­
c a n t i le  u s e ;  (4 )  to  a  d iv e r s i ty  o f  in d u s t r ia l  
u s e s ;  (5 )  to  a  d iv e r s i ty  o f  m e rc a n t i le  u s e s ;
(6 )  to  office a n d  r e la te d  s p a c e ;  (7 )  to  h o m e
o ther form s of lien, are  too often illusory
o c c u p a n c y  in  th e  a g g r e g a t e ; (8 )  to  h o m e  
o w n e rs h ip ;  (9 )  m is c e lla n e o u s .
I n  c o n s id e r in g  th e  r e a l  e s ta te  s e c u r i ty  f a l l ­
in g  in  c la s s e s  1, 2 a n d  3, th e  f u n d a m e n ta l  a p ­
p ro a c h  s h o u ld  b e  to  c o n s id e r  th e  s e c u r i t y  n o t  
p r im a r i ly  a s  a  r e a l  e s ta te  s e c u r ity ,  b u t  a s  
a n  i n d u s t r i a l  s e c u r i ty  in  c o n fo rm i ty  w ith  
p r in c ip le s  h e re in  n o te d . I n  m o s t  in s ta n c e s  
t h e  r e a l  e s ta te  s e c u r i ty  to  th e  o b l ig a tio n  o f 
a  m a n u f a c tu r in g  c o m p a n y , o r  a  h o te l  o r  a  
b u s in e s s  e s ta b l is h m e n t ,  is  so  r e la te d  to  t h a t  
ty p e  o f  b u s in e s s  a c t iv i ty  t h a t  i f  th e r e  b e  a  
d e fe c t  in  th e  a n a ly s is  o f b u s in e s s  o p e r a tio n , 
t h e  r e a l  e s t a t e  s e c u r i ty  is  m o re  o r  le ss  a  
s e c u r i t y  b u i l t  o n  s a n d , u n le s s  th e  r e a l  e s ta te  
h a s  a  r e a s o n a b ly  q u ic k  m a r k e t  f o r  s a le  o r  r e n t ,  
w i th  a n  e q u ity ,  b a s e d  on  m a r k e t  r a t h e r  t h a n  
c o n v e n t io n a l a p p r a i s a l  v a lu e s ,  s u ff ic ie n t to  
p r o te c t  th e  s e c u r i ty  h o ld e r. U n le s s  s u c h  r e a l  
e s ta te  is  so  lo c a te d  a n d  is  o f  th e  ty p e  to  
h a v e  th i s  m a r k e ta b i l i ty ,  th e  s e c u r i ty  is  a  
d u b io u s  p ro te c t io n  to  th e  in v e s to r .  S u c h  
lo c a tio n  s h o u ld  u s u a l ly  b e  o f  a  m e tro p o l i t a n  
c h a r a c te r .
T h e  r e a l  e s ta te  s e c u r i ty  f a l l in g  in  c la s s e s
4 a n d  5 d e p e n d s  o n  th e  r e a s o n a b ly  q u ic k  
m a r k e t  f o r  th e  s a le  o f  s p a c e  o r  o f  th e  p ro p ­
e r ty ,  w i th  t h e  e q u i ty  su ff ic ie n t to  p r o te c t  th e  
s e c u r i t y  h o ld e r , b a s e d  o n  m a r k e t  r a t h e r  t h a n  
c o n v e n t io n a l a p p r a i s a l  v a lu e s .  I t  is  a ls o  th e  
p a r t  o f  w is d o m  in  c o n s id e r in g  c la s s e s  4 a n d
5 t h a t  in te r e s t s  ju n io r  to  th e  f i r s t  m o r tg a g e  
b e  in  s u c h  fo rm  a s  n o t  to  e n d a n g e r  o p e r a ­
tio n s ,  a n d  t h a t  th e  m a n a g e m e n t  o f  th e  p ro p ­
e r t ie s  is  in  r e s p o n s ib le  a n d  c a p a b le  h a n d s .
T h e  r e a l  e s t a t e  s e c u r i ty  f a l l in g  in  c la s s  6 
is  d e p e n d e n t  o n  th e  r e a s o n a b ly  q u ic k  m a r ­
k e ta b i l i ty  o f  s p a c e  o r  o f  th e  p ro p e r ty ,  w ith  
th e  e q u i ty  su ff ic ie n t to  p r o te c t  th e  s e c u r i ty  
h o ld e r , b a s e d  o n  m a r k e t  r a t h e r  t h a n  c o n ­
v e n t io n a l  a p p r a i s a l  v a lu e s ,  a n d  s h o u ld  b e  
c o u p le d  w i th  a n  e ffe c tiv e  m a n a g e m e n t ,  w h ic h  
in  th is  ty p e  is  o f  p r im e  im p o r ta n c e , a n d  w ith  
a n  e ffe c tiv e  c a p i ta l  s t r u c tu r e  a s  to  ju n io r  
in te r e s ts ,  so  a s  n o t  to  e n d a n g e r  o p e ra tio n s .
T h e  r e a l  e s ta te  s e c u r i ty  f a l l in g  in  c la s s e s
7 a n d  8 fo r m s  th e  b u lk  o f  th e  r e a l  e s ta te  
s e c u r i t ie s  o f fe red  to  th e  in v e s t in g  p u b lic . 
W h ile  th e  p r in c ip le s  p e r ta in in g  to  th e s e  
c la s s e s  a r e  p r im a r i ly  a p p l ic a b le  to  f la t  b u i ld ­
in g s , a p a r tm e n t  h o u s e s  a n d  d w e llin g s , th e y  
h a v e  a  m o re  o r  le ss  d ir e c t  a p p l ic a t io n  to  
a l l  c la s s e s  o f  r e a l  e s ta te  s e c u r i ty .
T h e  p r im a r y  re q u i r e m e n ts  o f  a  s o u n d  a n d  
s a f e  f i r s t  m o r tg a g e  in v e s tm e n t  in  c la s s e s  7 
a n d  8 in  th e  w r i t e r ’s  o p in io n  a r e  ( a )  t h e  
p r e s e n t  a n d  f u t u r e  u s e f u ln e s s  o f  th e  p ro p ­
e r t y  w i th  r e s p e c t  to  c o m m u n ity  n e c e s s i t ie s  
a n d  a c t i v i t i e s ; ( b )  th e  c o n tin u e d  c h a r a c t e r  
o f  th e  s u r r o u n d in g s  w ith in  a  re a s o n a b le  
r a d iu s  w i th  r e la t io n  to  z o n in g  a n d  b u i ld in g  
r e s tr ic t io n s ,  to -w it ,  s a f e g u a r d in g  a g a i n s t  d e t ­
r im e n ta l  im p ro v e m e n ts  a n d  d e p re c ia t io n  o f  
v a lu e s ;  ( c )  a  y ie ld  c o m m e n s u r a te  w i th  th e  
v a lu a t io n  o f  th e  p r o p e r ty  a n d  th e  c o n t in u ­
a n c e  o f  s u c h  in c o m e  o r  y ie ld , a n d  a  f a i r l y  
r e a d y  s a la b i l i t y  o f  th e  p r o p e r ty  in  a c c o rd ­
a n c e  w i th  a p p ro v e d  m a r k e ta b i l i ty  v a lu e s ,  
a n d  n o t  r e p la c e m e n t  v a lu e s ;  ( d )  th e  e s ta b ­
lis h e d  in te g r i ty ,  m a n a g e m e n t ,  c a r e t a k in g  
a b i l i ty  a n d  f in a n c ia l  r e s p o n s ib i l i ty  o f  th e  
m o r tg a g o r  a n d  n o  ju n io r  f in a n c in g  l ik e ly  to  
e n d a n g e r  o p e ra t io n s  b y  a n  e n fo rc e d  c h a n g e  
o f o w n e rs h ip  o r  o th e rw is e .
T h e  r e a l  e s ta te  s e c u r i ty  f a l l in g  in  c la s s  9, 
s u c h  a s  c lu b s , e tc ., c o n s id e re d  in  t h e  l ig h t  o f  
s e c u r i ty  v a lu e ,  is  p r a c t ic a l l y  d e p e n d e n t  o n  a  
f a i r l y  r e a d y  s a la b i l i t y  b a s e d  o n  m a r k e t  
v a lu e , a n d  n o t  o n  c o n v e n t io n a l  a p p r a i s a l s  o r  
i t s  a d a p t a b i l i ty  f o r  o th e r  p u rp o s e s .  O b v i­
o u s ly  th e  e q u i ty  s h o u ld  b e  su ff ic ie n t to  p r o ­
v id e  th e  r e q u is i te  m a r g in  o f  s a f e ty .
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as a  p rim a ry  e ssen tia l of security .7 P h y ­
sical values have an  im portance; never­
theless, physical values suppo rting  a  
funded debt a re  only “la s t gasp,” “ in  ex­
trem is” or “auction  block” values. The 
soundness of a  funded debt is founded 
p rim arily , no t on auction  block values, 
w hich have in  m ost in stances been h ighly  
inadequate  as security , bu t on business 
opera ting  values, to-wit, can th e  opera­
tions pay th e  funded debt a t m a tu rity  
a fte r  allow ing a  reasonable po rtion  to be 
paid  by re fund ing  operation.
T he accuracy of a fo recast m ust of 
necessity  recognize th e  h is to ry  of opera­
tions,8 and  in  m any instances th e  h is to ry  
m ay well be conclusive in  considering  
th e  fu tu re . T he v ita l s ta tis tic s  of opera­
tion, viz: the  expense and  revenue s ta tis ­
tics9 m ay im m ediately  uncover unusual 
e lem ents th a t  m ay have been p resen t in  
p rio r operations and serve as th e  founda­
tion  in  fo recasting ; p a rticu la rly  is th is  
tru e  of sales s ta tis tic s : (a )  th e  analysis 
of com m odities sold ind icates th e  com­
m odity  m ark e t; (b ) th e  analysis of cus­
tom ers in to  classes ind ica tes th e  cus­
tom er m ark e t; (c) th e  analysis of te r ­
rito rie s  ind icates the  te r r ito r ia l m arket.
T hus in  m any instances th e  gross reve-
7 T h e  s a m e  c o n c lu s io n  a n d  r e s u l t  is  o f te n  
p e r t in e n t ,  a l th o u g h  th e  s e c u r i ty  m a y  b e  t r a d e  
o b lig a tio n s ,  a s  in s ta lm e n t  p a p e r ,  e tc .. o r  b y  
c o v e n a n ts  in  a n  in d e n tu r e  d u ly  o b se rv ed , 
t h a t  n e t  w o r k in g  c a p i ta l  s h a l l  b e  in  a  s u m  
t h a t  p re s u m p tiv e ly  g iv e s  a d e q u a c y  o f  p r o ­
te c tio n . R e c e iv a b le s  s e e m in g ly  h a v e  a  t e n ­
d e n c y  to  s h r in k  o r  b e  u n d u ly  d e la y e d  in  p a y ­
m e n t  i f  th e  c o n t in u i ty  o f  a  b u s in e s s  is  i n t e r ­
ru p te d ,  p a r t i c u l a r ly  i f  t h e  r e la t io n s h ip  w ith  
th e  c u s to m e r  h a s  a  s e rv ic e  e le m e n t  o r  c o n ­
t i n u i ty  o f  su p p ly . In v e n to r ie s  a ls o  h a v e  a  
d e p re s s in g  te n d e n c y  in  m a n y  in s ta n c e s  to  
s h r in k  o u t  o f  a l l  p ro p o r t io n  to  c o st, a n d  th e  
w o rk  in  p ro c e ss  p o r t io n  is  u s u a l ly  o f  n o m in a l  
v a lu e .
nues of a  business m ay show  an  increase 
w hich m ay be illusory , due to  th e  in­
crease in  one type  of business offsetting 
a  decrease in  ano ther type of business. 
S ta tis tic s  w ill show th e  s tro n g  factors 
bu t w ill also dem onstra te  th e  w eak fac­
to rs. C erta in ly  s ta tis tic s  w hich showed a 
la rg e  governm ent, m ail order, or ra i l­
road  business in  1918 and  1919, would be 
a  fac to r in  correctly  a id in g  a  fo recast of 
business fo r fu tu re  periods. The com­
m odity  analysis m ay show  a  paten ted  or 
specialty  a rtic le  th e  fu tu re  sales of w hich 
m ay be cu rta iled  by general conditions 
or by a  supersed ing  com m odity; the  cus­
tom er ana ly s is  m ay b rin g  to  th e  a tten ­
tio n  of th e  m anagem ent a  custom er m ar­
k e t th a t  m ay be w eakened or th a t may 
disappear in  th e  fu tu re , and  th e  te r r i ­
to r ia l analysis m ay do likew ise.
The average business has a fa irly  ac­
cu ra te  classification of accounts reflecting 
m anufac tu ring  expense, d irec t and ind i­
rect, sales, ad m in is tra tiv e  and o ther ex­
penses; therefo re , th e  d a ta  on operation  
is o rd in arily  not difficult to  ascerta in . In ­
creases in  m an u fac tu rin g  operation , sales, 
or ad m in is tra tio n  expense, p a rticu la rly  
m an u fac tu rin g  expense not consisten t 
w ith  th e  grow th  of th e  business, is in ­
fo rm ation  th a t  m ay be h igh ly  significant 
in  a fo recasting  analysis.
A fu r th e r  inqu iry  th a t  is qu ite  per­
tin en t, and  one th a t  rig h tfu lly  m ust be 
tak en  in to  consideration  in  th e  analysis 
of th e  funded debt o r proposed funded 
debt is : a re  th e  earn ings com m ensurate 
w ith  cap ita l invested  and  w ith  th e  en ­
trep ren eu r r isk  entailed . Such earn ings 
a re  variab le  according to  th e  n a tu re  of 
th e  business u n d er consideration—a ra te  
for one business m ay  be ample, yet en ­
tire ly  inadequate  fo r an o ther business: 
e ig h t p e r cent m ay be a sufficient re tu rn
fo r a  bank  bu t ce rta in ly  would n o t be 
sufficient fo r a  gold m in ing  or an  oil com­
pany. T he m ark e t in te re s t ra te , locality, 
m arket, com petitive factors and n a tu re  of 
product sold, a re  some of th e  facto rs th a t 
a re  to be tak en  in to  consideration  in  de­
te rm in in g  th e  ea rn in g  ra te  econom ically 
applicable. If  a  given business is not 
e a rn in g  enough to  sufficiently com pensate 
cap ita l invested, and  th e  hazard  to w hich 
such cap ita l is subjected, the  reason 
th ere fo r should be a sce rta in ed ; if no t 
correctible, an  unsound s itu a tio n  m ay 
easily  develop due to th e  absence of a 
com petitive reserve in  earn ings. T he re a ­
son often m et is com petitive inadequacy 
of physical facilities, location, in fe rio rity  
of product, cost of production, and service 
given; th e  reasons o rd inarily  are  no t d if­
ficult to  ascerta in .
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The second p rim ary  po in t to consider 
in  th e  analysis of the  funded debt is: 
has th e  business to  w hich the  funded 
debt a ttaches a  sound p lan  of organ iza­
tio n  in  its  d iv isional or departm en ta l 
activ ity .
A question  of th is  ch a rac te r is som e­
w hat e lem en tary ; in  th e  n a tu ra l evolu­
tio n  of a  business th e  adm in is tra tive , d is­
tr ib u tiv e  an d  m an u fac tu rin g  div isions 
usually  develop w ith  a fa ir  degree of ex­
cellence. In  som e instances, however, 
th e re  is over-lapping of departm en ta l 
lines, in te rfe rin g  w ith  th e  sm ooth opera­
tio n  of a  business. T he average depart­
m en ta l executive, being m ore or less a  
specialist, does no t respond read ily  to 
functional over-lapping, and  th e  con­
sequence of such over-lapping is d e tri­
m en ta l to  effective operations. F u r th e r­
m ore, su b -d ep artm en ta liza tio n 10 m ay be 
necessary  to  th e  sm ooth ru n n in g  of a 
business to  p reven t the  over-loading of 
any  ind iv idual or group of ind iv iduals 
finally responsible for th e  d epartm en t’s 
functioning. I t  is qu ite  apparen t, how­
ever, th a t  each  business m ust be in ­
d iv idually  exam ined in  an  in q u iry  of th is  
k in d ; th e  problem  o rd in a rily  is no t one 
of g rea t difficulty p rov id ing  th e  compo­
n en t elem ents of a  business a re  recog­
nized. A c h a rt of functional o rganiza­
tion  should be as sim ple as possible, 
should c learly  define functional ac tiv i­
ties, and  avoid in  ad m in is tra tiv e  action  
a  chain  of au th o r ity  th a t  perm its  of no 
ind iv idual departm en ta l responsib ility  
an d  action. T he p lan  of organization  
th a t  does n o t observe such p rincip les w ill 
fasten  in e r tia  on a business, o r  develop 
a  personnel th a t  is like ly  to  rem ain  
perenn ia lly  subordinate-m inded.
10 T h e  im p o r ta n c e  o f  th e  la b o r a to r y ,  e x ­
p e r im e n ta l  o r  r e s e a r c h  d e p a r tm e n t  in  a  b u s i ­
n e s s  is  n o t  to  b e  o v e rlo o k e d  in  a n a ly z in g  th e  
d e p a r tm e n ta l  s e t  u p  o f  a  b u s in e s s .  S u c h  a  
d e p a r tm e n t  is  m o s t  v a lu a b le  in  k e e p in g  a  
b u s in e s s  a b r e a s t  o f  c o m p e ti t iv e  c o n d itio n s , 
a n d  so  is  re c o g n iz e d  in  m a n y  b u s in e s s e s .
8 T h e  s ta t e m e n t  o f  a p p l ic a t io n  o f  fu n d s , in  m o s t  in s ta n c e s  r e f e r r in g  to  e a r n in g s ,  a n s w e rs  
t h e  q u e s tio n  so  o f te n  r a i s e d : w h a t  h a s  b eco m e  o f  t h e  e a r n in g s .  A  c o n v e n ie n t e x h ib i t  is  th e  
f o l lo w in g :
T h e  fu n d s  w e re  p ro v id e d  f ro m  th e  fo llo w in g  s o u r c e s :
S a le  o f  C a p i ta l  S t o c k ..................................................................... $ .......................................
S a le  o f  B o n d ed  I n d e b t e d n e s s ...................................................................................................
N e t  P r o f i t— p e r  P r o f i t  a n d  L o s s  S t a t e m e n t ...................................................................
A d d : D e p re c ia t io n  c h a rg e d  to  E x p e n s e ..........................................................................
T o ta l  F u n d s  P r o v i d e d ......................................................... $
D e d u c t :
F e d e ra l  In c o m e  T a x ...............................................................................................................
D iv id e n d s  d e c la r e d  ...............................................................................................................
F u n d s  r e ta in e d  in  th e  b u s in e s s
T h e  fu n d s  w e re  a p p lie d  a s  fo l lo w s :
T o  in c re a s e  ( o r  d e c re a s e )  in  W o rk in g  C a p i ta l  (p e r
sc h e d u le  a t ta c h e d )  .....................................................................
T o in c re a s e  ( o r  d e c re a s e )  a s  fo l lo w s :
In v e s tm e n ts  ............................................ $ ......................................
P e r m a n e n t  A s s e ts  (H o ld in g  V a lu e )
( p e r  sc h e d u le  a t t a c h e d )  .......................................................
M isc e lla n e o u s  A s s e ts  . . .......................................................
F u n d e d  o r  o th e r  i n d e b t e d n e s s .................................................
M isc e lla n e o u s  ......................................................................................
T o ta l  F u n d s  A p p lied
9 A d v e r t is in g  p r o g r a m s  a n d  o th e r  p la n s  o f  a  s e ll in g  o r  a d m in is t r a t iv e  n a tu r e  o r  fo r  c o m ­
p a r a t iv e  g u id a n c e  m a y  b e  h e lp fu l ly  d e te rm in e d  b y  th e  s t a t i s t i c a l  d a t a  o f  th e  b u s in e s s .
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T he th ird  p rim ary  po in t to  consider in  
the  analysis of th e  funded debt is : are  
th e  various functions or d iv isions of th e  
business m anned by an  effective d irec ting  
personnel.11
The hum an  elem ent, so often ignored 
in  a n  an a ly s is  of business, is essen tia lly  
th e  m ost im p o rtan t p o in t to  consider in 
an y  analysis of th e  co n tin u ity  and  suc­
cess of a  business. B rick  and  m o rta r 
and  m ach inery  a re  in s tru m en ts  only and  
a re  w ielded by th e  energizing, im agina­
tive  force of th e  hum an  being. The qual­
ity  of personnel, official and o ther, is 
largely  th e  answ er to  con tinu ity  of fu tu re  
successful operation  or dubious p ast h is ­
to ry . Too often  th is  question  is over­
looked: w hat a re  the  qualities th e  in ­
div idual 12 should possess on whom rests 
th e  responsib ility  for successful opera­
tion . H as he th e  executive coord inating  
in s tinc t, th e  requ ired  ta c t and th e  diplo­
m acy fo r fo s te rin g  loyalty  to  the  in s ti­
tu tio n  and  h im self; has he th e  d riv ing  
pow er know ledge and  im ag ina tion  to  ex­
tra c t th e  m axim um  of effectiveness from  
his associates and  subo rd inates; has he 
a  sense of justice  an d  a  touch of th e  
hum an  to  foster loyalty ; has he th e  cour­
age to  m eet adverse economic conditions, 
and  act if sound or necessary  economy so 
re q u ire s ; has he  th a t  construc tive  im agi­
na tion  to  adap t h im self to  chang ing  con­
ditions, and sufficient fo resigh t so, w hen 
th e  change does come, he  is p repared  to 
m eet it. T he foregoing a re  som e of the  
questions th a t m ust necessarily  be 
answ ered affirm atively in  analyz ing  th e  
chief ad m in is tra tiv e  officer of a  business. 
So also  the  question  m u st be answ ered in  
reference to  th e  personnel of th e  various 
departm en ts and  divisions. If  technical 
sk ill is requ ired , has th e  m an in  charge 
th e  necessary  technical sk ill or th e  d irec­
tiv e  genius to  p roperly  coord inate  th a t 
type of ta le n t th a t  m ay be in  h is charge. 
The head of th e  sales division should 
have th e  d is trib u tiv e  in s tin c t and  those 
qualities of im ag ination , tac t, force and 
judgm ent th a t  m ake for effective and 
sound d is tribu tion . T he head  of opera­
tions should have coord inating  ab ility  
and th e  in s tin c t fo r m anufactu ring , the  
sam e qu a lities  of diplomacy, intelligence, 
d riv ing  power, im ag ina tion  and  ta c t to  
accom plish sm ooth operations. The p e r­
sonal fitness of th e  official departm en ta l 
and d iv isional staff is an  analysis of th e  
hum an  being in  re la tio n sh ip  to  h is  job. 
W eakness in  personnel alm ost alw ays
3
11 A rn o ld  B e n n e t t ,  in  h is  r e c e n t  book . “ I m ­
p e r ia l  P a la c e ,” h a s  g iv e n  a n  e x c e e d in g ly  
in te r e s t in g  p ic tu re  o f  th e  im p o r ta n c e  o f  p e r ­
so n n e l.
12 T h e  s o u n d n e s s  o f  b u s in e s s  l if e  in s u ra n c e  
a s  a  p ro te c t iv e  m e a s u r e  in  th e  lo s s  o f  p e r ­
so n n e l, is  n o w  g e n e r a l ly  re c o g n iz e d . L eo n  
G ilb e r t  S im o n , o f  N e w  Y o rk  U n iv e r s i ty ,  in  
h is  v o lu m e , “ B u s in e s s  I n s u r a n c e ,” h a s  a b ly  
a n a ly z e d  th e  s u b je c t .
leads to  su ccessfu l inroads by com peti­
tors w h o m ay have  less capita l, in ferior  
ph ysica l fa c ilitie s , less prestige  of com ­
m odity—in  fact, everyth in g  com petitively  
in fer io r  except su p erior ity  of personnel.
T herefore, rep eating  a sign ifican t but
often  neglected  tr u th : no funded debt ca n  
be analyzed as to  its  e lem en ts of sa fe ty  
and soundness u n less the factor of per­
sonnel is  scru tin iz in g ly  w eighed  a n d  
found sa tisfactory .
T o  be c o n tin u e d
C. P. A. EXAMINATION QUESTIONS, 
MAY, 1931
PRACTICAL ACCOUNTING
C o n tin u e d  fro m  th e  A u g u s t  is s u e
Problem 6.
Mason Mfg. Co. and Pelham Sons, Inc., decided on April 30, 1931, 
to combine their interests in a single company to be established under 
the laws of the State of Delaware for th a t purpose and to  be called 
Mason-Pelham Company. You are called upon to prepare a  balance 
sheet of the new company.
Balance sheets of the two companies on the date of the consolida­
tion were as follows:
M ason Pelham
A ssets Mfg. Co. Sons, Inc.
Cash ---------------------------------------------------------------  $147,965.75 $95,456.45
Receivables, net ______________________________  189,660.67 57,720.53
Inventories ___________________________________  386,200.27 652,429.51
L and  ---------------------------------------------------------------  140,000.00
M achinery and  equipm ent, ne t ________________  895,609.82 352,726.74
Goodwill, acquired  w ith  stock ________________  500,000.00 _________
L iab ilities and  ne t w orth  
A ccounts payable _______________
M ortgage bonds ________________ _______
Common stock __________________________
R evaluation  su rp lu s _____________________





_ 1 ,000,000.00 500,000.00
... 354,259.13
519,273.90
T otal liab ilities  and n e t w orth  __________ $2,259,436.51 $1,158,333.23
The following points should be duly considered in the preparation 
of the balance sheet:
(a) Receivables of the Mason Mfg. Co. include $56,708.33 due from  
Pelham Sons, Inc., the corresponding account payable on the la tter’s  
statem ent being $54,505.84. The difference is due to a  claim for de­
fective merchandise which the Mason Mfg. Co. now admits to be just.
(b) In the raw  m aterial inventory of the Mason Mfg. Co. are items 
purchased from  Pelham Sons, Inc., for $23,865.74, on which the la tte r 
company has taken a gross profit of 40%, and other items to taling 
$256,435.76 representing replacement parts on discontinued lines which 
it is agreed should be depreciated 25%.
(c) The revaluation surplus of $354,259.13 arises from an ap­
praisal made as a t April 30, 1929, by the Representative A ppraisal 
Company, $100,000.00 having been charged to land and the balance to  
machinery as follows:
P a rtic u la rs  P e r books A ppraisal D ifference
M achinery account ____ $1,006,141.64 $1,207,737.99 $201,596.35
R eserve fo r depreciation  — 364,790.95 312,128.17 52,662.78
N et value ___________  $641,350.69 $895,609.82 $254,259.13
The appraisal included in cost of reproduction new and accrued 
depreciation, certain patterns, tools and dies as being fully depreciated 
and amounting to $153,521.22. These items had cost $105,500.00 and i t  
is now agreed th a t the figures should be revised to reflect such cost, 
together with accrued depreciation a t 50% rather than the 100% ap­
pearing in the appraisal. I t was also discovered th a t the appraisal in­
cluded certain items which had erroneously been charged off as expense
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in 1925 and which had cost $10,500.00 in that year. On the last- 
described item depreciation at 10% per annum would have been ac­
cumulated for 5¼ years.
(d) The fixed assets of Pelham Sons, Inc., were informally ap­
praised by officials of both companies as follows:
Particulars Per books Appraisal
Machinery and equipment _________________  $528,625.44 $629,698.51
Reserve for depreciation ___________________  175,898.70 190,217.18
Net value ___________________________  $352,726.74 $439,481.33
It was agreed that these figures should appear on the records and 
statements of the new company.
(e) The new company will have but one class of stock: No-par 
common which will be issued against the net values of the tangible 
assets, as above described, on the basis that each share of new stock is 
worth $5.00, remaining amounts less than $5.00 to be disregarded. In 
addition the two companies will receive shares (equal together to the 
total already issued) in the ratio of 2 shares for the Mason Mfg. Co. to 
1 share for Pelham Sons, Inc., as the purchase price of their earning- 
producing abilities. Your opinion has been solicited on the latter point. 
Should “capitalized earning power” be set up on the new balance sheet 
to off-set the shares issued against the earning power of the two enter­
prises? You are informed that the laws of the State of Delaware re­
quire no minimum paid-in value.
Problem 7.
From the following information prepare a statement of application 
of funds for B Company which reflects, among other items, the increase 
or decrease in working capital:
March 31
Assets





Deferred bond discount ------------------------ - ---












Total assets $452,917.74 $466,013.04
Liabilities and Net Worth
Capital stock (no-par value) ---------------------------$210,561.78
Earned surplus ----------------------------------------------  52,027.09
Bank loans __________________________________  5,500.00
Trade notes payable----------------------------------------  12,365.50
Accruals _____________________________________  3,259.68
Current portion of mortgage payable----------------  2,000.00
Mortgage on plant ------------------------------------------  57,000.00
Reserve for bad debts ------------ ------------------------- 2,621.73
Reserve for plant depreciation -------------------------  65,845.32













Total liabilities and net worth -------------- $452,917.74 $466,013.04
During the year B Company purchased the equipment of a small 
competitor, a price of $31,148.27 being agreed upon, of which the vendor 
company accepted, as part payment, 2,375 shares of B Company stock 
at a value of $10.00 per share.
On March 31, 1931, old equipment which cost $4,781.50 was 
scrapped and written off the books. Accrued depreciation on this 
equipment was $3,520.19. The loss was included in the profit and loss 
for the year.
Profit and loss included a total of $22,398.77 charged to deprecia­
tion of equipment.
Minutes of the Board of Directors on January 1, 1931, authorized
the payment of a dividend of $75,000.00 which was paid February 1. 
They also authorized the write-off of good-will against earned surplus.
Other than the charge authorized by the Board of Directors, the 
only adjustment made to surplus was the addition of net profits for the 
year.
In your solution regard prepaid expenses as current assets.
Investments represent bonds of a company holding 65 % of B Com­
pany stock and mature in 1945.
Problem 8.
Woods and Bray, a partnership, specialize in the complete furnish­
ing of homes and apartments on the instalment plan, whereby an initial 
deposit of 15% is required, the balance being payable over a period of 
four years. A discount of 20% on instalment sales prices is allowed 
on all cash and ordinary credit sales.
Following is a trial balance of Woods and Bray a t December 31, 
1930:
W O O D S A N D  B R A Y  
(A  P a r tn e r s h ip )
T R IA L, B A L A N C E  —  D E C E M B E R  31, 193 0 
P a r t ic u la r s  D r. Cr.
C a sh  in  b a n k  .................................................................................................. $5 ,188.50
I n s ta lm e n t a c co u n ts  r e c e iv a b le ............................................................  223,066.00
O r d in a ry  a c c o u n ts  r e c e iv a b le  .........................................................  4 ,954.00
R e s e r v e  fo r  b a d  d e b ts —
I n sta lm e n t  ................................................................................................  $3,000.00
O r d in a ry  ................................................................................................. 400.00
I n v e n t o r y  o f  fu r n itu r e ,  v a lu e d  a t  th e  lo w e r  o f  c o s t  or
m a r k e t— J a n u a r y  1, 1930 .........................................................  101,767.00
R e s e r v e  w it h h e ld  b y  F u r n itu r e  F in a n c e  T r u s t  ...............  11,733.25
U n e x p ir e d  in s u r a n c e  (D e c e m b e r  31, 1930) ............................ 665.00
S to r e  f ix t u r e s  ...............................................................................................  4 ,900.00
R e serv e  fo r  d ep recia tion — Store f ix tu r e s ........................................  1 ,864.00
D e l iv e r y  tr u c k  ............................................................................................. 996.00
R e serv e  fo r  d ep recia tion — T r u c k .........................................................  124.50
E le c t r ic  s ig n  .................................................................................................. 2 ,525.00
R e s e r v e  fo r  d e p r e c ia t io n — S ig n  ....................................................  2 ,072.60
B a n k  lo a n  ....................................................................................................... 9,000.00
A c c o u n ts  p a y a b le  .....................................................................................  11 ,891.03
D u e  to  F u r n itu r e  F in a n c e  T r u s t  ..................................................  76,755.00
H a r r y  B. W o o d s , C a p ita l .................... ..............................................  155,491.75
W il l ia m  R . B r a y , C a p ita l .................................................................  51,260.87
H a r r y  B . W o o d s , D r a w in g  ......................... .......................................  2,580.00
W il l ia m  R. B r a y , D r a w in g  .................................................................  1 ,230.00
359,604.75 311,859.75
N e t  p r o fit  .........................................................................................................  47,745.00
35 9 ,604.75 359,604.75
W O O D S  A N D  B R A Y  
(A  P a r tn e r s h ip )
T R IA L  B A L A N C E  —  D E C E M B E R  31, 1930
D r. Cr.
S a le s —
C a sh  s a le s  ............................................................................................  $16,156.00
O r d in a ry  c r e d i t  s a l e s  ....................................................................  48,244.00
I n s ta lm e n t  s a l e s .....................................................................................  182,950.00
P u r c h a s e s —
N e w  ............................................................... ............................................ $135,807.00
D ep rec ia ted  c o s t  o f  fu rn itu re  r ep o sse ssed ............................  3,500.00
R e p a ir s  on  r e p o s s e s s e d  fu r n itu r e  ...................................... 712.00
P a r tn e r ’s  s a la r y  .......................................................................................... 5 ,200.00
I n t e r e s t  p a id  .................................................................................................. 682.00
F u r n itu r e  F in a n c e  T r u s t— in t e r e s t  c h a r g e s  ....................... 12,567.00
B a d  d e b t s —
I n sta lm e n t a c c o u n t s ...........................................................................  2 ,555.00
O th er  a c c o u n ts  ................................................................................  385.00
L o s s  o n  r e p o s s e s s io n s  ...........................................................................  3,674.00
O th e r  s a la r ie s ,  r e n t , a d v e r t is in g ,  ta x e s ,  e t c ...........................  34 ,523.00
199,605.00 247,350.00  
N e t  p r o fit  .........................................................................................................  47,745.00
247,350.00 247,350.00
Changes in instalment accounts receivable during 1930 are sum­
marized below:
U n p aid In crea se D ecrea se U n p a id
Y ear
o f
b a la n ce
J a n u a ry
b a la n ce
D ecem b erR e p o sse s ­
s io n ss a le 1,1930 S a les C o llection s B a d  d eb ts T ota l 3 1 ,1 9 3 0
1925 $3,802.00 $1,760.00 $770.00 $2,530.00 $1,272.00
1926 3,244.00 1,191.00 $590.00 465.00 2,246.00 998.00
1927 19,222.00 11,909.00 670.00 820.00 13,399.00 5,823.00
1928 38,947.00 18,626.00 1,051.00 325.00 20,002.00 18,945.00
1929 87,464.00 25,355.00 2,695.00 175.00 28,225.00 59,239.00
1930 $182,850.00 43,993.00 2,168.00 46,161.00 136,789.00
152,679.00 182,950.00 102,834.00 7,174.00 2,555.00 112,563.00 223,066.00
Additional data on repossessions:
Y ear
o f
S a le  price  o f  
fu rn itu re C ash U n p a id
V a lu e  o f  fu rn itu re  
r ep o ssessed , 
e st im a te d  
o n  b a s is  o f  c o st
s a le rep o sse ssed fo r fe ited b a la n ce le s s  d ep recia tion
1926 $ 1 , 2 0 0 .0 0 $610.00 $590.00 $250.00
1927 1,550.00 880.00 670.00 300.00
1928 2,550.00 1,499.00 1,051.00 650.00
1929 4,100.00 1,405.00 2,695.00 1,300.00
1930 2,800.00 632.00 2,168.00 1 , 0 00 .0 0
12,200.00 5,026.00 7,174.00 3,500.00
The above repossessions were recorded as follows:
D ep rec ia ted  c o s t  o f  fu rn itu re  r e p o ss e ss e d ..............................  $3,500.00
L o ss  on  r e p o ss e ss io n s ...........................................................................  3,674.00
In sta lm e n t a cco u n ts  r e c e iv a b le ........................................... $7,174.00
The unrealized profit at December 31, 1929, as determined from 
the partnership income tax returns, which were filed on the instalment 
basis, follows:
I n s t a l lm e n t
A c c o u n ts
Y e a r  o f  S a le  R e c e iv a b le
1925  ............................................  $3 ,802.00
1926   3 ,244.00
1927   19,222.00
1928   38,947.00
1929   87,464.00
U n r e a liz e d  
G r o ss  P r o f it  
P e r  C e n t A m o u n t
53 $ 2,015.06





Bad debt losses were charged directly to expense. The reserves 
for bad debts appearing on the books are considered adequate.
At December 31, 1930, an analysis of the receivables and the loan 
from the finance company revealed the following:
P a r t i c u la r s  P a s t  D u e
I n s t a lm e n t  a c c o u n ts  r e c e iv a b le .  $12,300.00
O r d in a ry  r e c e iv a b le s  ....................... 506.00
L o a n  fr o m  f in a n c e  c o m p a n y .................................
Due





A fte r  1931 
$137,266.00
45,505.00




The opening inventory was overstated $3,600.00 through an error 
in footing the summary. This error resulted in overstating the 1929 
gross profit percentage on instalment sales by 2%. The gross profit 
reported in 1929 on collections on 1929 instalment sales totaled 
$16,200.00.
The closing inventory, valued at cost, was $101,192.00, and at the 
lower of cost or market, $99,362.50.
The schedule prepared on loans from the finance company shows 
prepaid interest of $4,623.00.
Provide depreciation for 1930 using the rates prevailing in past 
years, as follows:
P e r  C en t
S to r e  f ix tu r e s  .............................................. 10
D e l iv e r y  e q u ip m e n t  ..............................  25
E le c t r ic  s ig n  ................................................  20
Instalment accounts receivable were financed in part during 1930 
by loans from the Furniture Finance Trust on assigned accounts. The
Continued on page 310
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The Reconciliation of Reciprocal Accounts
With a Special Regard for the Working Papers Involved
A PAPER on the above subject can hardly hope to do more than summarize the techniques which 
accountants use in one of their most 
elemental of problems. It is hoped that 
something of that which will be said re­
garding auditors’ working papers in con­
nection with the reconciliation of recip­
rocal accounts may be new to some, and 
present for the younger members of the 
profession a brief review of an old topic. 
Perhaps, at times, we do well to collect 
our information and thereby make it 
more available for those who are adding 
to their equipment. Since bank accounts 
comprise the majority of reciprocal ac­
counts with which the accountant deals, 
such accounts are used in the illustra­
tions which are presented. However, it 
should not be forgotten that control ac­
counts representing the detail to be found 
in the customers, factory, branch, or pri­
vate ledgers are reciprocal accounts. The 
individual accounts receivable and ac­
counts payable are also reciprocal ac­
counts as viewed from the customer’s or 
supplier’s records. Although the illus­
trations refer to bank reconciliations, the 
techniques presented are just as effective 
in reconciling all other reciprocal ac­
counts.
The simplest form of reconciling recip­
rocal accounts and the one which is most 
used is that which adjusts for the “in 
transit” items by simple addition to 
and subtraction from the balance of one 
of the reciprocal accounts to arrive at 
the balance of its reciprocal. Every in­
vidual who reconciles his bank account 
is familiar with this procedure. The sim­
plicity of the method recommends it. In 
fact, one may use it for years and have 
little idea, if any, of the nature of the 
debits and credits involved. A typical 
bank reconciliation under this method 
is shown in Form 1.
It appears to the writers to make lit­
tle difference whether one starts with the 
balance according to the books or the 
balance according to the bank statement. 
Perhaps the auditor will prefer to have 
the last figure in agreement with the 
books. If adjusting entries appear neces­
sary in the reconciliation, the posting of 
the adjusting entries automatically gives 
the true balance for work sheet purposes. 
The adjusting entries may not always be 
obvious, but it seems difficult to devise a 
form which will not have to assume that 
the worker possesses the ability to recog­
nize an adjusting entry. For the indi­
vidual and his bank account, the adjust­
ments are made on the check stub and 
the true balance results.
By W. E. DICKERSON and 
J. WELDON JONES, C. P. A.
It is admitted that the above form will 
work well for a majority of bank recon­
ciliations. But the inelasticity of the 
form has been the embarrassment of 
more than one accountant when it is ap­
plied to more complex reconciliations. 
The very active accounts between large 
banks and their correspondents, accounts 
receivable and payable which are subject 
to many debit and credit memoranda, 
payments on account, and frequent er­
rors, can reach the stage as to be prac­
tically impossible of reconciliation under 
the above method. The writers recall 
the three pages of additions and sub­
tractions which one accountant pre­
sented in his failure to reconcile a large 
bank account with the statement submit­
ted by the National City Bank of New 
York. Good, indeed, would be the ac­
countant who could have picked out the 
journal entries which were necessary in 
this case and have followed the reconcili­
ation through to be certain that verifica­
tion was complete.
May not the accountants’ difficulty here 
be indicative of a fundamental weakness 
in this form of reconciliation? The 
grouping of items which are opposite in 
nature can hardly be justified in logic. 
For example, in the illustration given, 
deposits in transit are added to exchange 
and collection charges. It is little won­
der that confusion results from the com­
bination of things so fundamentally dif­
ferent.
The banks have not relied on such 
forms of reconciliation beyond the printed 
instructions on the back of the deposi­
tors’ statements. For their own accounts 
they have adopted a more or less nation­
ally used form which it seems auditors 
would do well to accept just as univer­
sally. It may be well here to summar­
ize the possibilities which exist when A 
and B have reciprocal accounts on their 
books which are not in agreement. The 
disagreement arises first from two 
sources:
1. A makes entries which either are 
not made by B, or are made in a dif­
ferent amount by B.
2. B makes entries which either are 
not made by A, or are made in a dif­
ferent amount by A.
Now A and B can each do two things 
which affect the reciprocal accounts, i. e., 
debit or credit the other. Combining the 
above possibilities we have the following
picture of any reciprocal account which 
is out of agreement:
1. A makes entries which are not made 
by B.
a. A debits and B does not credit. 
a. A credits and B does not debit.
2. B makes entries which are not made 
by A.
a. B debits and A does not credit.
b. B credits and A does not debit. 
The second method of reconciling recip­
rocal accounts follows logically the above 
divisions for the troublesome items. A 
typical bank form modified for auditors’ 
working papers is shown in Form 2.
For those who prefer (as some audi­
tors do) to have the final figures on a 
work sheet agree with the original trial 
balance, the sum of the items needed in 
the reconciliation may be added for each 
side and subtracted from the totals, i. e., 
$804.05 from the totals on the right side, 
and $247.42 from the totals on the left 
side of the statement.
The advantages of the above form are 
many. The number of items which may 
be accommodated is almost without 
limit. Items needed in the reconcilia­
tion may be placed in the right section 
and on the right side as quickly as their 
nature is determined. The items calling 
for adjusting entries are easily ascer­
tained, they may be “keyed” and the ad­
justing entry made at once at the bottom 
of the work sheet to be later transferred 
to the senior accountant or to the audit 
journal. Perhaps of greatest advantage 
to the auditor is the classification by sec­
tions. The items which appear in Sec­
tion 1 call for verification letters on the 
part of the auditor, or perhaps a state­
ment subsequent to the date of audit in 
order that complete verification may be 
made. It may be possible that this can 
be done with some leisure, say, after re­
turning to the accounting office. The 
items appearing in Section 2 must be 
verified by an inspection of the client’s 
books subsequent to the date of audit. 
This work may have to be done (and 
preferably is done) before the auditor 
leaves the client’s office. Collateral veri­
fication letters and sheets can be “keyed’’ 
to the items on the above work sheet. It 
is again mentioned that the above form 
is not restricted to the reconciliation of 
cash accounts.
An alternative form which uses a sim­
ilar approach is illustrated in Form 3.
In this instance the disagreement be­
tween the balances of the reciprocal ac­
counts is viewed as due to the fact that 
either or both of the balances are out of 
line with the true balance. To bring
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both accounts to a true balance (and 
agreement), it is necessary to adjust for 
all items which have not yet been re­
corded. The unrecorded items include 
both transactions not yet entered and 
errors not yet corrected. Some of  the 
items affect one of the reciprocal ac­
counts and some the other. In each case 
these items may be classified into two 
groups, those that increase the balance 
and those that decrease the balance. We 
have, then, a cross classification of ad­
justment items:
Adjustment items Affecting Affecting 
Account 1 Account 2
Increasing balance
Decreasing balance
The sections which were discussed in 
connection with Form 2 appear in Form 3 
as separate columns. Form 3 carries 
over the advantages of Form 2 and in 
addition shows the true balance.
Unfortunately, not all of the advan­
tages of the above forms can be carried 
over to any more complete form. Their 
use is recommended at times in connec­
tion with the more complete form which 
is shown in Form 4.
The fourth form of work sheet pre­
sented in connection with the reconcilia­
tion of reciprocal accounts is  an excellent 
recapitulation sheet for all the work 
sheets which may be used in the recon­
ciliation. In the matter of bank recon­
ciliations, the verification of cash re­
ceipts and disbursements are closely re­
lated. The auditor collects many papers 
in connection with such verifications, and 
it is felt that the form presented is an 
excellent master sheet for such collateral
papers. It will be noted that initial bal­
ances, deposits, withdrawals, and closing 
balances are presented according to the 
bank statements and according to the 
books. It makes little difference which 
set of figures is placed first, although 
most accountants may prefer to think of 
the reconciliation items in their effect on 
the bank statements. If the figures ac­
cording to the books are placed first, 
the change in the reconciliation will be
only one of changing the color of the 
items involved. The differences between 
the book figures and the bank figures is 
obtained by subtraction as shown in the 
line captioned “Differences.” The cler­
ical accuracy of this section of the recon­
ciliation can, of course, be proven. The 
procedure of the reconciliation is to 
“wash out” these differences with the 
proper items. The reader will do well to 
understand at the outset that italic (in
Form 1
Balance according to Bank (date)........................
Add:
Deposit in transit (date)..................................




Checks outstanding (detail).............................................................. 232.54
Interest on daily balances (month of ............................... ) ........ 14.88
Balance according to Books (date).
Form 2
Section 1.
You credit (bank statement)—. $455.62 
We debit, you do not credit:
Deposit in Transit (date)—  800.00 
Section 2.
You debit, we do not credit:
Exchange, Telegram, etc........  4.05
We debit (books)........................
We credit, you do not debit: 
Checks outstanding................
You credit, we do not debit: 
Interest on daily balances.











A’s Books B’s Books
Balances before adjustment (date).............................. .........................$1,012.25 $455.62
Adjustment for items not yet recorded:
Additions:
Deposit in transit (date)..................  ........... ..............................  800.00
Interest on daily balances......................................................... .......  14.88
Deductions:
Checks outstanding........................... ................... ............................... 232.54
Exchange and collection charges...................................................  4-05






Balances According to the Bank............................................................(A) $14,265.12
Balances According to the Books......................... ................................ (E) 18,444.10
Differences ....................................................................................................  $4,118.98
Reconciliation:
January 1, 19...., Items:
Checks Outstanding Jan. 1, 19—. (Detail attached)...................  $2,213.06
Deposits in Transit (Detail) Jan. 1, 19-
Interest on Daily Balances—Not credited by us.......................
N. S. F. Check (detail) Dr. by you Dec.—not Cr. by us...........
You Cr. collection item (detail) Dec. 31, 19....—We do not Dr. 
Items during year 19....:
We cancel check No..........by Journal Entry June 10,19..........
You credit our account in error July 10, 19....—Corrected by
you Aug. 5, 19....— (Details).......................................................
Error in Deposit Oct. 9, 19....—We Dr. 1st Natl. in error and
correct by J. E. Oct. 10, 19.........................................................
December 31, 19...., Items:
Checks Outstanding Dec. 31, 19.... (Details)............................. .
Deposits in Transit—December 31, 19.... (Details)...................
Interest on Daily Balances—Dec. 19.... Not Cr. by us..............
N. S. F. Check (detail) Dr. by you Dec. Not Cr. by us...........
You Cr. collection item (detail) Dec. 31, 19.... We do not Dr. 
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practice, red) figures in  th e  reconcilia­
tion  do no t m ean “c red its .” The type  (or 
color) of th e  figures depends en tire ly  on 
th e  re la tionsh ip  of th e  item  to  th e  bank  
figures (in  th is  exam ple) or to  th e  book 
figures, if  we had s ta rted  w ith  the  book 
figures on top of the  bank  figures. W hen 
th e  reconcilia tion  is com plete the  sum  of 
th e  reconcilia tion  item s in  each colum n 
w ill exactly correspond w ith  th e  am ount 
show n in  the  re la ted  colum n under “Dif­
ferences,” w ith  the  exception th a t  th e  
type  (or color) of th e  to ta l w ill be oppo­
site  to  the  type (or color) of the  differ­
ence. In  o ther words, th e  difference has 
been “w ashed ou t.”
The reconcilia tion  item s have been 
som ew hat classified chronologically. How­
ever, som e prefer to  classify  by item s or 
otherw ise. F o r exam ple, ou tstand ing  
checks for both  th e  beg inn ing  and end­
ing  of th e  period m ay be handled  in  one 
section. T he necessary  ad ju s tin g  jo u r­
n a l en tries  can be easily  located and 
handled  as suggested u nder F orm  2. 
This form  does no t have th e  advantages 
of F orm  2 in  in d ica tin g  by sections th e  
th in g s we have done w hich th e  bank  has 
no t done, and  th e  th ings w hich th e  bank 
has done and we have no t done. W hen th e  
details of th e  reconcilia tion  item s are  n u ­
m erous, as in th e  case of ou tstand ing  
checks, the  supporting  sheets can be 
“keyed” to  the  form  sheet. To those who 
object to  th e  “m ix tu re” of black and  red 
figures (rep resen ted  here by two k inds 
of type) a s  being confusing, th e  w rite rs  
can s ta te  th a t  u tili ty  justifies th e ir  use 
in  th is  case. I t  is  doubtless tru e  th a t  
those au d ito rs  who have become accus­
tom ed to  th e  second or th ird  form s have 
never gone back to  Form  1. Ju s t so, the  
w rite rs  believe th a t  those who use th e  
fo u rth  form  in  connection w ith  th e  ve ri­
fication of receip ts and  d isbursem en ts are  
likely  to  add it  to  th e ir  perm anen t equip­
m ent.
A w ord should be said  concern ing  the  
source of th e  figures used in Form  4. 
The w rite rs  know  of no sh o rt cuts here, 
and do no t w ish to  be included w ith  
those who m ay use some “proof of cash” 
scheme as described and condem ned by 
Bell and Pow elson (“A uditing ,” pages 76- 
78). T he in itia l and closing bank  bal­
ances m arked “A” and “D” on th e  form  
should come from  verification  le tte rs  w ith  
th e  depositories. D eposits according to 
th e  bank, m arked  “B,” should be sup­
ported  by an  adding m achine lis t taken  
from  th e  bank sta tem en ts. And these 
lis ts  should be com pared and  checked 
w ith  th e  cash receip ts book, even a fte r 
th e  reconcilia tion  has been made. The 
correspondence of dates and  am ounts of 
deposits according to  th e  books and de­
posits according to th e  bank  sta tem en ts 
is of v ita l im portance to  th e  aud ito r. 
W ithdraw als according to  th e  banks, 
m arked  “C,” should p referab ly  be tak en
from  an  add ing  m achine list p repared  
from  th e  bank sta tem en ts. U nder certa in  
circum stances th e  figure m ay be tak en  
from  an adding  m achine lis t of th e  paid 
checks in  the  files. The in itia l and clos­
ing  balances according to  th e  books, 
m arked  “E ” and  “H ,” should be taken  
from  th e  au d ito r’s tr ia l balances. The 
receip ts and  disbursem ents according to 
th e  books should be supported  by adding 
m achine slips of th e  cash receip ts book 
and  th e  cash disbursem en ts book. U n­
der such procedure i t  becomes difficult 
fo r unrecorded receip ts or d isbursem ents 
to rem ain  undetected. Recorded receipts 
and disbursem ents w hich do not pass 
th rough  th e  bank  accounts m ust be 
found before th e  “wash ou t” of differ­
ences is complete. F orm  4 does no t help 
the  aud ito r to  escape the  necessary  de­
ta il involved in reconciling  cash accounts, 
bu t it  does offer a m aste r she et  and a l­
lows g rea te r freedom  in  delegating  the  
detail to  a ss is tan ts  and jun io rs.
The circum stances su rro u n d in g  the  re­
ciprocal account w ill determ ine w hich of 
the  form s should  be used. The use of th e  
m ost su itab le  form  no t only fac ilita tes 
th e  reconcilia tion  of accounts, bu t m a­
te r ia lly  im proves th e  w ork ing  papers of 
th e  accountan t on m any points.
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to  reg is te r and pay  th e  fee annually , 
w ith in  th e  tim e and  in  the  m anner pro­
vided by th is  act, th en  a t  any  tim e th e re ­
a fte r  th e  said  board m ay no tify  such per­
son by reg istered  m ail, a t h is  address 
show n upon the  records of th e  board, re ­
qu iring  s uch person to reg is te r and  pay 
such fee, w ith in  th ir ty  (30) days a fte r 
th e  m ailing  of such notice. If  such person 
shall continue to  fa il to  reg is te r  and pay 
th e  said  fee w ith in  th e  said  period of 
th ir ty  (30) days, th e  board  shall en te r an 
order suspending  th e  certificate of such 
person, and thereupon  such person shall 
no longer be en titled  to  exercise or enjoy 
any of th e  r ig h ts  or priv ileges conferred 
by such certificate u n til he shall have 
reg istered  and paid  a ll delinquent reg is­
tra tio n  fees, as here in  provided.
Sec. 9. The board  may, in its  discretion , 
estab lish  such ru les and  regu la tions as 
to  the  publication  of lis ts  of persons hold­
ing  certificates as certified public account­
an ts  and public accountan ts, as m ay in 
th e  judgm ent of th e  board be for th e  best 
in te re s ts  of th e  profession of public ac­
coun ting  in  th e  S ta te  of F lorida.
Sec. 10. Any person who shall receive 
from  th e  board  under th is  act, or who 
shall have heretofore  received from  the 
S ta te  B oard of A ccountancy of th is  S tate, 
a  certificate to p rac tice  as a  certified pub­
lic accountan t, sha ll be sty led  and know n 
as a  “certified public accoun tan t,” and no 
o th e r person shall assum e to  use such
ti t le  or th e  abbrev ia tion  “C. P. A.” or any  
o ther word, w ords, le tte rs  or figures to  
ind icate  th a t  th e  person using  th e  sam e 
is a  certified public accountan t. A ny per­
son w ho has here to fo re  received from  
th e  S ta te  B oard of A ccountancy of th is  
S ta te  a  certificate of a u th o rity  to p rac­
tice  as a  public accoun tan t shall be styled 
and know n as a  “public accoun tan t,” and  
no o ther person, except a  certified public 
accountan t, shall assum e to use such des­
ignation  to  ind ica te  th a t  such person is 
en titled  to  p ractice  as a  public account­
an t in  th is  S tate . A ny person v io la ting  
an y  of th e  provisions of th is  section shall 
be deemed gu ilty  of a  m isdem eanor, and  
upon conviction sh a ll be punished  by a 
fine of no t m ore th a n  five hundred  
($500.00) dollars or im prisonm ent in  the  
county ja il fo r no t m ore th a n  six  m onths, 
or both, in  th e  d iscretion  of th e  tr ia l 
court.
Sec. 11. I t  sh a ll be unlaw ful fo r any 
person to  engage in  th e  p ractice  of public 
accounting  in  th is  S ta te  as a m em ber of 
a firm unless he shall be th e  ho lder of a 
certificate of au th o rity  as a  public ac­
coun tan t or a  certificate as a  certified 
public accountan t. No person shall p rac­
tice  public accounting  in  th is  S ta te  u nder 
an  assum ed nam e, and no certificate as a 
certified public accoun tan t sha ll ever be 
g ran ted  to  a  corporation . Any person 
v io la ting  any  of th e  provisions of th is  
section  shall be deemed gu ilty  of a  m is­
dem eanor and upon conviction thereof 
shall be pun ished  by a  fine of no t m ore 
th a n  five hund red  ($500.00) dollars or im ­
p risonm ent in  th e  county ja il fo r n o t 
m ore th an  six  (6) m onths, or both, in  th e  
d iscretion  of th e  tr ia l  court.
Sec. 12. The board  may, in  its  d is­
cretion , adopt ru les and regu la tions pro­
v id ing  fo r th e  issuance of tem porary  cer­
tificates to  persons for th e  purpose of en­
abling  such persons to  fulfill specific en­
gagem ents or em ploym ents, the  con trac ts 
for w hich w ere en tered  in to  beyond th e  
lim its  of th e  S ta te  of F lorida.
No such tem p o rary  certificate shall be 
valid  for m ore th a n  n ine ty  (90) days 
a fte r  its  issuance, and no certificate shall 
cover m ore th a n  one engagem ent, and  no 
such certificate sha ll be issued to  any 
firm or co-partnersh ip  unless a ll of the  
m em bers thereo f hold certificates as cer­
tified public accoun tan ts issued under 
th e  laws of an o th e r s ta te  a n d /o r  certifi­
cates as charte red  accountan ts issued 
under th e  law s of a  foreign coun try ; and 
no such tem porary  certificate shall be 
issued to  an  ind iv idual unless he holds 
a certificate as a  certified public account­
a n t issued- un d er th e  laws of ano ther 
s ta te  or country, or a  certificate as a 
chartered  accoun tan t issued un d er th e  
law s of a  fo reign  country. E ach person 
apply ing  for a. tem porary  certificate  shall 
pay to  th e  board th e  sum  of ten  ($10.00) 
dollars, w hich shall be disposed of as
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other m oneys a re  required  to  be disposed 
of under th is  act.
Sec. 13. All com m unications betw een 
certified public accoun tan ts and  public 
accoun tan ts and  th e  person, firm  or 
corporation  fo r whom such certified pub­
lic accoun tan t or public accountan t shall 
have m ade any  au d it or o ther investiga­
tio n  in  a  p rofessional capacity, and  all 
in fo rm ation  obtained by certified public 
accoun tan ts and public accountan ts in  
th e ir  p rofessional capacity  concerning 
th e  business and  affairs of c lien ts shall 
be deemed priv ileged com m unications in  
all of th e  courts of th is  S tate, and no 
such certified public accoun tan t or public 
accoun tan t shall be perm itted  to  tes tify  
w ith  respect to  any  of sa id  m a tte rs , ex­
cept w ith  th e  consent in  w ritin g  of such 
clien t or h is  legal rep resen ta tive .
Sec. 14. No person  m ay practice  in  th is  
S ta te  as a  certified public accountan t or 
as a  public accoun tan t, n o r hold h im self 
ou t to  th e  public as being qualified to  
prac tice  public accounting, or any  phase 
or b ranch  thereof, in  th e  S ta te  of F lo rida , 
unless such person shall be th e  holder 
of a  certificate  as a  certified public ac­
coun tan t or as a  public accoun tan t then  
in  fu ll force and  effect u n d e r th e  p ro ­
visions of th is  a c t; any person v io la ting  
th e  provisions of th is  section  sha ll be 
deemed g u ilty  of a  m isdem eanor, and 
upon conviction thereo f shall be punished 
by a fine of no t m ore th a n  five hundred  
($500.00) dollars, or by im prisonm ent in 
th e  county  ja il fo r no t m ore th a n  six  (6) 
m onths, or both, in  th e  d iscretion  of th e  
tr ia l  court.
Sec. 15. A person, e ith e r ind iv idually  
o r as a  m em ber of a  firm , or an  officer or 
employee of a  corporation , shall be 
deemed to  be engaged in  p ractice of pub­
lic accounting  w ith in  th e  m eaning  and 
in ten t of th is  ac t:
(a) W ho holds h im self ou t to  th e  pub­
lic in  any  m anner as one w ho is sk illed  
in  th e  know ledge, science and  practice  
of accoun ting  and  as qualified to  render 
p rofessoinal services as an  accoun tan t for 
com pensation ; or
(b) W ho m a in ta in s  an  office fo r th e  
tran sac tio n  of business as a  public ac ­
countan t, o r who, except as an  em ployee 
of a  public accountan t, practices account­
ing, as d is tingu ished  from  bookkeeping 
for m ore th a n  one em ployer; or
(c) W ho offers to  receive clients to  per­
form  fo r com pensation, or w ho does per­
form  upon behalf of c lien ts for compen­
sation , p rofessional services th a t  involve 
or requ ire  an  a u d it or verification  of 
financial tran sac tio n s  and  accounting  
records; or
(d) W ho prepares, signs or certifies for 
c lien ts rep o rts  of audits, balance sheets 
and  o ther financial, accounting  an d  re ­
lated  schedules, exh ib its , s ta tem en ts, or 
reports w hich a re  to  be used fo r publi­
cation  o r fo r cred it purposes or a re  to  be
filed w ith  a court or o ther tr ib u n a l or 
governm ental agency, or used fo r any  
o ther purpose; or
(e) Who in  general, or as an  inciden t 
to  such  w ork, renders professional a ss is t­
ance to  c lien ts for com pensation in  any  
o r a ll m a tte rs  re la tin g  to  accounting  p ro ­
cedure and  th e  recording, p resen ta tion  
and certification  of financial fac ts; or
(f) W ho p repares for an o ther a n d /o r  
signs any  sta tem en t, schedule, aud it, bal­
ance sheet, or o ther docum ent or paper 
reflecting, or p u rp o rtin g  to  reflect, th e  re ­
su lts  of an  au d it o r exam ination  of th e  
financial records or books of account of 
such person o r corporation , w hich is 
used, o r in tended  to  be used, fo r th e  p u r­
pose of ob ta in ing  or so liciting  any loan 
o r credit.
Sec. 16. I t  shall be un law fu l for any  
person ho ld ing  a  certificate  as a  certified 
public accoun tan t o r a  certificate of 
au th o rity  a s  a public accoun tan t to act 
as th e  rep resen ta tive , agen t or m anager, 
in  th e  S ta te  of F lorida, in  connection 
w ith  th e  p rac tice  of public accounting, of 
an y  person no t au thorized  un d er th e  pro­
vision  of th is  ac t to  p ractice  public ac­
coun ting  in  th is  S tate, or of any  firm or 
association  of persons, unless each m em ­
b er of such firm  o r  association  of persons 
sh a ll be au thorized  to  practice  public ac­
coun ting  in  th is  S ta te  under th e  pro­
visions of th is  ac t; provided, th a t  any  
certified public accoun tan t or firm of 
certified public accoun tan ts re s id in g  be­
yond th e  lim its  of th e  S ta te  of F lo rida , 
who is or a re  now  rep resen ted  in  th e  
S ta te  of F lo rid a  by a  rep resen ta tive , 
agen t o r m anager, shall be p erm itted  to  
continue to  be rep resen ted  in  th is  S ta te  
by such rep resen ta tive , agen t or m anager, 
b u t no  new  or successor rep resen ta tive , 
agen t or m anager in  the  S ta te  of F lo rid a  
sh a ll be appointed , employed o r selected 
fo r such certified public accoun tan t or 
firm  of certified public accoun tan ts w ith ­
out th e  approval in  w ritin g  of th e  board 
first being had and obtained.
Sec. 17. A ny firm, every  m em ber of 
w hich is a  certified  public accountan t, 
a f te r  reg is te r in g  th e  firm  nam e w ith  th e  
board, m ay use  th e  designation  “certified 
public accoun tan ts” in  connection w ith  th e  
firm  nam e. A ny firm , every m em ber and  
res id en t m anager of w hich is e ith e r  a 
certified public accountant, or a  public 
accountan t, a f te r  reg is te r in g  th e  firm 
nam e  w ith  th e  board, m ay use th e  desig­
n a tio n  “public accoun tan ts” in  connection 
w ith  th e  firm  nam e.
Sec. 18. A ny person
(a) W ho sha ll u se  an y  o ther te rm  th an  
certified public  accountan t, or th e  ab­
b rev ia tio n  C. P. A. to  ind icate  th a t  he  is 
a  public  accoun tan t w ith  a  specially  
g ran ted  t i t le ;  or
(b) W ho sha ll announce by p rin ted  or 
w ritten  s ta tem en t th a t  he  holds any  m em ­
bersh ip  in  any  society, association  or or­
gan iza tion  of professional public account­
an ts , unless such society, association  or 
o rgan ization  h as  been officially recog­
nized by th e  board ; or
(c) W ho shall, w hen p rac tic in g  as a 
m em ber of a  firm, announce e ith e r  in  
w ritin g  or by p rin tin g , or rep re sen t ver­
bally, th a t  th e  firm is p rac tic ing  as “cer­
tified public  accoun tan ts,” unless a ll m em ­
bers of the  firm a re  ho lders of valid  and 
unrevoked certificates as certified public 
accoun tan ts issued by th e  S ta te  B oard  of 
A ccountancy o f  th is  S ta te ; provided, th a t  
any  person holding a  certificate in  good 
s tan d in g  as a certified public accountan t 
or as a  public accoun tan t g ran ted  by th e  
S ta te  B oard  of A ccountancy of th is  S tate, 
w hen ac tin g  as a rep resen ta tive , p a rtn e r  
or m anager of an  ind iv idual or firm, prop­
e rly  qualified to  p rac tice  public accounting  
un d er the  law s of a  sta te , or sta tes, o ther 
th a n  F lo rida , m ay hold out to  th e  public 
th a t  such ind iv idual is, a n d /o r  th a t  such 
ind iv iduals are , so qualified; or
(d) W ho shall a ttem p t to p ractice  pub­
lic accounting  under an  assum ed nam e, 
o r in  th e  nam e of a corpora tion ; or
(e) W ho shall, as a  m em ber of the  
firm, announce e ith e r in  w ritin g  or by 
p rin tin g , or rep resen t verbally , th a t  th e  
firm  is p rac tic in g  as “public account­
an ts ,” un less a ll m em bers of th e  firm are  
ho lders of certificates of au th o r ity  to  
p rac tice  as public accoun tan ts a n d /o r  
certifica tes as certified public account­
an ts  w ith in  th e  m eaning  of th is  ac t; p ro­
vided th a t  an y  person holding a  certi­
ficate in  good stan d in g  as a  certified pub­
lic accoun tan t or as a  public accoun tan t 
g ran ted  by th e  S ta te  B oard of A ccount­
ancy of th is  S tate , w hen ac tin g  as a rep­
resen ta tive , p a rtn e r  o r m anager of an  in ­
d iv idua l o r firm, p roperly  qualified to 
p rac tice  public accounting  under th e  law s 
of a  s ta te  or sta tes, o th e r  th a n  F lorida, 
m ay hold  out to  th e  public th a t  such in ­
d iv idual is , a n d /o r  th a t  such ind iv iduals 
are , so qualified; o r
(f)  W ho sha ll a s  an  officer of a  cor­
p ora tion  p e rm it i t  to p ractice  public ac­
coun ting ; o r
(g ) W ho holds h im self out to  th e  pub­
lic as a  certified public accountan t, or 
w ho assum es to  p rac tice  as a  certified 
public accoun tan t, unless he has received 
and  holds a  certificate as such from  th e  
S ta te  B oard  of A ccountancy; or
(h )  W ho holds h im self ou t to  th e  pub­
lic  a s  a  public accoun tan t or who as­
sum es to  p rac tice  as a  public accoun tan t 
unless he has received and  holds a  ce rti­
ficate of au th o rity  from  th e  S ta te  B oard 
of A ccountancy; or
( i)  W ho shall practice, or hold h im self 
out as qualified to  p ractice, as a  certified 
public accoun tan t or as a  public account­
a n t a f te r  h is  certificate  has been revoked, 
or d u rin g  th e  tim e  th a t  h is  certificate  
is suspended; or
( j)  W ho sha ll practice, as an  individ-
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ual or as a  m em ber of a  firm, or who shall 
p erm it a  firm  of w hich  he  is a  m em ber 
to  practice, as a certified public account­
a n t or as a  public accountan t, unless a 
reg is tra tio n  card  h as  been duly secured 
fo r  th e  c u rren t year in  accordance w ith  
th e  prov isions of th is  ac t; or
(k ) W ho shall sell, buy, give, or obtain  
an  alleged certificate  as a  certified public 
accoun tan t o r certificate  of a u th o rity  or 
a  reg is tra tio n  card  in  an y  o ther m anner 
th a n  as provided fo r by th is  ac t; o r
(l ) W ho shall a ttem p t to  p rac tice  as a  
certified public accoun tan t o r as a  public 
accoun tan t u nder guise of a  certificate 
no t issued  by th is  board, o r under cover 
of a  certificate  obtained illegally  o r frau d ­
u len tly ; or
(m ) W ho sha ll know ingly  ce rtify  to  
any  false  or frau d u len t repo rt, certificate, 
exh ib it, schedule or s ta tem en t; or
(n )  W ho sha ll a tte m p t by an y  su b te r­
fuge to  evade th e  prov isions of th is  ac t 
w hile  p rac tic ing  public accounting ; or
(o ) W ho shall, a s  an  ind iv idual or as 
a  m em ber of a  firm  or as an  officer of a 
corporation , p e rm it to  be announced by 
p rin ted  or w ritte n  sta tem en t, o r  sha ll rep ­
resen t verbally , th a t  an y  report, ce rti­
ficate, exhibit, schedule or sta tem en t has 
been prepared  by a  certified public ac­
co u n tan t or by a  public accoun tan t w hen 
th e  person  w ho p repared  the  sam e w as 
no t such certified public accountan t or 
public accountant, except w hen  such p e r­
son is th e  employee of a  certified public 
accoun tan t o r public accoun tan t; or a  
firm  of certified public accountan ts or 
public accountan ts, shall be deemed gu ilty  
of a  m isdem eanor, and  upon conviction 
thereo f shall be punished  by a  fine of no t 
m ore th a n  five h und red  ($500.00) dol­
la rs  for each offense or im prisonm ent in  
th e  county  ja il fo r a  period no t exceed­
ing  six (6) m onths, o r by bo th  such fine 
and im prisonm ent, in  th e  d iscre tion  of 
th e  t r ia l  court.
Sec. 19. All sta tem en ts, records, sched­
ules and  m em oranda m ade by a  certified 
public accoun tan t or a  public account­
an t, o r by th e  employee or em ployees of 
a  certified public accoun tan t o r of a pub­
lic accountan t, inc iden t to, o r in  th e  
course of, p rofessional serv ice to  a client, 
except th e  rep o rts  subm itted  by such 
certified public accoun tan t or public ac­
cou n tan t to  th e  client, shall be and re ­
m ain  th e  p roperty  of such  certified  pub­
lic  accoun tan t o r public accoun tan t in 
th e  absence of an  express ag reem ent be­
tw een th e  certified public accountan t or 
public accoun tan t and  th e  client.
Sec. 20. T he display  of a  card , sign, ad­
vertisem en t or d irec to ry  listing , or the 
issuance of a  le tte rhead , b earing  a  per­
son’s nam e as a  p rac titio n e r of public ac­
coun ting  shall be p rim a  facie evidence in  
an y  h ea rin g  or prosecu tion  ag a in s t such 
person th a t  th e  person w hose nam e is 
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interest charge is 20% on four-year accounts, with a decreasing charge 
on shorter term  receivables. In addition the finance company retains a 
15% deposit refundable as the loan is liquidated. Payments on loans 
are based on the instalments m aturing each month on receivables 
assigned.
The 6% bank loan of $9,000.00 m atures January  2, 1931, interest 
thereon having been prepaid.
Since the formation of the partnership in 1920, profits have been 
divided as follows:
H a r r y  B . W o o d s  .................................... 2 /3
W i l l i a m  R . B r a y  ...................................  1 /3
On January 1, 1930, William R. Bray discontinued active partici­
pation in the management and operation of the partnership. To com­
pensate H arry  B. Woods for his services, the following clauses were 
added to the partnership agreement:
“ (1) Each partner shall be allowed interest a t the rate of 5% on 
the balance in his capital account a t the beginning of each year, ex­
cluding unrealized profit.
“ (2) H arry  B. Woods shall be allowed a salary of $5,200.00 per 
annum, payable $100.00 per week.
“ (3) H arry B. Woods shall be entitled to a  bonus of 5% of net 
profits computed on the accrual basis, after interest on capital accounts, 
but before bonus.”
From  the above p rep are :
(1) Journal entries necessary to adjust the books and to place 
them on the instalment basis.
(2) Balance sheet a t December 31, 1930, on the instalment basis, 
supported by a schedule of changes in the partners’ capital accounts.
(3) Statement of profit and loss for the year 1930 to show the net 
profit, both on the accrual basis and on the instalment basis.
(4) Auditor’s certificate to be attached to the balance sheet.
Problem 9.
From the following information, taken from branch and home office 
books, prepare for the year ending December 31, 1930:
(1) Statement of gross profit which should indicate the gross profit 
earned by the branches, home office and the combined gross profit after 
deducting commissions.
(2) Statement of cost of sales.
The home office makes shipments to branches and dealers and bills 
both a t a figure which is 120% of factory cost less 10% for com­
missions.
The entry on home office books on shipments to dealers is as 
follows:
Debit—Accounts receivable a t net billing price.
Debit—Commission expense a t 10% of gross billing price (120% 
of factory cost).
Credit—Sales at gross billing price.
At the same time inventory is credited and cost of sales charged a t cost.
When shipments to branches are made the following entry is m ade:
Debit—Branch a t net billing price.
Credit—Inventory a t factory cost.
Credit—Reserve for profit in branch inventories.
Periodically, the branch advises the home office of the number of
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units sold by them and this information is used to make the following 
en try :
Debit—Cost of sales at factory cost.
Debit—Reserve for branch profit in inventories.
Debit—Commission expense a t 10% of gross billing price to 
branch.
Credit—Sales at gross billing price.
The net billing price to branches and dealers was found to be 
$108.00 per unit.
The inventory in units of the home office at December 31, 1930,
was as follows:
On hand—January 1, 1930......................................................................................... ..1843
Manufactured during 1930........................................................................................... ..8150 9993
Shipments to branches....................................................................................................3632
Shipments to dealers...................................................................................................... ..4061 7693
On hand—December 31, 1930....................................................................................  2300
When the branches received shipments from the home office they 
charged inventory at net billing price of $108.00 per unit and credited 
home office. As sales are made the branch makes the following entry:
Debit—Accounts receivable at selling price.
Credit—Sales.
and
Debit—Cost of sales at $108.00 per unit.
Credit—Inventory at $108.00 per unit.
The units in branch inventory at December 31, 1930, were de­
termined as follows:
On hand—January 1, 1930......................................................................................................  761
Received from home office in 1930.........................................................................................  3632
Total ..................................... .................................................................................................  4393
Sales at $150.00 per unit..........................................................................................................  3891
On hand—December 31, 1930.................................................................................................. 502
The cost of production in 1929 and 1930 was uniform; the reserve 
for profit in branch inventories had a credit balance of $6,088.00 on De­
cember 31, 1929.
Problem 10.
During 1930 the net sales of the Durable Machine Company were 
$3,200,000.00 and net profit after deducting bonuses and Federal income 
tax of 12%, $140,800.00. In lieu of salaries, A. B. Ferguson, president 
of the company, and T. A. Gouffe, sales manager, each received a bonus: 
the former, 10% of net profit after deducting all bonuses and Federal 
income ta x ; the latter 1/5 % of net sales plus an amount equal to ½ the 
compensation of the president.
For 1931 it is estimated that net sales will be $3,000,000.00, and net 
profit (before deducting the compensation of the president and sales 
manager and before deducting Federal income tax) 5% thereof. The 
Board of Directors has continued the compensation of the two officers 
on the bonus basis prevailing in 1930. It is further estimated that the 
Federal income tax rate for 1931 will be 12½ %.
You are called upon (a) to compute an estimate of 1931 net profit 
after all deductions, and (b) for comparative purposes, to recompute 
the net profit for 1930, assuming the rate of Federal income tax in 1930 
had been 12½ %.
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so carried thereon is responsible for the 
same and that he is announcing himself 
thereby to be engaged in the practice of 
public accounting. In any hearing or 
prosecution under this act, the proof of 
a single act prohibited by law shall be 
sufficient, without proving a general 
course of conduct.
Sec. 21. The board may, in its dis­
cretion, issue a certificate as a certified 
public accountant to any applicant who 
holds a valid and unrevoked certificate 
as a certified public accountant issued 
by, or under the authority of, another 
State or political subdivision of the 
United States, or who holds a valid and 
unrevoked certificate as a chartered ac­
countant issued by, or under the authority 
of, a foreign country; provided the ap­
plicant has complied with the provisions 
of this act and the rules of the board and 
(a) the original certificate was secured as 
the result of an examination which in 
the judgment of the board was the equiv­
alent of the standard established by it; 
or (b) the holder has been maintaining 
an office for the practice of public ac­
counting under the authority of such 
certificate for a period of five (5) years; 
provided that the State or country is­
suing the original certificate grants sim­
ilar privileges to persons holding certifi­
cates as certified public accountants is­
sued under the laws of this State.
Sec. 22. Any certificate to practice as 
a certified public accountant or as a pub­
lic accountant may be revoked and can­
celled or suspended for a definite period, 
not to exceed two years, when it shall 
appear to the board:
(a) That such person has been guilty 
of an act described in section 18 of this 
act; or,
(b) That such person has been con­
victed of a felony; or,
(c) That the said certificate was ob­
tained by fraud or deceit; or,
(d) That such person has been guilty 
of any fraudulent, wrongful or unlaw­
ful act while holding such certificate; or,
(e) That such person was guilty of a 
fraudulent, wrongful or unlawful act pri­
or to the issuance of the certificate and 
of which the board did not have knowl­
edge at the time of the issuance of the 
certificate; or
(f) That any reason exists which 
would have justified the refusal of the 
certificate in the first instance; or
(g) Because of the commission by the 
holder of a certificate of any act which 
renders him unfit to associate with the 
fair and honorable members of the ac­
counting profession; or
(h) That such person is a habitual 
drunkard.
A certificate may be revoked or sus­
pended only by the unanimous vote of all
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m em bers of th e  board for a  period not to  
exceed two years fo r the  v io lation  by the  
holder thereo f of any  of th e  ru les or 
canons or p rofessional e th ics p rom ulgated  
by th e  board.
No certificate  shall be revoked, or the  
operation  thereo f suspended, u n ti l a fte r  
th e  board shall have had a  hearing , a t 
w hich th e  person ho ld ing  such certificate 
sh a ll be en titled  to be p resen t and to  be 
rep resen ted  by counsel. The board  shall 
p rescribe ru les and regu la tions fo r re ­
ceiving com plaints aga in s t any  person 
holding a  certificate  issued under th is  
ac t and for th e  filing of charges aga in s t 
any such person by the  board  itself. W hen 
any  such com plain ts or charges shall be 
filed, a  copy thereo f shall be m ailed  under 
th e  d irec tion  of th e  board, by reg istered  
m ail, to  th e  person ag a in s t whom  such 
com plain t or charge is made, a t th e  ad ­
dress of such person as show n upon th e  
records of th e  board ; and  w ith  such copy 
of th e  charge  or com plain t th e re  shall be 
tran sm itted  a notice th a t  a  h earin g  th e re ­
on w ill be h ad  before th e  board  a t a  tim e 
and place to  be specified, no t less th a n  
th i r ty  (30) days a fte r th e  m ailing  of such 
notice. The burden  of proof of such 
charges shall re s t upon th e  persons who 
sha ll have p re fe rred  th e  sam e, or upon 
th e  board, as th e  case m ay be. A t the  
tim e  fixed for such h ea rin g  o r a t  any 
ad jou rnm en t w hich  m ay be g ran ted  by 
th e  board, th e  m a tte r  shall proceed to  
hearing . T he board, in  its  discretion , 
m ay be rep resen ted  by counsel employed 
by th e  board. I f  th e  com plain t or charge 
sha ll be sustained , th e  board  m ay en ter 
an  o rd e r revoking  o r suspend ing  th e  cer­
tificate, as provided by th is  act, o r  m ay 
censure th e  holder of th e  certificate. If  
th e  com plain t or charge  be no t susta ined , 
an  o rder sh a ll be en te red  by th e  board  ex­
onera tin g  th e  ho lder of th e  certificate.
Sec. 23. All m oneys collected by th e  
board from  fees prescribed  or au thorized  
to  be charged by th is  ac t shall be received 
and accounted fo r by th e  board  or by th e  
secre ta ry  of th e  board  u nder its  direction . 
Such m oneys sha ll be used to  defray  ad ­
m in is tra tio n  expenses, w hich shall in ­
clude th e  ac tua l trav e lin g  expenses of 
m em bers of th e  board and  th e  secre ta ry  
in  a tten d in g  official m eetings; th e  sa la ry  
of th e  secre ta ry  and  inc iden ta l expenses 
of ad m in is tra tio n ; th e  cost of tak in g  tes­
tim ony and  p rocu ring  th e  a ttendance  of 
w itnesses before th e  board  or its  com m it­
tees; office help and  clerical help fo r th e  
ch a irm an  of th e  board ; costs of a ll legal 
procedure ta k e n  u nder th e  p rovisions of 
th is  act fo r th e  enforcem ent thereof. All 
bills shall be aud ited  and  approved by  th e  
board  or by a  com m ittee of th e  board  ap­
pointed  fo r th a t  purpose. Should th e  re ­
ceip ts from  such fees exceed th e  expenses 
aforesaid  th e  balance o r overplus shall be 
paid  in to  th e  s ta te  treasu ry . T he board 
shall have the  r ig h t to  re ta in  and hold
a t a ll tim es a  su rp lu s in  m oney sufficient 
in  th e  judgm ent of th e  board to m eet the  
needs of th e  board. In  no event shall 
any expenses incu rred  by the  board be a 
charge upon th e  funds of th e  S tate . The 
board shall ob tain  p roper and approved 
co lla teral secu rity  fo r a ll bank  deposits 
and shall designate a  depository for its 
funds.
Sec. 24. All moneys, records and  docu­
m ents now in  th e  hands of the  S tate  
B oard of A ccountancy o r any m em ber or 
officer thereo f belonging to said  board 
shall be, upon th e  appo in tm en t of the  
board requ ired  to  be appointed  by th is  
act, tu rn ed  over to  such new  board, and 
shall become th e  p ro p erty  thereof, and 
such m oneys shall be disposed of in  th e  
m anner provided by th is  ac t w ith  re ­
spect to  fees w hich shall h e rea fte r come 
in to  th e  possession of th e  S ta te  B oard of 
A ccountancy.
Sec. 25. T he prov isions of th is  ac t shall 
no t be construed  to invalida te  any certifi­
cate heretofore gran ted , o r reg is tra tio n  
made, under C hapter 12290, Laws of 
F lo rida , A cts of 1927, o r any  o ther law  of 
F lo rid a  here to fo re  existing .
Sec. 26. W herever th e  te rm  “board" is 
used in  th is  act, i t  shall be deemed and 
construed  to  m ean th e  S ta te  B oard of Ac­
countancy crea ted  under th is  act, unless 
o therw ise specified.
W herever th e  te rm  “certified public ac­
co u n tan t” is used in  th is  act, i t  shall be 
deemed an d  construed  to m ean a person 
holding a  certificate to  p ractice  as a  cer­
tified public accoun tan t issued under th is  
act, or an y  law  of th e  S ta te  of F lo rida  
heretofore  in  force and  effect.
W herever th e  te rm  “public accoun tan t” 
is used in  th is  act, i t  sha ll be deemed and 
construed  to  m ean a  person holding a  
certificate of au th o rity  to  p rac tice  as a 
public accoun tan t issued under th e  pro­
visions of any  law  of th e  S ta te  of F lorida.
W herever in  th is  ac t w ords im porting  
th e  m ascu line gender sh a ll be used, th e  
sam e shall be applied  to, and  shall in ­
clude th e  fem in ine gender.
Sec. 27. A ny honorab ly  d ischarged w ar 
v e te ran  w ho is  a  c itizen  of th e  S ta te  of 
F lo rida  and  w ho incu rred  a  d isab ility  
during  m ilita ry  service shall be issued a  
certificate au th o riz in g  h im  to  p ractice  as 
a certified public accountan t, provided 
such w ar ve te ran  h as  been ac tiv ly  en­
gaged in  th e  p rofession  of accounting  in  
h is own nam e, under a  tradenam e or in  
th e  office of a  certified public accoun tan t 
o r  in  a  com bination  of these  th ree  con­
nections w ith  th e  profession fo r a  to ta l 
of five years p rio r to  th e  passage of th is  
ac t and h as  reg iste red  each year since 
1927, and, provided such  w ar v eteran  
m ake app lica tion  to  th e  S ta te  B oard of 
A ccountancy fo r such certificate  w ith in  
six m onths subsequent to  th e  passage of 
th is  act.
Sec. 28. A ny disabled w ar v eteran  who
w as disabled d u rin g  th e  period of 1927 
and who could no t reg is te r a t  th a t  tim e  
to  p rac tice  as a  public accountan t as re­
qu ired  before D ecem ber 31, 1927, ow ing 
to  h is d isab ility  and absence from  the  
S ta te  or o therw ise and who has now re ­
gained his h ea lth  and  is desirous of en­
gag ing  in  public p rac tice  is hereby p e r­
m itted  to  reg is te r a s  a  public accountan t.
Sec. 29. A person w ho has com pleted 
a  four years course in  accountancy a t 
e ith e r  of th e  tw o F lo rida  un iversi ties 
th en  a fte r  one y ea r’s w ork  w ith  a  reg is­
te red  accoun tan t’s office th ey  w ill be en­
titled  to tak e  said  exam ination  to  become 
a  certified public accountan t.
Sec. 30. T he board  is hereby authorized  
to  accept app lications from  persons who 
had th e  experience requ ired  by section 
3922 of th e  ac ts of 1927, b u t who failed  
to  apply  w ith in  th e  tim e  lim it se t by such 
section, and  to  extend to  any  such per­
sons w hatever benefits they  should have 
received had  applications been properly  
m ade, provided such app lican ts be of 
good m oral charac te r.
Sec. 31. A ll law s or p arts  of law s in  
conflict w ith  th is  a c t a re  hereby repealed.
Sec. 32. I f  any  section, clause, p ara ­
g raph  o r p rov ision  of th is  act shall be 
held to  be u n constitu tiona l or o therw ise 
void or inoperative, i t  shall no t affect 
th e  rem ainder of th is  act.
Sec. 33. T h is  ac t shall tak e  effect and 
be in  force from  an d  a f te r  i ts  passage 
and  approval by th e  governor, or upon 
becom ing a  law  w ithou t such approval.
A p p ro v e d , J u n e  25, 1931
“THEY SHALL DELIVER”
In  th e  M useum of th e  U niversity  of 
P ennsy lvan ia  th e re  is a  clay tab le t from  
N ippur reco rd ing  a  m ortgage m ade 2,360 
years ago. T he m ortgage is given on an  
o rchard  and  is secu rity  fo r a  paym ent of 
debt in  th e  34th year, 5th m onth, 5 th  day, 
of K ing A rtaxerxes. The tra n s la tio n  is: 
T h ir ty  g u r (bushels) of dates a re  due 
to  E n lilnad in-shum i, son of M u ra sh u  from  
B elbu llitsu  and Sha-N abushu, sons of 
K irib ti and  all th e ir  bow tenancy. They 
shall deliver these  th i r ty  gur of dates in  
th e  m onth  of T ish ri in  th e  34th y ea r and 
in  accordance w ith  th e  m easure  of 
E nlilnad in -shum i in  B it balatsu . T he ir 
p lan ted  o rch a rd  is pledged to  E nlilnad in- 
shum i in  secu rity  for paym ent of the  
dates. No o ther cred ito r has pow er 
over it.
W itnesses: L am ani son of R ahim -ili, Bel- 
e lir son of Idarinu -ili, B elasua son of 
N abu-ah ittannu , B a la ta  son of Ardi- 
Muillaeshu, B elshunu  son of M annu-aki- 
N ana.
Scribe: N in ib-etir son of Shum -iddina, 
M onth of Ab, 5th day, 34th y ear of 
A rtaxerxes, K ing  of a ll lands.
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REPORT OF COMMITTEE ON ARBITRATION
T he cooperative ac tiv ities of o rganiza­
tions of certified public accountan ts and 
th e ir  m em bers have been reported  
th ro u g h o u t th e  year in  num bers of The 
Society’s official o rgan  for the  m onths of 
Novem ber, 1930, and Jan u a ry , A pril, May, 
Ju ly , and A ugust, 1931, together w ith 
o ther in fo rm ation  or new s in re la tion  to 
Com m ercial A rb itra tio n  thereby  m ore 
cu rren tly  in fo rm ing  th e  m em bers of The 
Society th a n  o therw ise would have been 
possible.
Because of belated  in fo rm ation  the  
fac t has no t here to fo re  been m entioned 
th a t  a  bill w hich w as in troduced  in  th e  
leg isla tu re  of th e  S ta te  of M aine w as 
found to  con tain  defects; th a t  th ey  w ere 
sought to  be rem edied w hile in  th e  Ju d i­
c iary  C om m ittee of th e  Senate ; and th a t  
th e  net resu lt was th a t th e  bill was not 
repo rted  fo r passage. T he defects con­
sisted  of om ission to  specifically exclude 
d ispu tes a ris in g  betw een em ployers and 
em ployes and to provide for th e  irrevoca­
b ility  and  en forceab ility  of a rb itra tio n  
clauses contained in  com m ercial con­
trac ts . Effort is being m ade to  overcome 
th e  opposition to  such a  provision, 
w herever i t  ex ists, and  th a t  effort should 
have  th e  cooperative support of every 
organ iza tion  of certified public account­
a n ts  and th e  ind iv idual m em bers to  th e  
end th a t  the  se ttlem en t of com m ercial 
d isputes by o ther th a n  court proceedings 
m ay become m ore genera l th roughou t th e  
sta tes.
The a u th o r of an  a rtic le  in  a  recen t 
m agazine m ade use of an  expression 
w hich ind ica ted  th a t  a rb itra tio n  is com­
prom ise, ra th e r  th an  ad jud ication , th an  
w hich no th ing  could b e fu r th e r  from  the 
fact. The idea m ay have been draw n 
from  consideration  of th e  functions of a 
board  of review  and  conciliation. I f  so, 
i t  was m isapplied.
A S ta te  o rgan ization  of certified public 
accoun tan ts can find in  Com m ercial A rbi­
tra tio n  a convenient and  effective m eans 
th ro u g h  display  of active in te re s t w here­
by to  give to its  m em bers an o ther com­
m on m eeting  ground  fo r contact w ith  
m em bers of th e  business w orld. The 
in itia l evidence of an  active in te re s t can 
best tak e  th e  form  of affiliation w ith  
th a t  na tional o rgan iza tion—th e  A m eri­
can  A rb itra tio n  A ssociation—w hich de­
votes its  whole tim e  and energies to pro­
m o ting  adequate  s ta tu to ry  provisions for 
th e  a rb itra tio n  of com m ercial d isputes 
an d  to developing an  u nders tand ing  of 
th e  m eans by w hich such provisions m ay 
best be u tilized. If  the  m em bers of S tate  
organ iza tions or certified public account­
a n ts  do no t acquire  th a t  understand ing , 
it  is no t to be expected th a t  th ey  w ill 
develop a keen in te re s t in  prom oting  the
passage of adequate  laws or in  th e  p rac­
tice of com m ercial a rb itra tio n , or th a t  
th e  effect on th e  m em bers of th e  busi­
ness w orld of any  ac tion  w hich m igh t 
be tak en  by th e  organization  could be 
view ed as o ther th a n  a  m ere  gesture.
The underly ing  basis fo r and th e  action  
necessary  to  affiliation w ith  th e  A m eri­
can A rb itra tio n  A ssociation a re  fu lly  in ­
dicated in  th e  la s t annual repo rt of th is  
com m ittee—see page 274 of T h e  C e r tif ie d  
P u b lic  A c c o u n ta n t  for th e  m onth  of Sep­
tem ber, 1930.
T he m eans by w hich a certified public 
accoun tan t m ay acquire an  un d ers tan d ­
ing  of th e  u tiliza tio n  and  practice of 
Com m ercial A rb itra tio n  a re  ind icated  on 
page 133 of T h e  C e r tif ie d  P u b lic  A c c o u n t­
a n t  fo r th e  m onth  of May, 1931.
R espectfully  subm itted  fo r the  Com­
m ittee,
H o m e r  A . D u n n ,  C h a irm a n .
REPORT OF COMMITTEE ON 
CALENDAR SIMPLIFICATION
T here  has been litt le  or no action  
along th is  line  d u rin g  th e  p a s t year. 
O ur com m ittee, therefore , has  had  very  
li tt le  to  w ork on. L ast y ear th ere  w as 
considerable d iscussion about ca lendar 
sim plification, and th e re  was, as you 
know, a  jo in t reso lu tion  before Congress 
how ever n o th ing  w as done in  th e  m a tte r 
and th e  question  is still pending.
R o b t .  P e n t l a n d ,  J r .,  C h a irm a n .
TREASURER’S REPORT
To the  P res id en t and B oard of D irectors, 
The A m erican Society of Certified Pub­
lic A ccountants.
D ear S irs:
I he rew ith  subm it repo rt upon th e  
financial ac tiv ities of The A m erican So­
ciety of Certified Public  A ccountants cov­
erin g  th e  fiscal y ea r ended A ugust 31, 
1931.
The annexed s ta tem en t sets fo rth , in 
sum m arized form , th e  Cash Receipts and 
D isbursem ents from  Septem ber 1, 1930, 
to  A ugust 31, 1931, inclusive, and I be­
lieve co rrectly  reflects the  resu lts  of th e  
Society’s tran sac tio n s  du ring  th e  period 
stated .
The receip ts from  dues and all o ther 
sources du rin g  th e  fiscal year ju s t closed 
have been approxim ately  $1,000.00 less 
th an  those of the  p rio r year. T his fa ll­
ing  off in  receip ts has, however, been 
m ore th a n  offset by a  very  m ate ria l re ­
duction  in  th e  am ount of the  expenses 
for th e  sam e period due to economies 
effected in  conducting  the  Society’s a f­
fa irs . The Society w as accordingly en­
abled to  m eet all of its  obligations and
to close its  fiscal y ear w ith  a  sligh tly  
la rger balance th a n  a  y ear ago.
R espectfully  subm itted ,
G a r d n e r  W. K i m b a l l ,
T re a s u r e r .
S T A T E M E N T  O P  R E C E I P T S  A N D  
D IS B U R S E M E N T S  
T h e  A m e r ic a n  S o c ie ty  o f  C e r tif ie d  P u b lic  
A c c o u n ta n ts  
F is c a l  Y e a r  E n d e d  A u g u s t  31 , 1931 
R e c e ip ts  
C a s h  B a la n c e  S e p te m ­
b e r  1 , 1930 :
C a s h  in  B a n k — C u r ­
r e n t  A c c o u n t ..........  $183.52
P e t ty  C a s h  F u n d .  . . . 900.00
--------------  $1,083.52
D u e s  a n d  M e m b e rs h ip  
F e e s :
D u e s — C u r r e n t  Y e a r . 32,717.43 
D u e s— P r io r  Y e a r s .  . 2,356.25 
D u e s — A d v a n c e  . . . .  152.50 
M e m b e rs h ip  F e e s  . . .  120.00




D is b u rs e m e n ts  
C u r r e n t  E x p e n s e s :
S e c r e ta r y ’s  O ffice. . . . 18,593.42
P r in t in g  .......................  1,702.9 6
P o s ta g e  .........................  1,543.58
T r a v e l in g  .......................  1,247.87
A c c o u n ta n ts  P u b l i s h ­
in g  C o ............................ 8,908.86
O fficers’ a n d  D ire c ­
to r s ’ E x p e n s e ..........  1 ,477.43
C o m m itte e  E x p e n s e  . 54.82 
C o n v e n tio n  E x p e n s e .  1 ,013.22 
S e rv ic e  o f  E x a m in a ­
tio n  Q u e s tio n s — N e t  137.30 
In s u ra n c e ,  T a x e s ,
B o n d s , e tc .................  211.61
D u e s  U . S. C h a m b e r
o f  C o m m e r c e ..........  200.00
S ta te  S o c ie ty  A w a r d s  275.00
M is c e lla n e o u s  .............  1 ,574.50
C a p i ta l  E x p e n d i tu r e s :
F u r n i tu r e  a n d  F i x ­
tu r e s  ............................ 206.30
L ib r a r y  .........................  54.70
B a la n c e  A u g u s t  31,
1931 ............................
C o m p o sed  a s  f o l lo w s :
O n d e p o s it  w ith  N a ­
t io n a l  M e tro p o lita n  
B a n k , W a s h in g to n ,
D. C.—
C u r re n t  A c c o u n t . . . .  242.16 
S e c re ta ry ’s  P e t t y




REPORT OF THE COMMITTEE 
ON FEDERAL LEGISLATION
N othing has come to  th e  C om m ittee on 
F edera l L egislation  fo r consideration  
du ring  th e  past year. C ongress w as so 
occupied w ith  m a tte rs  w hich did no t 
p rim arily  affect accountan ts th a t  your 
com m ittee w as relieved from  th e  neces­
sity  of m eeting  or of adv ising  on pro­
posed laws. A close observation  was 
m ain ta ined  on congressional activ ity .
R espectfu lly  subm itted ,
PA TRICK  F. CROWLEY, C hairm an.
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FINANCIAL STATEMENTS
E X H I B I T  A
C O M P A R A T IV E  B A L A N C E  S H E E T S  A S 
A T  A U G U S T  31 
T h e  A m e r ic a n  S o c ie ty  o f  C e r tif ie d  P u b lic  
A c c o u n ta n ts
A s s e ts  1931 1S30 
C u r r e n t :
C a s h —
B a n k  ............................ $242.16 $183.52
Im p r e s t  ....................  900.00 900.00
B ills  R ec e iv a b le  . . 30.00 30.00
P r e p a id  E x p e n s e .  . 895.00 895.00
2,067.16 2,008.52
F i x e d :
F u r n i tu r e  a n d  F i x ­
t u r e s  .........................  *2,914.82 3,256.90
L i b r a r y  ............................ 2 ,377.88 2,170.18
C a p i ta l  S to c k  o f  A c ­
c o u n ta n ts ’ P u b l i s h ­
in g  C o m p a n y ..........  4 ,970.00 4,970.00
1 2 ,329.86 12,405.60
L ia b i l i t ie s  a n d  N e t  W o r th  
C u r r e n t :
D u e s  P a id  in  A d v a n c e  152.50 132.50
152.50 132.50 
N e t  W o r th  ( E x h ib i t  B )  12,177.36 12,273.10
12,329.86 12,405.60 
‡C o st ................................................ $5,483.84
D e p re c ia t io n  ..............................  2 ,569.02
2,914.82
E X H I B I T  B  
A N A L Y S IS  O F  S U R P L U S  
T h e  A m e r ic a n  S o c ie ty  o f  C e r tif ie d  P u b lic  
A c c o u n ta n ts  
F is c a l  Y e a r  E n d in g  A u g u s t  31, 1931
B a la n c e  A u g u s t  31, 1 9 3 0 ....................  $12,273.10
D e b i t :
R e s e rv e  f o r  D e p re c ia t io n  .$548 .38  
C r e d i t :
N e t  R e v e n u e  ( E x h ib i t  C ) 452.64
-----------  95.74
N e t  W o r th  A u g . 31, 1931 (E x .  A )  12,177.36 
E X H I B I T  C 
R E V E N U E S  A N D  E X P E N D IT U R E S  
T h e  A m e r ic a n  S o c ie ty  o f  C e r tif ie d  P u b lic  
A c c o u n ta n ts  
F is c a l  Y e a r  E n d in g  A u g u s t  31, 1931 
R e v e n u e s  
D u e s :
A d v a n c e  P a y m e n ts .  . $132.50
C o lle c tio n s  ....................  35,073.68
--------------- $35,206.18
F e e s  ......................................  120.00
M isc e lla n e o u s  ..................  389.53
35,715.71
E x p e n d i tu r e s  
S e c r e ta r y ’s  Office.
S e c r e ta r y 's  S a l a r y .  . 7 ,500.00 
C le r ic a l  E x p e n s e .  . . . 8,132.45
Office S u p p lie s .............  358.23
R e n t  .................................  2 ,027.88
T e le p h o n e  a n d  T e le ­
g r a p h  .......................... 359.95
M isc e lla n e o u s  .............  214.91
--------------- 18,583.42
P r in t in g  :
D ire c to ry  .......................  603.00
C e r tif ic a te s  ..................  224.25
P a m p h le ts  ....................  231.00
G e n e ra l  .........................  644.71
--------------- 1,702.96
P o s t a g e : 
D ire c to ry  
P a m p h le ts  




T ra v e l  ...................................
C e r tif ie d  P u b lic  A c ­
c o u n ta n t  (P u b .  C o . ) . 
O fficers’ a n d  D ire c to r s ’
E x p e n s e s  .......................
C o m m itte e  E x p e n s e  . . .  
C o n v e n t io n  E x p e n s e s . .  
S e rv ic e  o f  E x a m in a t io n
Q u e s tio n s  .......................
In s u ra n c e ,  ta x e s ,  b o n d s ,
a u d i ts ,  e tc ......................
M is c e l la n e o u s :
D u e s  U . S. C h a m b e r
o f  C o m m e r c e ..........
S ta te  S o c ie ty  A w a r d s  
S u n d r y  ............................















E X H I B I T  D  
R E C E I P T S  A N D  D IS B U R S E M E N T S  
T h e  A m e ric a n  S o c ie ty  o f  C e r tif ie d  P u b lic  
A c c o u n ta n ts  
F is c a l  Y e a r  E n d in g  A u g u s t  31, 1931
R e c e ip ts  
C a s h  o n  h a n d , S e p te m ­
b e r  1, 1930, N a t io n a l  
M e tr o p o l i ta n  B a n k ,
W a s h in g to n ,  D . C.
(A c c t. w i th  S o c ie ty )  $183.52
I m p r e s t  C ash , N a t io n a l  
M e tro p o l i ta n  B a n k ,
W a s h in g to n ,  D . C.
(A c c t. w ith  S e c re ­
t a r y )  .........................  900.00
1,083.52
D u e s  a n d  M e m b e rs h ip  
F e e s :
D u e s  .................................  $35,073.68
D u es, F is c a l  Y e a r
1931-32 .......................  152.50
F e e s
35,226.18
120.00




D is b u rs e m e n ts  
A s s e t s :
F u r n i tu r e  a n d  F i x ­
tu r e s  ....................
L i b r a r y ....................
S e c r e ta r y ’s Office . .  
(S e e  E x h ib i t  C )
P r in t in g  .......................
(S e e  E x h ib i t  C )
P o s ta g e  .......................
(S e e  E x h ib i t  C )
T r a v e l  ..........................
A c c o u n ta n ts  P u b lis h
in g  C o.......................
O fficers’ a n d  D ire c ­
to r s ’ E x p e n s e s . . .  
C o m m itte e  E x p e n s e  
C o n v e n tio n  E x p e n s e  
S e rv ic e  o f  E x a m in a ­
t io n  Q u e s tio n s  . . .  
In s u ra n c e ,  t a x e s
b o n d s , e tc .................
D u e s  U . S. C h a m b e r  
o f  C o m m e rc e . . . .  
S ta te  S o c ie ty  A w a rd s  














20 0 .0 0
275.00
1,574.50
3 7 ,2 0 1 .5 7
B a la n c e  A u g u s t  31,
1931, N a t io n a l  M e t­
r o p o l i ta n  B a n k :
A c c o u n t w i th  S o c ie ty  242.16 
A c c o u n t w i th  Sec’y .  900.00
--------------- 1 ,142.16
38,343.73
E X H I B I T  E
C O M P A R A T IV E  B A L A N C E  S H E E T S  A S  
A T  A U G U S T  31
T h e  A c c o u n ta n ts  P u b l i s h in g  C o m p a n y
A s s e ts  1931 1930
C u r r e n t :
C ash , B a n k ..................  $168.62 $140.31
A d v e r t is in g  R e c e iv ­
a b le  ..............................  173.00
168.62 313.31
F i x e d :
F u r n i tu r e  a n d  F ix ­
tu r e s  ............................  1,000.00 1,000.00
M a il in g  L i s t .................. 4 ,000.00 4,000.00
5,168.62 5,313.31
L ia b i l i t ie s  a n d  N e t  W o r th
C u r r e n t : N o n e  N o n e
C a p i ta l  S to c k ................ 5 ,000.00 5,000.00
S u rp lu s  ............................  168.62 313.31
5,168.62 5,313.31
E X H I B I T  F
R E V E N U E S  A N D  E X P E N D IT U R E S
T h e  A c c o u n ta n ts  P u b l i s h in g  C o m p a n y
F is c a l  Y e a r  E n d in g  A u g u s t  31, 1931
R e v e n u e s  
S u b s c r ip t io n s  a n d  S a le s  $10,427.72
A d v e r t is in g  .......................  3,021.75
--------------- $13,449.47
E x p e n d i tu r e s
S a la r y  o f  E d i t o r ............. 1,500.00
C le r ic a l  E x p e n s e ............. 2 ,542.50
P r in t in g  ..............................  7,708.56
P o s ta g e  ..............................  1,227.60
R e n t  ......................................  540.00
M isc e lla n e o u s  ..................  75.50
--------------  13,594.16
N e t  L o s s . . . .......................  144.69
E X H I B I T  G
R E C E I P T S  A N D  D IS B U R S E M E N T S
T h e  A c c o u n ta n ts  P u b l i s h in g  C o m p a n y
F is c a l  Y e a r  E n d in g  A u g u s t  31, 1931
R e c e ip ts  
C a s h  o n  h a n d , S e p te m ­
b e r  1, 1930, N a t io n a l  
M e tr o p o l i ta n  B a n k ,
W a s h in g to n , D. C.
(A c c o u n t w ith  C o .) .  $140.31
A m e r ic a n  S o c ie ty ..........  8,908.86
S u b s c r ip t io n s  a n d  S a le s  1 ,671.86
A d v e r t is in g  .......................  3,041.75
M isc e lla n e o u s  ..................  1.50
--------------  13,764.28
D is b u rs e m e n ts
S a la r y  o f  E d i t o r ............. 1,500.00
C le r ic a l S e rv ic e s ............. 2 ,542.50
P r in t in g  ..............................  7,708.56
P o s ta g e  ..............................  1,227.60
R e n t  ......................................  540.00
M isc e lla n e o u s  .................. 77.00
--------------- 13,595.66
B a la n c e  A u g u s t  31,
1931, N a t io n a l  M e t­
r o p o l i ta n  B a n k .  . . . 168.62
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STATE SOCIETY NEWS
LOUISIANA
P res id en t A rchie M. S m ith , of the  So­
ciety  of L ou isiana  Certified Public Ac­
coun tan ts, has recen tly  addressed  a  le t­
te r  to  ind iv idual ho lders of C. P. A. cer­
tificates in  L ouisiana, w hether m em bers 
of th e  S ta te  society o r not. The two 
opening parag rap h s a re  as follows, quoted 
because of th e  fac t th a t  they  rep resen t 
w h a t should  be in  th e  m ind of every 
p res id en t of every  S ta te  society. Most 
of th e  le t te r  has  to  do w ith  local m a tte rs  
bu t th is  v iew point should  be equally  ap­
p licable in  every  S ta te  in  th e  U nion:
"T he purpose of th is  no te  is to  urge 
upon ou r m em bers th a t  th ey  tak e  a  deep­
er and a  live lier in te re s t in  th e  affairs of 
our Society an d  to  appeal to  those Cer­
tified Public A ccountants ac tive  in  p rac­
tic e  who a re  no t m em bers to  jo in  our 
ranks .
“I  pledge to  you th a t  u nder th is  ad­
m in is tra tio n  every  effort w ill be m ade 
to  place o u r p rofession upon th e  very  
h ighes t p lane and  to  secure fo r  i t  from  
bank  and  business executives and  th e  
public generally  th a t  recognition  to 
w hich it  is ju s tly  en titled . T his so­
c iety  is  going to  be as im p o rtan t a  fac­
to r  to  th is  com m unity  as th e  L ou isiana  
B ar A ssociation is, an d  no C ertified Pub­
lic A ccountan t—p articu la rly  one in  ac­
tiv e  practice—can afford no t to  be a  
m em ber thereof.”
In  lis tin g  th e  am bitions of th e  officiary 
of th e  society, one s tan d s  ou t a s  w orthy  
th e  consideration  of any  S ta te  o rgan iza­
tion . I t  reads:
“We a re  going to  m ake a  stro n g  bid 
for, and  expect to  w in, recognition  of our 
society from  th e  business, financial, and 
political leade rs of th e  S ta te  and  c ity  
so th a t ou r society w ill be asked to  nam e 
a  rep resen ta tive  w henever a group of 
c itizens is chosen to  consider im p o rtan t 
m a tte rs  of civic in te re s t.”
T he tw o closing parag rap h s a re  as fol­
lows:
“I have occasionally heard  th e  society 
criticized. F o r  instance, i t  has been 
charged  a t  tim es w ith  inactiv ity . In  
rep ly  I subm it th a t  w hen  it  h a s  seem ed 
to  be id le  i t  w as b u t re s tin g  from  its  
labors and, like  a  sleep ing  bulldog, has 
a lw ays been ready  to  sp rin g  to  its  m as­
te r ’s defense w hen danger w as scented, 
the  m as te r being th e  L ou isiana  Certified 
Public A ccountant.
“In  conclusion, le t m e beg of you to  
come fo rw ard  w ithou t hesita tio n  w ith  
any  ideas you m ay have fo r th e  good of 
the  cause. W e w ill welcom e any  sug­
gestions you have to  offer and  in v ite  your 
fu ll support an d  cooperation. H e lp  u s  to  
h e lp  y o u .”
MASSACHUSETTS
T he M assachusetts Society of Certified 
Public A ccountants, Inc., has ou tlined a  
very  in te re s tin g  p rogram  for th e  com ing 
season. T he te n ta tiv e  p rogram  is as 
follows:
Monday, S eptem ber 28, 1931 — F orum  
m eeting  on problem s in  au d itin g  in ­
ven tories.
M onday, October 26, 1931—U nder auspices 
of C om m ittee on Education . I t  is 
hoped th a t  P rofessor P h ilip  Cabot 
w ill be th e  speaker.
Monday, N ovem ber 23, 1931—R epresen ta­
tive  of M assachusetts B oard  of Tax 
A ppeals.
Monday, December 28, 1931—F orum  ques­
tions on accounting  p rac tice  and 
procedure.
Monday, F eb ru a ry  22, 1932—Tax confer­
ence.
MINNESOTA
The M innesota Society of Certified 
Public A ccountants in  its  annual m eeting, 
Septem ber 22, elected as officers for th e  
follow ing year, J . A. Boulay, M inneapolis, 
P re s id e n t; A. M. C alm enson, St. Pau l, 
F ir s t  V ice-President; Irv in g  Grover, Du­
lu th , Second V ice-President; A. E. L a r­
sen, M inneapolis, S ecre tary ; E m il K roe ­
ger, M inneapolis, T reasu rer.
N EW  JE R SE Y
Official announcem ent has ju s t been 
m ade by th e  Society of Certified Public 
A ccountants of th e  S ta te  of New Jersey  
of th e  com m ittees appointed  by P res iden t
H. B. F e rn a ld  for the  p resen t fiscal year.
The New Je rsey  Society has a  p resen t 
m em bership of 315. T he general charac­
te r  of its  ac tiv itie s  m ay perhaps be easily  
determ ined  by th e  m ere enum eration  of 
its  com m ittees, w hich a re  a s  follows: 
L egislation , E th ics, Public  R elations, 
M em bership, L ectures and  E n te r ta in ­
m ents, Y ear Book, B u ild ing  and Loan Ac­
counts, A rb itra tio n , S ta te  C orporation, 
and  T ax Law s R ela ting  to  B usiness, 
N a tu ra l B usiness Year, E ducation , Co­
operation  w ith  B ankers and o ther C redit 
G ran tors, T echnical Studies, C lassifica­
tion  of A ccountancy Services and Cer­
tificates.
NEW  YORK
The n in th  annua l F a ll Conference of 
th e  New Y ork S ta te  Society of C ertified 
Public A ccountants w ill be held a t the  
H otel Pennsy lvan ia , W ednesday, October 
14. W ednesday m orn ing  w ill be given 
over to  special p rogram  under th e  d irec­
tion  of its  C om m ittee on A ccounting 
M achinery. A n exh ib it w ill be a rranged  
and m em bers a re  requested to  v is it th e
sam e any  tim e betw een ten  and  eleven, 
a t w hich tim e  th e  p rogram  w ill begin. 
Buffet luncheon w ill be served a t tw elve- 
th ir ty . T he afternoon  and  evening ses­
sions w ill be devoted to  a  d iscussion of 
th e  rep o rt of th e  Jo in t C om m ittee of the  
Society on th e  C lassification of A ccount­
ancy Serv ices and A ppropria te  Certifi­
cates, Jo h n  R. W ildm an hav ing  charge of 
th e  special p rogram  a rranged  by th e  
com m ittee.
The 1929 am endm ent of A rticle 57 of 
th e  New York S ta te  E ducation  Law pro­
vided for th e  appoin tm ent by the  R egents 
of th e  U niversity  of th e  S ta te  of New 
Y ork of a  Council on A ccountancy “to  
advise w ith  th e  D epartm ent, th e  B oard  
and any  o ther public officers concern ing  
any and  a ll m a tte rs  w ith in  th e  purview  
of th is  a rtic le  and  th e  en forcem ent 
thereo f.” The am endm ent provided th a t 
the  m em bers thereo f should be certified 
public accoun tan ts, “p rom inen t in  the  
profession of accountancy.” I t  also pro­
vided th a t they  should serve  w ith o u t 
com pensation, holding th e ir  office for 
th ree  years or u n til th e  appo in tm en t an d  
qualification  of th e ir  successors. One 
m em ber w as to  be selected by th e  Coun­
cil as cha irm an  and  an o ther as secre­
ta ry , a m a jo rity  o f th e  Council co nstitu t­
ing  a quorum  a t  any  m eeting  w hich “m ay 
be held a t any  tim e  and place appoin ted  
by th e  C om m issioner or an  a ss is ta n t 
C om m issioner of E ducation  or upon th e  
call of any  th re e  m em bers of th e  Coun­
cil o r  a t  th e  request of a  m ajo rity  of 
th e  Board.
A cting on th a t  au th o rity  the  R egents 
of th e  U niversity  recen tly  appointed  Col. 
R obert H . M ontgom ery, P a s t P res id en t 
of th e  New Y ork S ta te  Society of Cer­
tified Public A ccountan ts; John  T. M ad­
den, D ean of th e  School of Commerce, 
A ccountants an d  F inance  of New Y ork 
U niversity ; Sam uel D. L eidesdorf, T reas­
u re r of th e  A ccountants Club of A m er­
ica ; C harles H echt, long a p ro m in en t 
p rac titio n e r in  New Y ork C ity; an d  Sam ­
uel J. L asser, a  p rac titio n e r in  Jam es­
tow n.
T he appo in tm en t of th e  Council com­
pletes th e  ad m in is tra tiv e  m ach inery  of 
th e  New York A ccountancy Act.
The R egents of th e  U n iversity  of th e  
S ta te  of New York appo in t th ree  adm in is­
tra tiv e  groups. The p rim a ry  responsi­
b ility  for ad m in is tra tio n  of th e  law  re s ts  
in  th e  R egents. I ts  first a ss is tin g  group  
is th e  B oard of C. P. A. E xam iners, con­
s is tin g  of a t  leas t five m em bers, w ho 
tak e  charge of th e  p rep a ra tio n  of th e  
exam ination  questions and th e  m ark in g  
of th e  papers, “hav ing  th e  pow er, sub­
ject to  approval by th e  R egents, to  m ak e  
such  ru les n o t inconsisten t w ith  th e  law  
as m ay be reasonably  necessary  in  th e  
perform ance of its  du ty .” A second ad­
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m in is tra tiv e  body is th e  C om m ittee on 
G rievances, consisting  of ten  m em bers, 
serv ing  w ithou t com pensation and  hav­
in g  “ju risd ic tion  to  h ea r charges ag a in s t 
certified public accountan ts fo r any 
fraud , deceit, or g ross negligence in  th e  
public p ractice  of accountancy, * * *."
The large num ber of certified public ac­
co un tan ts  in  th e  S ta te  of New York 
w hich gives to  th e  New Y ork S ta te  So­
c iety  a  m em bership of som ething over 
1600, w ill afford an  opportun ity  for each 
of these ad m in is tra tiv e  groups to  render 
a  d is tinc tive  service to  th e  profession in 
view  of th e  clear-cut d is tinc tion  betw een 
th e ir  respective powers.
SOUTH DAKOTA
A t th e  annual m eeting  of th e  South  
D ako ta Society of C ertified Public Ac­
coun tan ts, held on Septem ber 19, 1931, 
the follow ing officers w ere elected fo r the  
e n su in g  y ear: P residen t, A rth u r  Blegen, 
F a rg o ; V ice-President, P. C. B akken, B is­
m arck  ; Secretary-T r e a s u r e r ,  Floyd 
Castle, G rand F orks.
V IRGIN IA
The annua l m eting  of th e  V irg in ia  So­
c ie ty  of Public A ccountants w as held on 
Septem ber 5, 1931.
A mong th e  im p o rtan t m a tte rs  tra n s ­
acted  w as th e  adoption of a  classification 
of accountancy services along lines sim ­
ila r  to  th a t  recen tly  suggested by The 
A m erican  Society. T he sp ring  m eeting 
of th e  Society w ill be held  th e  la t te r  p a rt 
of May or th e  first of June, 1932, a t th e  
C avalier H otel, V irg in ia  Beach.
Officers elected for th e  follow ing year 
a re : P residen t, A. V ernon Sheffield, N or­
folk; V ice-President, A. F. S tew art, R ich­
m ond; S ecretary-T reasurer, L. E. W at­
son, N orfolk; D irectors, th e  above offi­
cers and W ythe D. A nderson, R ichm ond, 
H arry  N. Jam es, P etersburg , L. A. 




By JO H N  C. L E IS S L E R
[N ote: T his a rtic le  appeared  in  th e  is­
sue  of the  C h ica g o  J o u r n a l o f  C o m m e rc e  
for A ugust 18, and is reproduced w ith  
th e ir  perm ission .]
The tim e is no t fa r  d is tan t w hen the  
A m erican  business m an w ill ju s t as care­
fu lly  select and patron ize a charte red  life 
u n d erw rite r in  h is life  in su rance  deal­
ings as he  now patron izes a certified pub­
lic  accoun tan t for a u d itin g  h is  books. 
The tw o designations a re  com parable in  
th e  assu rance  of fundam enta l know ledge 
and  skill.
Briefly, t he C. L. U. is th e  recognition 
by life in su rance  agen ts them selves th a t 
life  insurance, in  its  m odern flexibility 
and  com plexity, requ ires expert Belling. 
I t  is an  effort by life insu rance  under­
w rite rs—those  who operate  under e th ica l 
practices and who would have life in ­
su rance  selling recognized as a profession 
—to e lim inate  th e  old-time soliciting  
“agent,” th e  m an  whose sole stock in 
tra d e  w as a gruesom e p ic tu re  of th e  con­
sequences of un tim ely  death .
The C. L. U. is a  goal of efficiency th a t 
has been in tru s ted  to th e  n a tio n ’s leading 
insu rance  educators and w hich has been 
se t so h igh  th a t  even those who set it  up 
had to pass th e  s tr in g e n t exam inations 
before they  received th e  coveted C. L. U. 
ra tin g .
The designation  is aw arded by the  
A m erican College of L ife U nderw riters 
of w hich Solomon S. H eubner, professor 
of insu rance  a t th e  Wh a rto n  School of 
Comm erce and F inance, U n iversity  of 
Pennsylvania, is dean. T he exam inations 
a re  given under th e  auspices of colleges 
and schools th roughou t th e  country  and 
they  em brace life  insu rance  fundam en­
tals, life  in su rance  selling , sociology, po­
litica l econom y and  economics, banking  
and finance, w ills, tru s ts , t ru s t  esta tes 
and  o ther corre la ted  subjects.
T his exp lanation  r e s u l ts  fro m  a  r e c e n t  
conversation  w ith  a  p rom inen t C. L. U. 
of Chicago, who sa id  th a t he was tem pted 
to  tak e  h is designation  off of h is business 
cards un til th e  public becam e m ore fa ­
m ilia r w ith  its  m eaning. He explained 
th a t h is own m odesty forbade his g iving 
a thorough  exp lana tion  of the  title .
A t th e  p resen t tim e  th e re  are  378 
C hartered  L ife U nderw riters in  th e  
U nited S tates, inc lud ing  th e  187 who suc­
cessfully  passed th e  exam inations th is  
year. In  add ition , th e re  a re  tw enty-one 
candidates who have com pleted the  re ­
quired  exam inations bu t who lack the 
requ ired  th ree  yea rs’ experience.
T his to ta l is all th e  m ore significant 
when i t  is recalled  th a t th e  A m erican 
College of L ife U nderw riters was organ­
ized in  1928 and its  first exam inations 
were given in  th a t year. A to ta l of 521 
took th e  exam inations th is  year, as com­
pared w ith  66 in  1928, 114 in  1929, and  
235 in  1930, and Dr. H uebner p redicts 
th a t  1,000 w ill p resen t them selves f or 
exam ination  nex t year.
The m ovem ent is grow ing rap id ly  
am ong the life underw rite rs  and  th e  lead­
e rs  can foresee th e  tim e w hen the  life 
in su rance  agen t m ust e ith e r choose to 
ea rn  the  C. L. U. or go in to  som e other 
line of work. They believe th a t  recogni­
tio n  by th e  public of th e  value of th e  
designation  w ill m ake th is  possible.
( C o p y r ig h t ,  1931, J o u r n a l  o f  C o m m e rc e  
P u b l i s h i n g  C o m p a n y .)
STATE BOARD NEWS
ARKANSAS
E. S. R einberger, C. P. A., of P ine  
Bluff, has been appointed  to  th e  A rkan­
sas S ta te  B oard of A ccountancy and  has 
been elected T reasu re r of th e  Board.
FLORID A  
The F lo rid a  S ta te  B oard of A ccount­
ancy, as constitu ted  under the  new law, 
is as follow s: C hairm an, George H. Ford, 
Jacksonville ; Vice C hairm an, H. P. A n­
drew s, T am pa; S ecretary-T reasurer, C. C. 
B ryan t, Ocala; M embers, Robt. P en tland , 
Jr., Jacksonville , and C. C. P o tter, Or­
lando.
IDAHO
O. E. Cannon, of M ountain Home, and 
W illard  J . W ilde, of Moscow, have been 
appointed  by th e  Idaho  D epartm en t of 
Law E nforcem ent to serve w ith  J . W. 
Robinson, of Boise, on th e  A ccountancy 
Comm ittee.
ILLIN O IS 
Lewis E. A shm an has been appointed 
to th e  B oard of E xam iners in  A ccount­
ancy to  succeed E ric  L. K ohler, whose 
te rm  has expired. In  th e  reo rgan iza tion  
John  Medlock w as elected C hairm an, Mr. 
Ashm an Secre tary  and  S tu a rt J . Tem ple­
ton  is th e  a tto rn ey  m em ber.
M IS S IS S IP P I 
J. A. Rogers, of Jackson, has been ap­
pointed  to  th e  M ississippi S ta te  B oard 
to succeed R. C. W ooten.
PENNSYLVANIA 
The Pennsy lvan ia  S ta te  B oard fo r the  
E xam ination  of Public A ccountants has 
been reorganized  w ith  F ra n k  W ilbur 
M ain, P ittsb u rg h , as C hairm an ; Joseph 
M. Pugh, of P h iladelph ia , Vice-Chairman 
and  F isca l A gent; R obert J . B ennett, of 
P h iladelph ia , S ecre tary ; M embers, H or­
ace P. Griffith, P h ilade lph ia ; J . McI . 
Sm ith, Esq., H a rrisb u rg ; Robt. L. W al­
lace, Esq., New C astle; S uperin tenden t 
of Public In s tru c tio n , Dr. Jam es N. Rule, 
H arrisbu rg .
SOUTH CAROLINA
O. W. Schleeter, of C harleston, has 
been appointed  to  th e  South  C arolina 
B oard of E xam iners to succeed Geo. E. 
Olson.
TEXAS
A nnouncem ent is m ade of th e  appo in t­
m ent of J . A. P h illips, of H ouston, to  
the  T exas S ta te  B oard of Public A ccount­
ancy, to  succeed Y. D. H arrison .
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T h e G u id e  T h a t M e e ts  T o d a y 's  R e q u ire m e n ts  in  C o rp o ra te  T ra n sa c tio n s
Corporation 
A ccoun ting
b y  W illia m  T . S u n le y , C . P. 4 .
V ice  P r e s id e n t  a n d  E d u c a t io n a l  D ire c to r ,  
I n te r n a t io n a l  A c c o u n ta n ts  S o c ie ty ,  In c .
an d
P a u l W. P in k e r to n , C. P . A.
C o n tr o lle r , A in s w o r th  M a n u fa c tu r in g  C o r p o ra tio n ;
P a s t  P r e s id e n t,  A m e r ic a n  S o c ie ty  o f C. P . A .’s
THIS useful guide provides everything you need to develop and apply the proper accounting technique 
for handling any transaction arising out of the corpo­
rate form of organization today. I t enables you to take 
 the most complicated situation created by legal action
taken or recommended by the company’s lawyers, direc­
tors or bankers, and express the wishes of these authorities in correct 
accounting form.
The m ethods explained a re  supplem ented by extensive illu s tra tions . T hese illus­
tra tio n s  show  for each tran sac tio n  all possible v a ria tio n s  in  su rro u n d in g  circum ­
stances th a t  have any  bearing  on th e  accounting  problem  and  th e  w ay i t  is  w orked 
out in  ac tu a l p ractice. You can see ju s t how d ifferent courses of action  w ill look on 
th e  records. In  m ost cases you w ill find a  fu ll and form al jo u rna l exp lanation  
included. In  u sing  C o r p o r a t io n  A c c o u n t i n g  you w ill find i t  is  organized in  a  w ay 
th a t  w ill save  you tim e  and m oney in  enab ling  you to  a rr iv e  quickly a t up-to-date, 
dependable so lu tions fo r your own specific problem s. T he book is thoroughly  indexed 
and cross referenced  to  lead you d irec tly  to  th e  in fo rm ation  you w ish, and  to help  
you to  m ake su re  th a t  you tre a t a ll th e  angles of any  question.
E asy to  P ick  E xactly  th e  R ig h t M eth o d  for Y our P u rp ose
OT H E R  w idely used m anuals selected from  th e  lis t of vol­
um es on accounting  published 
by th e  R onald  P ress Company.
A u d i t in g  P ro b le m s  
a n d  S o lu t io n s
b y  J . H u g h  J a c k s o n ,  C. P . A .
TH IS  b o o k  p r e s e n ts  99 c a s e s  f ro m  a c t u a l  p ra c t ic e ,  r e p r e s e n t in g  a  
w id e  v a r ie ty  o f  s i tu a t io n s  a n d  c o v ­
e r in g  a l l  o r d in a r y  a s p e c ts  o f  th e  
p ro f e s s io n a l  a c c o u n ta n t ’s  w o rk , b o th  
in  r e g u la r  a u d i t s  a n d  in  s p e c ia l  in ­
v e s t ig a t io n s ,  f ro m  p r e l im in a r y  c o n ­
s id e r a t io n s  to  f in a l c e r t if ic a te s .  
E a c h  o f  th e s e  p ro b le m s  r e c r e a t e s  
a n  a c tu a l  b u s in e s s  s i tu a t io n  in  a ll  
i ts  d e ta i ls ,  a n d  is  e x p la in e d  to  b r in g  
o u t th e  l a t e s t  a p p ro v e d  p ro c e d u re  
f o r  h a n d l in g  th e  v a r ie d  is s u e s  in ­
v o lv ed . A f te r  y o u  h a v e  w o rk e d  
th e s e  p ro b le m s  o u t  f o r  y o u rs e lf ,  y o u  
c a n  tu r n  to  th e  b o o k  o f  s o lu t io n s  
s e n t  w i t h  e a c h  v o lu m e  a n d  c h e c k  
y o u r  m e th o d s  w i th  th o s e  re c o g ­
n iz e d  a s  s t a n d a r d  to d a y .  $7 .00
C o s t  A c c o u n t in g  
P r in c ip le s  a n d  P r a c t ic e  
b y  J . P . J o r d a n  
a n d  G. L . H a r r is
T H IS  s t a n d a r d  w o rk  f o r  a c c o u n t­a n t s  t r e a t s  th e  e n t i r e  c o s t  p ro ­
c ed u re  ; r e la t io n  o f  a c c o u n tin g  to  
f a c to r y  m a n a g e m e n t ; p ro p e r  p la n t  
d e p a r tm e n ta l i z a t io n ; s e le c tin g  b a s e s  
f o r  c o s t  f i g u r in g ; p r e v a i l in g  m e th ­
o d s  o f  c o s t in g  th e  p r o d u c t ; c o n ­
t r o l l in g  c o s t  r e c o r d s ; a c c o u n tin g  
f o r  la b o r ,  in d i r e c t  ex p en se , b u r d e n ; 
s a le s  c o s ts  ; t r a n s p o r t a t i o n  c h a rg e s . 
T h e  b o o k  in c lu d e s  s c o re s  o f  u s e fu l 
te c h n ic a l  p o in ts  n o t  fo u n d  e ls e ­
w h e re . I l l u s t r a t e d  w i th  m o re  th a n  
50 f o r m s  f r o m  p r a c t i c e .  $4 .50
A n a ly z in g
F in a n c ia l  S t a te m e n t s
b y  S te p h e n  G ilm a n , C. P . A .
TH IS  p r a c t ic a l  v o lu m e  p ro v id e s  a  c le a r ly  o rg a n iz e d  p ro c e d u re  fo r  
a p p ly in g  th e  m a th e m a t ic a l  m e th o d s  
o f  r a t i o s  a n d  a v e r a g e s  to  d e te rm in e  
f ro m  a d e q u a te  s t a t e m e n ts  th e  p r e s ­
e n t  f in a n c ia l  c o n d itio n  o f  a  c o m ­
p a n y  a n d  th e  d ir e c t io n  in  w h ic h  i t  
is  g o in g . T h is  is  th e  f i r s t  b o o k  in  
w h ic h  th e  m e th o d s  o f  a n a ly s is  e x ­
p la in e d  a r e  in te r lo c k e d  w i th  th e  
d e te c tio n  o f  sp ec ific  b u s in e s s  w e a k ­
n e s s e s .  O f fe rs  s u g g e s t i o n s  f o r  t h e  
u s e  o f  “s t a n d a r d  r a t io s .” T h e  
m e th o d  o f  a n a ly s i s  b y  “ t r e n d  p e r ­
c e n ta g e s ,” w h ic h  is  c le a r ly  e x ­
p la in e d , h a s  p ro v e d  o v e r  a  lo n g  
p e r io d  o f  s u c c e s s fu l  p ra c t ic e  i ts  
v a lu e  in  g e t t in g  a  b i r d ’s -e y e  v iew  
o f  t h e  w h o le  s i t u a t i o n .  $3 .50
M a th e m a t ic s  o f  
A c c o u n t in g  a n d  F in a n c e
b y  S e y m o u r  W a lto n ,  C. P . A . 
a n d  II . A . F in n e y ,  C. P . A .
T H IS  u s e f u l  m a n u a l  c o v e rs  th e  a r i th m e t ic a l  k n o w le d g e  re q u ir e d  
f o r  th e  s o lu tio n  o f  e v e ry  k in d  o f  
m a th e m a t ic a l  p ro b le m  in  a c c o u n t­
i n g  a n d  f in a n c i a l  w o r k .  I t  t r e a t s  
th o ro u g h ly  th e  p r in c ip le s  o f  a r i t h ­
m e tic a l  p ro g re s s io n , th e  u s e s  o f  th e  
p r in c ip le  o f  a v e r a g e ,  th e  fu n d a m e n ­
t a l s  o f  p e rc e n ta g e  a n d  p e rc e n ta g e  
a n a ly s is .  I t  e x p la in s  in  s im p le  t e r m s  
c o n v e n ie n t w a y s  o f  u s in g  lo g a r i t h ­
m ic  a n d  a c t u a r i a l  m e th o d s  in  c a l ­
c u la t in g  in te re s t ,  a n n u i t ie s ,  b o n d  
d is c o u n ts  a n d  p re m iu m s , e ffe c tiv e  
b o n d  r a te s ,  le a s e h o ld  v a lu a t io n s  a n d  
d e p r e c i a t i o n .  $4.00
O ur S tan d ard  G u aran tee
Y o u  o r d e r  w i t h  t h e  p r i v i l e g e  
o f  e x a m i n a t i o n  b e f o r e  p u r c h a s e .  
P a y m e n t  is  n o t  d u e  u n t i l  f iv e  d a y s  
a f t e r  a  b o o k  h a s  b e e n  d e l iv e r e d ; 
y o u  m a y  r e t u r n  i t  w i t h i n  t h a t  
t im e  f o r  c r e d i t  i f  y o u  f in d  i t  u n ­
s a t i s f a c t o r y .
P
Among the  hundreds of essen tia l item s 
covered in  th is  book, th e  follow ing spe­
cial topics m ay be singled  out as rep re­
sen ting  a  p a rticu la rly  advanced tre a tm en t 
of th e  sub jects concerned: L a test m eth ­
ods of hand ling  various types of surp lus, 
includ ing  su rp lu s acquired  by consolida­
tion, and  s ta tu to ry  provisions in. respect 
there to ; s ta tu s  of d ividends from  paid-in 
su rp lu s; la te s t tre n d  of opinion concern­
ing  accounting  fo r no-par issues; v a lu a ­
tions to  be used w here secu rities of one 
co rporation  a re  exchanged for those of 
an o th e r; facto rs en te r in g  in to  th e  deter­
m ination  of in ten t to  resell w hen tre a s ­
u ry  stock is p u rch ased ; considerations 
affecting th e  hand ling  of consolidated  
sta tem en ts; and th e  keeping of receiver’s 
accounts.
T his book reflects th e  la te s t tren d s  and  
advances in  accounting fo r corporate  
tran sac tio n s. You can apply  th e  p ro­
cedures i t  p resen ts w ith  com plete confi­
dence th a t you w ill m eet th e  approval of 
legal, banking , and  ta x  au th o ritie s .
W . H . L aw to n  in  the  J o u r n a l o f  A c ­
c o u n ta n c y  says: " . . .  th e  first book I 
have read  w hich devotes i t s  pages m ain ly  
to ana lyz ing  n o t only th e  accounts pe­
cu liar to  corporations bu t also th e  condi­
tions th a t  g ive rise  to  th o se  accounts. As 
a  guide i t  h a s  long been needed. . . . 
M em bers of th e  profession w ill find i t  a  
handy reference book. . . . ”
Send  fo r  t in s  book  (p rice  $5.00) on 
our s ta n d a rd  approval te rm s. S im ply  fill 
in, te a r  out and  m ail th e  han d y  o rder 
form  below.
i l l  in ,  t e a r  o u t  a n d  m a i l   
APPROVAL ORDER FORM j
T h e  R o n a ld  P re s s  C o m p a n y ,  P u b l i s h e r s
D e p t. M 461, 15 E a s t  2 6 th  S tr e e t ,  N e w  Y o r k . 
S e n d  m e  a  c o p y  o f  e a c h  o f  t h e  b o o k s  I h a v e  c h e c k e d  b e lo w , a n d  b i l l  m e  a t  t h e  a 
p r i c e s  s h o w n .  
□  C o rp o ra tio n  A ccoun ting  b y  S u n le y -P in k e r to n .......................................... $5 .0 0
□  A u d i t in g  P r o b le m s  a n d  S o lu t io n s  b y  J a c k s o n ............................................................  7 .00
□  C o s t  A c c o u n t in g  P r in c ip le s  a n d  P r a c t ic e  b y  J o r d a n - H a r r i s .........................  4 .50
□  A n a ly z in g  F in a n c ia l  S t a te m e n ts  b y  G i lm a n ...............................................................  3 .50
□  M a th e m a t ic s  o f  A c c o u n t in g  a n d  F in a n c e  b y  W a l to n - F in n e y ....................... 4 .00  |
.................................................................................
T i t l e  o r   
F i r m  ....................................................................................................... P o s i t i o n  ..................................................................  —
N a m e
B u s in e s s  A d d r e s s
C i t y ..........................................................................................................S ta te *  ........................................................................
* O rders  from  o u ts id e  c o n tin e n ta l  U. S. an d  C an ad a  p lea se  send  cash  p lu s  25c p e r  book to  cover s h ip p in g  charges.
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FOUR-STATE MEETING NOTES
SH REV EPO RT, LOUISIANA, NOVEMBER 16 AND 17, 1931
T he S ta te  Societies of Certified Public 
A ccountants of A rkansas, L ouisiana, 
O klahom a and  Texas have agreed upon 
a  four-S tate m eeting, th e  m ain  purpose 
of w hich is to  become b e tte r acquain ted  
w ith  the  p rofessional b re th ren  w ith in  
these  sta tes. The m eeting  w ill be held 
a t  th e  W ashing ton  Youree H otel.
T his m eeting  is the  outgrow th  of an 
in v ita tio n  extended by th e  Texas Society 
of Certified Public A ccountants to the  
O klahom a and L ou isiana  Societies to  send 
rep resen ta tives  to  th e  1930 m eeting  of 
th e  Texas Society. O klahom a responded 
by sending  e igh t of th e ir  m em bers. The 
S ec re ta ry  of The A m erican  Society, on 
h is  w ay to  th e  T exas m eeting, spen t th e  
p rev ious day  w ith  th e  L ou isiana  certified 
public accoun tan ts and  w as au thorized  
by them  to  say  th a t  th e  L ou isian ians 
w ould be pleased to  jo in  in  a  1931 m eet­
ing. A t a  conference held a t  D allas it  
w as agreed th a t  in  1931 th e  th ree  s ta tes  
shou ld  hold a  jo in t m eeting  and  an  in ­
v ita tio n  w as ex tended to  th e  A rkansas 
Society to  jo in  th e  m ovem ent.
Shreveport w as selected as th e  m ost 
convenien t place fo r such a  m eeting. The 
general com m ittee hav ing  th e  m a tte r  in 
charge  consists of Thos. A. W illiam s, 
L ouisiana, C hairm an, F o rre s t M athis, 
T exas, B urney  R. Clack, O klahom a and 
C addie H. K inard , A rkansas.
In  th is  group L ou isiana has had its  
reg u la to ry  law, th e  second passed in  the 
U n ited  S tates, sus ta ined  in  its  Suprem e 
C ourt and  each o f th e  o ther s ta te s  is 
in te res ted  in  securing  a  b e tte r  account­
ing  law  th a n  i t  now has. N aturally , 
therefo re , leg isla tion  occupies an  im por­
ta n t p a r t in  th e  program .
R eg istra tio n  w ill begin a t n ine  o’clock 
M onday, N ovem ber 16, a t  ten  o’clock. 
T he opening session w ill be in  charge  of 
M. C. Fox, p res iden t of th e  O klahom a 
Society. The A ddress of W elcome will 
be given by th e  Hon. J . G. Palm er, Mayor 
of Shreveport, w ho w ill be in troduced  by 
H a rry  V iser, C. P. A., of Shreveport. 
T h e  response w ill be m ade by W. M. 
A ikm an, p residen t of th e  Texas Society, 
follow ing w hich S ta te  L egisla tion  will 
be p resented , ta lk s  being given on “The 
L ou isiana  R egulatory  L aw ,” by E m ile 
B ienvenu, C. P. A. L ouisiana, “Should 
A ll Public A ccountants be under a  Regu­
la to ry  Law ?” by L. B. S m ith , C. P. A., 
T exas, “T he Public A ccoun tan t’s P lace 
u nder S ta te  L eg islation ,” by H om er C. 
H am m onds, C. P. A., O klahom a, and  “P ro ­
fessional P re requ isite  to  A tta in m en t of 
S ta te  C ertificate,” by Caddie H. K inard , 
C. P. A., A rkansas.
M onday afternoon  th e  session w ill be
in  charge of E. L. G aunt, p res iden t of 
th e  A rkansas Society. P apers w ill be 
p resen ted  on “C ooperation betw een B ank­
ers and  A ccountants,” by R. B. M cPher­
son, Vice P res id en t of F ir s t N ational 
B ank of Shreveport and  “Certified S ta te ­
m ents from  the  V iew point of th e  B ank 
C redit D epartm en t,” by F ra n k  V. Moise, 
A ssis tan t Vice P res id en t W hitney N a­
tiona l Bank, of New O rleans. These w ill 
be followed by discussion.
A t half p ast th ree  th e  S ta te  Societies 
of A rkansas, O klahom a and  Texas w ill 
hold th e ir  annua l m eetings.
In  th e  even ing  th e  banquet addresses 
w ill be broadcasted, in v ita tio n s hav ing  
been extended to th e  p residen ts and 
secre ta ries of The A m erican Society of 
Certified Public A ccountants, th e  A m er­
ican In s titu te  of A ccountants, th e  Na­
tiona l A ssociation  of Cost A ccountants 
and th e  A m erican A ssociation of U niver­
s ity  In s tru c to rs  in  A ccounting.
The T uesday m orn ing  session w ill be 
in  charge of W. M. A ikm an, p residen t 
of th e  T ex as ' Society of Certified Public 
A ccountants. A pap er by R ene J. Le­
G ardeur, C. P. A., of L ouisiana, on “Or­
ganized C ooperation Among Account­
an ts ,” w ill be followed by general dis­
cussion. P rio r  to  ad jou rnm en t the  new 
S ta te  officers of th e  various societies w ill 
be in troduced.
T uesday afternoon  w ill be devoted to  
golf, followed by a  chicken d inner a t 
C halk’s.
All certified public accoun tan ts of 
these s ta tes  are  inv ited  to  a ttend .
WHEN AT MEMPHIS
Some m em bers a re  a tten d in g  th e  Mem­
phis m eeting  du rin g  th e ir  vacation  pe­
riod. W hether you come by ra il  or by 
auto, you w ill be in  th e  neighborhood 
of the  W hite R iver coun try  of the  Ozarks, 
an  extrem ely  in te re s tin g  section  of our 
country . I f  you can spend a  few days 
you w ill be in te rested  in  v is itin g  it. If  
you have th e  tim e, consu lt th e  ra ilroad  
tick e t agen t as to  schedules and  ra tes. 
H o t Springs, A rkansas, is  only from  five 
to  seven hou rs d is tan t, depending on 
your d riv ing  capacity . The Ozark Moun­
ta in s  can be reached in  from  eigh t to  
eleven hours, depending on your desire 
to  s tu d y  th e  scenery  as you go along. 
By ra il i t  is only about fou r hours.
T here have been a  few requests w ith  
reg ard  to  th e  possib ility  of going down 
to  Cuba. T he ra ilro ad  tick e t offices a t 
M em phis w ill be able to  fu rn ish  all 
needed in fo rm ation  along th a t  lin e  to 
any  who a re  in terested .
A ccountants should be in te rested  in  a  
recen t ru lin g  of th e  Incom e T ax  U nit 
w hich clearly  d is tingu ishes betw een th e  
lis tin g  fees w hich are  paid bu t once a t 
th e  tim e of o rganization  or reorgan iza­
tio n  and the  fees th a t a re  paid to  reg is­
tr a rs  and  tra n s fe r  agen ts and w hich a re  
necessarily  recu rrin g  item s in  o rder th a t  
up-to-date records of stockholders m ay 
be m ain ta ined . The la tte r  fees have re ­
cently  been held to  be an  o rd in ary  and 
necessary  business expense, hence deduct­
ible. The orig inal filing fee has alw ays 
been held to be non-deductible.
T. Colem an A ndrew s, C. P. A., S tate  
A ud ito r of V irg in ia , w as e lec ted  cha ir­
m an of th e  E xecutive C om m ittee of th e  
N ational A ssociation of S ta te  A uditors, 
C om ptrollers and T reasurers, a t th e  six­
teen th  an n u a l session of th e  organization  
recen tly  held a t  Biloxi, Miss.
T he F a ll B oard M eeting of th e  Asso­
ciated  G eneral C ontractors of Am erica, 
Inc., inc ludung  m em bers of th e  Execu­
tiv e  Board, A dvisory B oard, P re s id en t’s 
Council and S ecre ta ry ’s Council, m et in  
th e  W ashington  H otel, W ashington, D. 
C., Septem ber 30 an  October 1, 1931, 
w ith  officials p resen t from  New Y ork to 
C alifornia.
A t th e  opening session W ednesday 
m orning, follow ing th e  rep o rt of th e  
P res id en t and  M anaging D irector, th e  
Secre tary  of T he A m erican Society of 
Certified Public A ccountants spoke on 
th e  subject of Cost A ccounting, w hich a t 
th e  p resen t tim e  is receiv ing  serious 
consideration  by th e  officers of th e  A. G. 
C. T his o rgan ization  has m ore th a n  
2000 m em bers and  du ring  th e  past tw o 
years has been estab lish ing  contac ts 
w ith  m any groups hav ing  to  do w ith  
th e  general problem  of construction .
John  M oran, C. P. A., is now Cost Ac­
co u n tan t fo r th e  N ational F e rtiliz e r As­
sociation , w ith  offices in  th e  Investm en t 
B uild ing, W ashington, D. C.
H eber K ent, C. P. A., of Ohio, w as ap­
pointed  R eceiver in  B ankrup tcy  for the  
F ish e r B rass Com pany of M arysville, and 
subsequently  elected T rustee.
W. W. F indley , C. P. A., of L ittle  Rock, 
A rkansas, won a  Crem o autom obile in  
A ugust.
A  C hinese tru ck m an  in  V ancouver sen t 
th e  follow ing b ill to  a  grocer fo r deliver­
ing  o rders: 10 goes, 10 comes, a t  51) cents 
a  w ent— $5.00.
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IM P O R T A N T  BOOKS FOR T H E  A C C O U N T A N T ’S LIBRARY
A sane, well-inform ed, and  prac tica l 
d iscussion of th e  opinions of account­
a n ts  as to  w hat constitu tes e th ica l 
p rac tice  in  th e ir  profession. In  a  con­
versa tiona l m anner th e  book consid­
e rs  th e  tem p ta tions w hich a re  m et by 
accoun tan ts and  p resen ts th e  reasons 
w hy th ese  tem p ta tions should be re­
sisted . I t  develops a  code of eth ics 
fo r th e  profession based upon gener­
ally  accepted canons. T he au thor, 
w ho fo r tw en ty  years has been ed ito r 
of T h e  J o u rn a l o f A c c o u n ta n c y ,  is 
well qualified because of h is  in tim a te  
know ledge of th e  conditions and 
po in ts of view in  th e  profession  to  
p repare  ju s t such  a  m anual as th is . 
Doth p rac tic ing  accountan ts an d  s tu ­






George E. B ennett, Ph.D., LL.M., 
C. P. A., in  th is  book F r a u d :  I t s  
C o n t r o l  t h r o u g h  A c c o u n t s  explains 
th e  legal aspects of F rau d  as i t  effects 
accounting, show s how to  detect frau d  
in  and  th ro u g h  accounts and suggests 
general rem edies to  p rev en t fraud . 
“The m ain  con tribu tion  of th is  vol­
um e,” says th e  B u lle t in  of th e  Na­
tio n a l A ssociation of Cost Account­
an ts, “is its  b rin g in g  toge ther a t one 
place of a ll of th e  accepted princip les 
of in te rn a l check as a  m eans of p re­
ven ting  frau d  and show ing how these  
princip les can be applied. I t  should 
find ready  acceptance in  th e  hands of 
m em bers of professional accounting  
staffs and in  th e  classes in  au d itin g  in  
m any schools of business.” “I t  is a  
w ork ing  guide,” says T h e  P i t t s b u r g h  
A c c o u n ta n t, “designed bo th  fo r study  







T he f ru it  of ten  years of study  and  in ­
vestigation , th is  g lossary  of over six  
hundred  of th e  m ore im p o rtan t te rm s 
w hich a re  pecu liar to  th e  profession 
of accountancy  provides definitions 
w hich reflect th e  opinions of th e  pro­
fession as a  w hole ra th e r  th a n  those 
of any  one person or group of persons 
w ith in  th e  profession. A lthough m any 
of th e  definitions canno t be consid­
ered  even yet as final, th e  g lossary  as 
a whole is rep resen ta tive  of present- 
day usage and is believed to  be th e  
m ost com plete an d  up-to-date A m eri­
can publication  of its  kind. As a 
basis fo r fu r th e r  d iscussion i t  should 
help m easurab ly  in  b ring ing  about a 
g rea te r un ifo rm ity  in  th e  term inology 
of accountancy, the  lack  of w hich has 






T he only com plete and  up-to-date col­
lection  of th e  C. P. A. L a w s  o f  t h e  
U n i t e d  S t a t e s .  I t  is published in  
an sw er to  th e  u rg en t dem and w hich 
has been expressed fo r ju s t such a  
book. E very  s ta te  and te r r ito ry  of the  
U nited  S tates, includ ing  th e  D istric t 
of Colum bia, now has a  law  reg u la t­
in g  th e  certification  of public account­
ants. T h is book presen ts in  a  con­
ven ien t m anner th e  full tex ts  of all 
of these  law s, w ith  m arg ina l notes to 
a id  quick reference. T he te x t of each 
law  has been verified by com petent 
au th o rity  in  th e  S ta te  of origin. The 
book will be especially useful to  ac­
coun ting  firms w hich have offices o r 
in tend  to  open offices in  m ore th an  
one sta te , and  to  all s tuden ts  of ac­
counting  w ho in ten d  to  apply fo r C. 
P. A. certificates. $3.00.
C. P. A. LAWS 
OF THE UNITED 
STATES
Compiled by 
The American Institute of 
Accountants
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ONE AFTER ANOTHER
(T he H um an C apacity  to  Absorb H u rts )  
By M A U RICE C. M OORE
A physiologist to ld  me yesterday  th a t  
adu lts  feel pain  m uch m ore acute ly  th an  
children.
I h ad n ’t  though t th is—th e  w ay my 
neighbor’s in fan t baw ls w hen it  has 
stomach-ache.
B ut I ’ll take  h is  word. Anyhow, 
N ature, as usual, ad ju s ts  th e  balance. If 
our nerves are  m ore sensitive, our re ­
sponse to h a rd  knocks of th e  non-phy­
sical k in d  is b lun ter.
R em em ber th a t  day, as a  youngster, 
w hen you had th e  first ta s te—th a t  you 
w ere aw are of—of som eth ing  going all 
w rong w ith  your l i tt le  w orld? P erhaps 
you w ere tak en  from  th e  p rim ary  school 
w here you had been unconsciously happy 
and  th e  conditions of w hich you of 
course never suspected would no t las t 
forever, and sen t to  an o th e r school 
w hich, a t first a t any  ra te , seem ed w holly 
h a te fu l; stran g e  school fellow s who 
bum ped you, an  env ironm ent in  w hich 
you seem ed to  have absolutely  no p a rt?  
Or w hen T im othy, th e  old house cat, 
w ho was in  th e  fam ily  before you w ere 
born and seem ed as m uch an  u n a lte r­
able p a rt of your schem e of th in g s  as 
t he bricks and cem ent of the house i t ­
self, died? Or m aybe som eth ing  w orse. 
How it  h u rt! How i t  filled creation! 
T here was no possible idea in  your head 
th a t you would ever be an y th in g  else 
bu t sad. H ow could you be o therw ise?— 
th is  w as no t your school; th e  ca t's  place 
w as vacan t on th e  hearth -rug .
T hen  slowly you le a rn t th a t  troubles 
could be very  num erous. N oth ing  you 
liked  stayed p u t fo r long. C onstantly  
you w ere hav ing  to  face  up to  d isagree­
ables.
A nd now you are, say, forty , and you 
know  th a t  troubles a re  in  th e  n a tu ra l 
order, th a t  they  come daily  and  w ill 
alw ays come.
And four hund red  troubles do no t h u r t 
nearly  so m uch as fou r did w hen you 
w ere ten. W hy? Do we lose our capac­
ity  to  be h u rt?  Not if  we a re  rea l m en 
and women and  haven’t  adopted  the 
easy  device of being determ ined  to  have 
a good tim e  ourselves, indifferen t and 
callous about troubles.
No, i t  is sim ply  th a t  one idea  pushes 
out ano ther. E very  ad u lt has h is  s tan d ­
a rd  capacity  fo r being b ru ised  w ith in . 
H e can w orry  so fa r  and  no fa r th e r. So 
in  tim e th e re  ceases to  be any  sh o c k  
in  a  fresh  trouble. T he w orry-capacity  
rem ains a t a  level and only th e  c a u se s  
of w orry  a lter.
E ven tua lly  th e  condition  h a rd ly  h u rts  
a t all. I t  is as norm al, th ro u g h  fam ilia r­
ity, as lacing your shoes every  m orning. 
You ea t square m eals and  keep w ell and 
evenly cheerful—although  you DO w orry.
In  tim e  you get to  th e  a ttitu d e—“This, 
by Job, i s  th e  lim it. . . . B ut tom orrow  
th e re  w ill be som ething else w hich is an ­
o ther lim it—in its  d irec tion .”
And tom orrow  it  comes, and your m ind 
is filled w ith  th a t .
I t  m ust alw ays be so, and  we are  
lucky.
If the  first w orry  you m et in  child­
hood was never followed by any  o ther 
w orry  to  push i t  in  th e  background, w hat 
m iserable devils w e should be!
(A l l  R ig h ts  R e s e r v e d )
ANNOUNCEMENTS
E rn est B. Cobb, C. P. A., announces the  
opening of an  office fo r th e  public p rac­
tice  of  accountancy a t  su ite  1756, 50 
Church S treet, New York City.
Follow ing th e  death  of R obert H. E a ton  
and the  consequent d isso lu tion  of the  
firm of E aton, Saussy & Company, M essrs. 
C. W. Saussy, S. P. D riscoll, S. T. Lee 
and B. F. R ensing, Certified Public Ac­
countan ts, announce th e  form ation  of a  
p a rtn e rsh ip  to continue under th e  nam e 
of E aton , Saussy & Co., R ealty  B uilding, 
Savannah, Ga.
L ybrand, Ross Bros. & M ontgom ery an ­
nounce th a t  on and a fte r  October 1st, th e  
P h ilade lph ia  office w ill be located a t  2101 
P ackard  B uilding.
Joseph G. M otyka, C. P. A., announces 
the opening of an  office fo r th e  prac tice  
of accounting a t 1113-15 D enrike Build­
ing, 1010 V erm ont A venue N. W., W ash­
ington, D. C.
George Mifflin D allas, C. P. A., an ­
nounces th a t  he  has form ed th e  p a rtn e r­
sh ip  of George M. D allas & Co., Certified 
Public A ccountants, w ith  offices a t  271 
M adison Avenue, New Y ork City, fo r th e  
conduct of a  general accounting  practice.
George P a rk e r , C. P . A., and A ssociates 
announce th e  rem oval of th e ir  offices to  
th e  th ird  floor of th e  M arks B uilding, 
518 G rand Avenue, Des Moines, Iowa.
O. E dw in  N ickels, C. P. A., announces 
th e  opening of an  office fo r th e  general 
p rac tice  of accountancy a t 625 W ood­
w ard  B uilding, W ashington, D. C.
W illiam  C. K irby  & Company, 105 W est 
M onroe S treet, Chicago, Illnois, announce 
th a t  L. L. P u tnam , C. P. A., has joined 
th e  firm  as an  A ssociate Member.
Sol Masch, C. P. A., 60 E as t 42nd 
S treet, New York City, announces the 
opening of an  office a t 148 G ranby S treet, 
Norfolk, V irg in ia , u n d e r th e  m anagem ent 
of J . B. G oldsm ith, C. P . A.
H erb e rt H ess & Co., a f te r  A ugust 1st, 
w ill be located a t 80 John  S treet, New 
York City.
IN MEMORIAM
CONRAD SA U ER , JR ., C. P . A., (A la­
bam a, No. 16, Ju ly  19, 1919), of B ir­
m ingham , A labam a, died on A ugust 8,
1931, a fte r  an  illness la s tin g  from  
Jan u ary .
Mr. S auer moved to  B irm ingham  from  
Jersey  C ity in  1919. H e w as a S hriner, 
a  m em ber of th e  K iw anis Club, Ju n io r 
C ham ber of Commerce, B irm ingham  Ac­
counting  Club and th e  B oard of Deacons 
of th e  S ix th  Avenue P resb y te rian  Church. 
A t th e  tim e  of h is death  he w as Secre­
ta ry  of the  A labam a Society of Certified 
Public A ccountants, of w hich he w as a 
c h a rte r  m em ber. H e w as a  m em ber of 
T he A m erican Society and served as 
S ta te  R epresen ta tive  from  1928 to  1931 
an d  D irector fo r th e  year 1930-1931.
R O B E R T  H E N R Y  EATON, C. P . A.,
(G eorgia, No. 51, N ovem ber 16, 1916) 
of th e  firm of E aton , Saussy and Com­
pany, Savannah, G eorgia, died on Sep­
tem ber 15, 1931 a f te r  a c ritica l illness.
Mr. E a ton  w as born  in  F ayettev ille , 
New York, on A ugust 31, 1871. F o r a  
num ber of yea rs  he w as connected w ith  
th e  Lowell, Mass., office of S tone and  
W ebster and  in  1905 w en t to  S avannah  
as rep resen ta tiv e  of th a t  firm. H e re ­
m ained w ith  them  u n til 1910, ac ting  as 
tre a su re r  of th e  S avannah  E lectric  & 
P ow er Company, and then  opened an  of­
fice fo r  th e  public p ractice  of account­
ing. H e form ed a  p a rtn e rsh ip  w ith  
C harles W. S aussy  in  1912 and fo r a 
num ber of years w as a m em ber of th e  
firm  of C layton, E aton , H orton  & Saussy, 
th e  firm  la te r  being E aton , Saussy and  
Company. H e w as held in  h ighest esteem  
not only in  G eorgia bu t th roughou t th e  
e n tire  South.
H e w as a  K n ig h t Tem plar, a th irty - 
second degree Mason and a m em ber of 
th e  M ystic Shrine. H e w as tre a su re r  
and d irec to r of th e  Savannah  C ham ber 
of Comm erce and w as a  c h a rte r  m em ber 
of th e  S avannah  R o tary  Club. H e w as 
a  m em ber of th e  B oard  of T rustees of 
th e  G eorgia Society of Certified Public 
A ccountants and  w hen th e  Savannah  
C hapter w as organized in  1925 he was 
elected C hairm an. H e w as a c h a rte r  
m em ber of T he A m erican Society, hold­
ing  m em bership  certificate No. 62, and 
served as S ta te  R epresen ta tive  in  1924- 
1925, and w as a  m em ber of th e  Com m it­
tee  on F edera l L egisla tion  for the  year 
1929-30.
B e f o r e  o n  B u y  A n y  A c c o u n t i n g  M a c h i n e
l e t  us  d e m o n s t r a t e  t h e  m a r v e l s  o f
C O M PLETE E L E C T R IFIC A T IO N  . .
 I N  c o m p le te ly  e le c tr ify in g  th e  n ew  R em in g to n  
A cco u n tin g  M a ch in e , R em in g to n  R an d  b r in gs a cco u n tin g  p ro ced u re  o n e  
step  ah ead  o f  m o d ern  b u sin ess .
N o  lo n g e r  d o es  th e  a cco u n tin g  m a ch in e  o p era tor  lo se  tim e  on  au x ilia ry  
d u ties . N o  lo n g e r  is  th e  op era tor  fa tig u ed  at th e  en d  o f  a d ay’s w ork. 
O p era tin g  s im p lic ity , sp eed , accuracy , lo w e r  a c c o u n tin g  ex p en se , an d  a 
h o st o f  o th er  im p o rta n t im p ro v em en ts  are b ro u g h t to  a cco u n tin g  d ep art­
m e n t fu n c t io n  b y  th e  c o m p le te ly  e le c tr if ie d  R em in g to n . It is  n ew  b u s i­
n ess  eq u ip m en t u n p a r a lle le d  in  its  a b ility  to  e ff ic ien tly  h a n d le  an y  n u m ­
b er  o f  accou n ts.
A  b o o k le t  t i t le d  " R em in g to n  R an d  E lec tr ifie s  th e  A cc o u n tin g  M ach in e  
. . . C o m p le te ly ” d em on stra tes  . . .  b y  w ord s an d  p ic tu res  . . . th e  m a rv e ls  
o f  c o m p le te  e lec tr if ica tio n . S ta r tlin g  n ew  fea tu res  to o  n u m ero u s to  i l lu s ­
tra te  h ere  are p resen ted  s im p ly  and  co n v in c in g ly . R ead  it  ca re fu lly  an d  y o u  
w ill  lea rn  so m e su rp r isin g  th in g s  a b o u t m o d ern  m ech a n ica l a cco u n tin g .
A  co p y  w ill  b e  sen t y o u  on  rece ip t o f  th e  co u p o n  b e lo w . A c c o u n tin g  
M a ch in e  D iv is io n , R em in g to n  R an d , B u ffa lo , N ew  Y ork .
H e r e i n  is the  s to ry  o f  the  
g re a te s t a cco u n tin g  a ch ieve ­
m en t sin ce  1 9 0 7  . . .  a  co p y  is 
y o u rs  f o r  th e  ask ing .
Remington Rand
ADDRESS
P L E A S E  se n d  m e a copy o f  . . .
" R e m in g to n  R a n d  E le c tr ifie s  th e  A c c o u n tin g  M a ch in e
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THE CERTIFIED
PUBLIC ACCOUNTANT
How this training 
meets the needs of the individual
ONE of the interesting features of the course in Accounting offered 
by the International Accountants Society, Inc., is its wide range of 
selectivity, which affords the student specialized instruction.
The chart shows how the student can select more than one-half his 
lessons to cover subjects pertaining to work in which he is most interested.
This elective feature enables the student to progress directly to a 
specific goal. After attaining his goal, he can broaden his knowledge 
by proceeding with the study of the remaining subjects.
Upon request, w e w ill g la d ly  sen d our booklet, "How to learn Account-­
in g ,” to  anyone who is in terested in  obtain in g fu ll inform ation  
regarding I. A . S. train ing. A ddress the In ternational A ccountants 
Society, Inc., 3411 South M ichigan A venue, Chicago, Illinois.
I n t e r n a t i o n a l  
A c c o u n t a n t s  S o c i e t y , I n c .
A Division o f  the
A LEX A N D ER  HAM ILTON IN STITU TE
W H E N  A N S W E R IN G  A D V E R T IS E M E N T S  M E N T IO N  T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
THE CERTIFIED
PUBLIC ACCOUNTANT
OFFICIAL ORGAN OF THE AMERICAN SOCIETY OF CERTIFIED PUBLIC ACCOUNTANTS
VOLUM E X I 
N UM BE R  11
“I f  I  have spurred men to greater efforts, and if 
our work has widened the horizon of thousands of 
men and given a little measure of happiness to this 
world, then I  am content”—Thom as A. Edison.
(A d d re s s  a t  conclusion o f p ro g ram  com m em orating the fiftieth  an n i­
v e rs a ry  o f  the incandescent ligh t bu lb, October 21, 1929.)
PRESIDENT’S COLUMN
THE FUTURE
T HE work of yesterday produced the results of today. The Certified Public Accountant occu­
pies the position he does because of the vision, the 
labor, the sacrifice of members of the profession in 
the past.
A t the start of another administrative year, it 
behooves the Officers, Directors, State Representa­
tives, Committeemen, and 
and all members of our So­
ciety to plan their efforts 
for the benefit of the 
Future.
A t our annual meeting 
in Memphis, the discus­
sions repeatedly reverted 
to the qualifications of 




petus given the profession 
in prior years, through 
recognition by business 
and financial associations, 
by educational institu­
tions of the highest stand­
ing, by State legislatures 
in enacting protective and 
regulatory laws, by the 
highest courts of justice 
in many states, and by the 
President of the United 
States in his communica­
tion to The American So­
ciety of Certified Public 
Accountants, has made it 
imperative that we not 
only maintain the high
standard of our profession, but continue to advance 
it in the future.
The standards set for candidates who apply for 
examination as Certified Public Accountants, must 
continue to be of the quality expected by the dis­
tinguished men and institutions which have accorded 
us recognition. Examinations that test a candidate’s 
qualifications must be representative, fair, and suf­
ficiently broad to constitute a real comprehensive 
test.
The Service of Examination Questions which The 
American Society renders State examining boards is 
one of the most progressive steps, in acknowledg­
ment of our responsibility, which has ever been 
undertaken. It truly assists State-constituted au­
thorities without assumption of their legal rights or 
duties, it permits selection of specific questions and
problems especially appli­
cable to local State condi­
tions, it extends the scope 
of the examination, i f  de­
sired, to include Eco­
nomics and Public F i­
nance, so necessary to 
public practice today, and 
although using the serv­
ices of leading practition­
ers and specialists in ex­
amination work, exacts a 
purely nominal cost well 
within the budgeted ex­
pense of any State Ex­
amining Board.
Among the many vital ac­
tivities of The Society dur­
ing the coming year, none 
could be of greater value 
to the professional certi­
fied public accountants o f 
the near future, than a 
more wide-spread use of 
this Examination Service 
by the states and other 
political subdivisions of 
the United States o f 
America.
In my first message to 
Certified Public Account-HENRY J. MILLER
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ants, through the columns of our official organ, let 
me urge, therefore, as a constructive plan for the 
fu ture—immediate and continued interest in the 
Service of Examination Questions furnished by The 
American Society. Study its details, analyze and 
discuss it thoroughly. We believe it is a construc­
tive method of dealing with this problem and should 
have the support of certified public accountants of 
today who have a vision of the future of the pro­
fession. HENRY J. MILLER.
THE PRESIDENT’S ADDRESS
By H ER M A N  C. J . P E ISC H
W ITHIN a span of fifty years, so fa r  as the his­tory of the United States is concerned, we can 
place almost the entire life of our profession. The 
profession of accountancy is now recognized and 
established by law in all states of the Union and in 
all of its political subdivisions. The title Certified 
Public Accountant is an accepted legal designation 
which is rapidly acquiring the same distinction as 
the designation of the other learned professions. We 
have much to be proud of. In this short period of 
time we have passed from  the position of historian 
and detective to counselor and advisor to the business 
man.
The profession was substantially unanimous in its 
effort to secure public recognition as Certified Public 
Accountants by the enactment of State laws. State 
societies have been organized and fostered by general 
professional assistance and all possible aid and en­
couragement has been rendered the State boards in 
their efforts to properly adm inister the various State 
laws. I t is, however, passing strange th a t some, a t 
this time, through indifference and others through or­
ganized effort should w ant to abandon the badge of 
distinction given them by legal enactment and the fun­
damental principle th a t public recognition of profes­
sional classes is properly expressed in the form of 
State legislation. Surely all the years of effort have 
not been a mistake and it is no longer desirable to 
have public recognition of the Certified Public Ac­
countant through the existence of State law. We 
m ust not forget nor overlook the efforts and sacri­
fices made on the p a rt of many individuals, public 
and private accountants, business men, and members 
of other professions, in order th a t we m ight have to­
day the right to practice the profession of account­
ancy as Certified Public Accountants.
As we briefly review the laws which have been en­
acted in the recognition of public accountancy as a 
profession, we find only general provisions for the 
protection of the public welfare and only broad reg­
ulatory provisions for the general control of the pro­
fession itself, regulation, control, and development.
The members of a profession of necessity must be 
persons of similar qualifications, training, purposes, 
and ideas of profession standards. We cannot hope
to be recognized by the public if we have no common 
qualifications or purposes.
If self-preservation is the first law of nature, then 
the welfare of the profession depends upon the  con­
tinuance and enlargement of public understanding, 
confidence, and esteem, laying definite and real obli­
gations upon the profession. A member of a profes­
sion must not fail to recognize his or her relationships 
and obligations to the public and also the profession 
as a whole. In order th a t the profession may grow 
and prosper, it must extend to its individual members 
equal rights so th a t the same obligation may be placed 
upon them and opportunities made possible for the 
expression of their wishes, desires, and participation 
in the life of the profession. The greatest of faults 
is to be conscious of none.
The regulation of a profession is an extremely dif­
ficult one because State laws, with the exception of 
states wherein regulatory legislation has been en­
acted, have recognized only one class or group of ac­
countants; namely, the Certified Public Accountants.
Because of the passing of laws similar to those of 
Maryland, Michigan, Virginia, Tennessee, North 
Carolina, Florida, Iowa, Mississippi, and Louisiana, 
the problem of regulation is not as great as it was 
prior thereto in these states. Regulatory laws have 
met the approval of the general public throughout 
the country. As State legislatures meet from year to 
year additional states are taking up the question and 
it is fa ir to expect th a t in the near fu ture a  majority, 
if not all states, will have passed regulatory types of 
legislation. The profession may well afford to con­
sider and deal with regulatory legislation while it 
has the opportunity to do so within its own activities 
rather than have action on the p art of the public who 
may upon their own initiative pass unsatisfactory 
measures.
Control of the profession lies, to a large extent, 
within the realm of the activities of State societies 
and chapters within such organizations. W ith the 
profession regulated by State laws, control must fol­
low by State societies in order th a t the least resist­
ance may be encountered.
State societies m ust naturally have within their 
membership all practicing accountants recognized 
within the State; keeping in mind th a t with the ex­
ception of specific cases the recognition of account­
ants under the law should be a very large recommen­
dation for membership in the State society. State 
societies must not become social or fraternal organi­
zations, but strictly speaking, m ust serve the profes­
sion within their realm. Remember tha t in order 
for the profession to grow and continue to enjoy pub­
lic confidence, it must have a continuous influx of 
new blood in the nature of young and active prac­
titioners.
We are living in the age of the business man. He 
is the dominating factor. As a profession, serving 
him, we should study his problems in order tha t we
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may have a better understanding of our relation­
ships to him.
Business is constantly on the move. I t changes 
rapidly from  day to day. Consequently, we are forced 
to change our plans to meet business conditions. Such 
changes should be made with the least amount of con­
fusion and loss but they should keep pace with the 
progress of today. As business looks to us for help 
and assistance the greater reward lies in being able 
to chart the path rather than to  determine w hat has 
happened. The program  which we, as a profession, 
should consider must deal with what lies ahead rather 
than with w hat has transpired. We must remember 
th a t a  proper foundation of the principles of busi­
ness lies not in mere cleverness but rather in the ef­
fo rts  of sturdy character, both as to  individuals and 
groups.
Therefore I commend to you the problems of busi­
ness as they deal with the future, for your careful 
consideration and study. I believe th a t the profes­
sion m ust be in a  position to  answer problems affect­
ing m anufacturing, sales, administration, markets, 
advertising, budgets, trends, and foreign markets, be­
cause a thorough understanding of these subjects will 
enable us to better serve those who rely upon our 
judgm ent and reports for guidance in the ir business. 
I urge you to  increase the influences of the profes­
sion. We m ust work and plan together, not as in­
dividuals alone but as groups, for we cannot hope to 
develop any faster or fu rther than the aspirations 
of th e  profession as a whole.
We are individualists but we must not forget th a t 
we are members of a. profession which, in order to 
grow and prosper, must have a friendly and coopera­
tive spirit underlying our entire program. We must 
speak well of others if we hope to have others speak 
well of us. Our profession has a  great future. I t  en­
tirely  depends upon w hat we will do to develop it. 
Business men are looking to us and we m ust be able 
to meet the problems tha t confront business or they 
will seek the services of another group. Advancing 
waves of progress sweep over the inactive man or 
profession.
As to standards of practice or code of ethics, no 
greater code was ever made than tha t of the Golden 
Rule. The application of the Golden Rule applies to 
both parties and is of no use whatsoever unless we 
realize th a t it is our obligation.
We enter this new year in a  sp irit of unqualified 
cheerfulness. While this is a long established charac­
teristic, it is the surest way to a realization of the 
things we hope to accomplish. That the fu ture will 
be better than the past is a determination which has 
always carried the profession forward.
We note the steady and encouraging advancement 
of the projects and questions which The American 
Society has most consistently championed during the 
last and previous years: arbitration, natural busi­
ness year, calendar reformation, regulatory legisla­
tion, State organizations, service to State boards of
accountancy, classification of accountancy services, 
cooperation with other professional organizations 
such as Robert Morris Associates, United States 
Chamber of Commerce, American Bar Association, 
etc.—with the determination to stress these m atters 
w ith added persistency and conviction as to their 
soundness, reasonableness and inherent merit.
I t  has organized working Standing Committees, 
other than administrative, on Accounting Education, 
Arbitration, Federal Legislation, State Legislation, 
State Organization, Technical Affairs, Publication and 
Publicity, Calendar Simplification, Classification of 
Accountancy Services, N atural Business Year, and 
Pan-American Relations.
Its Committee on A rbitration has cooperated with 
the American A rbitration Association in an attem pt 
to develop in every State society a  similar commit­
tee to assist in securing arbitration legislation in the 
states and when secured to encourage the use of the 
opportunities afforded by it  in avoiding litigation.
Its Committee on Education has established a  work­
ing relationship with the American Association of 
University Instructors in Accounting, a t whose re­
quest a special committee on the Classification of Ac­
countancy Services was appointed. I t  has made a 
tentative report and requested State societies to make 
it a subject for discussion a t a meeting this year.
Its Committee on N atural Business Year has en­
deavored to develop an interest in State societies with 
regard to this question and has brought the subject 
to the attention of the United States Chamber of 
Commerce, where i t  was considered by their Finance 
Committee.
Its Committee on Pan-American Relations secured, 
through the Division of Commercial Laws, Bureau 
of Foreign and Domestic Commerce, of the D epart­
ment of Commerce and the Pan-American Union, in­
formation concerning the advancement of accounting 
in South and Central American countries. The Com­
mittee has had corrrespondence with nearly two hun­
dred such accountants. Four accountant representa­
tives from Honduras were present a t our 1928 Con­
vention in New Orleans.
Its Committee on Calendar Simplification formally 
presented to the Foreign Affairs Committee of the 
House of Representatives its endorsement of the res­
olution being considered by tha t Committee looking 
toward an international conference on the subject 
of calendar simplification.
Its Committee on Technical Affairs hopes to  be of 
assistance in the consideration and presentation of 
the finer points of professional practice and pro­
cedure.
Its Committee on Classification of Accountancy 
Services through its various members has made avail­
able a classification of accountancy services which has 
met the demands of the profession and the public. 
Through its distribution a better understanding with 
those whom we serve and the public will be reached.
Its Committee on Publication and Publicity has
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prepared and submitted to State societies drafts of 
educational and publicity m aterial th a t has been 
found very valuable to them  in their educational pro­
grams.
The American Society of Certified Public Account­
ants, I am sure, will continue to trea t such questions 
as seem to w arran t consideration according to their 
importance and their possible or probable effect upon 
the welfare of the Certified Public Accountant, with 
its aim not to allow any narrow er considerations to 
influence its expressed opinion. Its criticism must a t 
all times be constructive and it shall advance and de­
fend its sincere convictions. I t should not invite con­
troversy, neither should it  seek to  avoid it when it 
believes a  principle worth fighting for is involved. 
An efficient organization like an efficient individual 
must have a  unifying purpose, guiding principles and 
consistent policies. If The American Society is to 
serve the public end, it  must be animated by a dis­
interested sp irit which seeks the general good, not 
group and personal advancement.
The American Society’s unifying purpose is to pro­
tect, preserve, develop, and popularize the Certified 
Public Accountant. Our program  has not been a hap­
hazard collection of unrelated items but one which 
gets its meaning from  a  general comprehensive aim,
each helps to  realize this dominant purpose. In all 
of its programs it has in mind the Certified Public 
Accountant, S tate societies, State boards, and the 
public whom we serve and are responsible to.
By scrupulous adherence to  its aims, methods and 
spirit, The American Society of Certified Public Ac­
countants, has been able in a few years to bring im­
portant things to pass as they affect the Certified 
Public Accountant in the United States. W ith an in­
creasing membership intelligently loyal to its pur­
poses and principles, the Society confidently faces a 
fu ture of continued conquests in the cause of the Cer­
tified Public Accountant. Its  aims and objects neither 
call fo r nor require sensational programs to chal­
lenge fu ture adm inistrations to carry on the program 
which The American Society has endorsed from year 
to year and which is impossible of completion within 
any one administration.
To the officers, directors, chairmen and members of 
committees, I extend my sincere appreciation and 
thanks for the kind consideration given to the prob­
lems of the adm inistration during the past year. The 
reports of the various committees indicate they have 
performed the tasks assigned to them in a most satis­
factory manner and have rendered the profession a 
worthwhile service which is a credit to themselves.
T he Result of Defective Agreements to Arbitrate
A ccountan ts w ho desire  to  p rovide fo r 
th e  a rb itra tio n  of fu tu re  d isputes, or who 
e n te r  in to  a  subm ission  ag reem en t of an  
ex isting  controversy , m ay be in te rested  in  
th e  experience of a  New Y ork firm  of ac­
countan ts, w hose efforts to  w ith d raw  a 
controversy  from  litig a tio n  an d  se ttle  it  
by a rb itra tio n  w ere unsuccessful because 
th ey  had  n o t tak en  th e  necessary  precau­
tions to  p reven t lapses in  th e  procedure. 
T he in fo rm al subm ission  en te red  in to  by 
th e  p a rtie s  fa iled  to  designate  a m ethod 
by w hich th e  th ird  a rb itra to r  w as to  be 
selected  and  did n o t p rovide definite ru les  
of procedure.
A d ispu te  arose  betw een th e  account­
a n ts  and  a firm  fo r w hom  th ey  had  rend ­
ered  professional services, as to  th e  value 
of th e  services perform ed. U nable to  col­
lect th e  am ount due, th e  accoun tan ts in ­
s titu te d  su it in  th e  C ity C ourt of New 
Y ork City. W hile th e  su it w as s till pend­
ing, how ever, th e  accoun tan ts secured  th e  
consen t of th e  c lien t to  subm it th e ir  dif­
ference to  a rb itra tio n .
Accordingly, th e  p a rtie s  en te red  in to  a 
subm ission agreem ent, in  w hich each 
designated  a n  a rb itra to r  and  specified 
th a t  th ese  tw o a rb itra to rs  should select a 
th ird . T he ag reem en t fu r th e r  provided
th a t  th e  a rb itra to rs  “shall, a fte r  hav ing  
tak en  th e  oath  as a rb itra to rs  prescribed  
by law, proceed w ith  a ll convenien t speed 
to  h ea r th e  evidence and  a rgum en ts  of 
th e  respective p a rtie s ,” and  th a t  th e  
“aw ard  shall be m ade in  w ritin g  w ith in  
s ix ty  days from  and  a f te r  th e  date  of 
th is  agreem ent, un less ex tended by con­
sen t of th e  p a r tie s  here to .”
T he first difficulty encountered  w as th e  
fa ilu re  of th e  a rb itra to rs  nam ed in  th e  
subm ission  to  ag ree  upon a  th ird  a rb i­
tra to r . W ith  no m eans availab le  to  ex­
ped ite  th e  proceedings and no m ethod 
provided in  case such a  deadlock occur­
red , th is  fa ilu re  to  select th e  th ird  a rb i­
t r a to r  b ro u g h t th e  60-day period  of th e  
subm ission  n early  to  a  close, w hen th e  
a tto rn ey  fo r th e  accoun tan ts requested  
th e  ass is tance  of th e  A m erican  A rb itra ­
tio n  A ssociation  in  nam ing  a  th ird  a rb i­
tra to r .
Since th e  subm ission ag reem en t gave 
th e  A ssociation  no  au th o rity  to  act, and  
as th e  a rb itra to rs  w ho accept appo in t­
m en t on th e  N ational P ane l of th e  A m er­
ican A rb itra tio n  T rib u n a l do so w ith  th e  
u n d ers tan d in g  th a t  th ey  w ill be asked to 
serve only in  cases subm itted  to  th e  T rib ­
unal, th e  p a r tie s  w ere advised  th a t  a  lis t 
of a rb itra to rs  would be im m ediately  sub­
m itted  if  th ey  w ould sign  a  s tipu la tion
am ending  th e  subm ission and  agreeing  to  
have th e  a rb itra tio n  conducted u nder th e  
R ules of th e  T ribunal, an d  th e  p roper 
s tip u la tio n  w as forw arded fo r signa tu re . 
T he accoun tan ts signed th e  s tipu la tion , 
b u t th e  c lien t refused  to  ag ree  to  th is  
procedure, or to  jo in  in  any  proposal to  
b rin g  about a  hearing , and  consequently  
th e  A m erican  A rb itra tio n  A ssociation 
w as pow erless to  act. As th e  tim e  re ­
m ain ing  before th e  exp ira tion  of th e  sub­
m ission w as too sh o rt to  enable th e  ac­
coun tan ts to  secure th e  app o in tm en t of 
a  th i rd  a rb i tra to r  by app ly ing  to  th e  
court, th e ir  only recourse w as to  con­
tin u e  th e  action  begun in  th e  C ity Court, 
w hich they  had  sough t to  avoid.
If, in  th e ir  subm ission agreem ent, the  
p a rtie s  to  th is  con troversy  had  o rig inally  
provided th a t  th e  a rb itra tio n  w as to  be 
conducted in  accordance w ith  th e  R ules 
of th e  A m erican  A rb itra tio n  T ribunal, 
th ese  difficulties w ould no t have arisen , 
and th e  60-day clause would n o t have de­
fea ted  th e  a rb itra tio n . N ot only would 
a n  im p artia l a rb itra to r  have been im m e­
dia te ly  available, bu t th e  R ules would 
have p reven ted  delays by  estab lish ing  
defin ite lim its  of tim e  fo r th e  perfo rm ­
ance o f each step  in  th e  proceedings on 
th e  p a r t  of th e  p a rtie s  and  th e  a rb i tra ­
tors.
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M em phis M eetin g
Tenth Annual Meeting of The American Society of Certified Public Accountants
F ROM C onnecticut on th e  ea s t to  C alifo rn ia  on th e  w est, M innesota on th e  n o rth  to  F lo rid a  on th e  
south , m em bers of T he A m erican So­
ciety  from  tw enty-eigh t d ifferent s ta tes  
ga thered  a t  M em phis on th e  M ississippi, 
O ctober 5 to  8, 1931, fo r th e  te n th  a n ­
n u a l m eeting.
A dvance local a rran g em en ts  had  been 
carefu lly  com pleted u n d er th e  d irection  
of a  p a in s tak in g  G eneral and  E xecutive 
C om m ittee of w hich H a rry  M. Jay  w as 
C hairm an  and  M. O rion C a rte r  w as T reas­
u rer, w ith  Mrs. E ugene C. R eynolds as 
G eneral C hairm an  of  th e  L adies Com m it­
tee. T he several sub-com m ittees w ere 
chairm aned  as  follow s: E n te rta in m en t, 
Geo. A. B one; F inance, G arn er A. W at­
so n ; Golf, Jam es A. M atthew s; Pub­
lic ity , J . Roy C u rtis ; R eception, E. C. 
R eynolds; R eg istra tion , W illiam  H. Jack ­
son ; T ran sp o rta tio n , Jo h n  H. R aw lings. 
T he special com m ittees ca rin g  fo r th e  
en te r ta in m e n t of th e  lad ies had  as th e ir  
respective ch a irm en ; M usical Luncheon, 
M rs. Geo. A. B one; B ridge  Luncheon, M rs. 
H a rry  Ja y ; H otel R eception, M rs. J . Roy 
C urtis.
T he m em bers cam e by ra il and  by au to . 
P re s id en t P eisch  an d  h is  w ife au toed  
down from  M inneso ta . R alph  Cole and 
H en ry  Thom son autoed from  Los 
Angeles. H en ry  M iller and  D arby Sere 
organized a  cavalcade of fou r au to s  from  
New O rleans. B ernard  W ard  and  w ife 
cam e down from  B ay City, M ichigan and 
V aughan D arby pilo ted  M rs. D arby over 
from  W ashington, D. C. No o th e rs  ap ­
peared  in  th e  long d is tance  overland au to  
contest.
Sunday evening, October 4, found a 
goodly num ber of m em bers a round  th e  
lobby of th e  H otel Peabody, th e  head­
q u a rte rs  of th e  m eeting. A cquaintance­
sh ip s w ere renew ed, new  ones m ade and  
in  genera l th e  evening w as spen t in  an  
exceedingly in fo rm al m anner.
M onday m orn ing  th e  re t ir in g  B oard of 
D irectors had  its  first m eeting  a t  e igh t 
o’clock, a t  w hich tim e  th e  various offi­
cers and  com m ittee rep o rts  w ere p re­
sen ted .
Mrs. E dw ard  S. E llio tt, w ife of our D i­
rec to r from  th e  en te r ta in in g  d is tr ic t a s  
w ell a s  en te r ta in in g  city , had  suffered 
from  a  s tro k e  som e tim e  previously  and 
th e  B oard ordered th a t  a  su itab le  floral 
tr ib u te  should  be sen t h e r w ith  an  ex­
pression  from  th e  B oard  of its  hope th a t 
she m igh t be res to red  to  health . Since
th e  m eeting, n a tu re  refused  to  ca rry  on 
an y  fu r th e r  an d  she  w as la id  to  re s t  w ith  
reg re ts  of th e  en tire  accounting  profes­
sion.
A t ten  o’clock a  m eeting  of th e  S ta te  
R epresen ta tives fo r th e  past and  p resen t 
years w as held, presided  over by H enry  
J. M iller, of L ouisiana, th e  F ir s t  Vice- 
P res iden t. O ther m em bers of T he So­
ciety  a ttended  on inv ita tion , a lthough  
th e  discussion of sub jec ts w as largely  
carried  on by th e  R epresen tatives.
T he M onday afternoon  session w as de­
layed som ew hat w hile th e  crowd listened  
to  th e  rad io  tra n sm itta l of th e  la s t th ree  
inn ings of one of the  w orld  se ries’ gam es 
bu t w hen i t  go t u n d er w ay w ith  Jam es
F. W elch, of New Jersey , th e  Second 
V ice-President, presid ing , i t  m ade up for 
lost tim e. T he invocation  w as offered by 
Rev. Is rae l H . Noe, D ean of S t. M ary’s 
C athedra l. T he A ddress of W elcome w as 
given by  H onorable S. W atk in s O verton, 
M ayor of M em phis, and  w as responded to  
by Jam es F . H ughes, of New Jersey , im ­
m ediate  p a s t P res iden t. T he annua l ad­
d ress of th e  P re s id en t w as given by H er­
m an C. J . Peisch , of M innesota. I t  ap­
pea rs  e lsew here in  th is  issue. T he re ­
p o rts  of officers and  com m ittees hav ing  
been d is trib u ted  to  th e  m em bers p resen t 
th ro u g h  th e  October issue of t h e  c e r t i ­
f i e d  p u b l i c  a c c o u n t a n t ,  a  sufficient tim e 
w as tak en  fo r answ ering  questions on 
th e  p a r t  o f an y  p resen t and  Lewi G luick 
m ade a  s ta tem en t covering th e  develop­
m en t of th e  m onth ly  appearance of 
“T a lk ing  Shop.” P re s id en t P eisch  read  
th e  follow ing le tte r  received from  P res i­
den t H oover:
T he W hite  House, W ashing ton  
Septem ber 29, 1931.
Mr. H erm an  C. J . Peisch, A m erican So­
c ie ty  of C ertified P ub lic  A ccountants,
M inneapolis, M inn.
My D ear Mr. Peisch:
My a tte n tio n  has been called by Mr. 
T ilton  to  th e  fac t th a t  you a re  holding 
your an n u a l convention a t  M em phis on 
O ctober 5th. I  would be g rea tly  obliged 
if  you would express to  th e  convention 
m y w ishes fo r a  successful m eeting.
A nd I  w ould like  to  suggest th a t  your 
association , in  add ition  to  your m ore im ­
m ediate  problem s, should  consider w hat 
con tribu tion  i t  can  m ake to  th e  support 
of unem ploym ent re lie f ac tiv ities  du ring  
th e  com ing w in ter. Certified public ac­
coun tan ts  a re  close s tu d en ts  of economic 
problem s re la tin g  to  business and  th e ir
app lication  to  th e  a ffa irs  of th e i r  c lients. 
I t  is  possible th a t  th ro u g h  you som e sug­
gestion  m ay come th a t  w ould be of a ss is t­
ance in  m itig a tin g  th e  effects of th e  p res­
e n t depression and  y ou r m oral support 
of th ese  efforts w ould be helpful.
Y ours fa ith fu lly ,
H E R B E R T  HOOVER.
The clim ax of th e  afternoon  program  
w as th e  add ress of H en ry  H. H eim ann, 
of New Y ork; P re s id en t an d  E xecu tive  
M anager of th e  N ational A ssociation of 
C red it Men, w h ich  add ress w ill appear 
in  a  la te r  issue. T hese group con tac ts 
a re  of especial va lue  to  n o t only th e  ac­
co u n tan ts  b u t c red it m en fo r bo th  of th e  
g roups a re  in te re s ted  in  a ss is tin g  busi­
ness executives by  fu rn ish in g  re liab le  
facts.
D uring  bo th  m o rn in g  and  a fte rn o o n  
th e  local L ad ies C om m ittee w as in  ev i­
dence, a ss is tin g  th e  v is itin g  lad ies to  
become b e tte r  acquain ted .
T he even ing  w as spen t a t  th e  Colonial 
C ountry  Club. C ars le f t th e  ho te l a t  
6:30. D inner w as served  a t  7:30 an d  
from  n in e  u n ti l m id n ig h t dancing  an d  
cards cared  fo r those th u s  inclined, w h ile  
sm all g roups exchanged experiences of 
th e  p a s t year.
T uesday m orn ing  th e  B oard  of D irec­
to rs  fo r th e  cu rre n t y ear m et a t  e ig h t 
o’clock. R eynold E. B ligh t, of Los 
A ngeles, elected a  D irec to r from  th e  E lev ­
e n th  D istric t, found i t  im possib le to  be 
a t  M em phis on account of a  conflict be­
tw eeen th e  d a te  of ou r m eeting  and  th e  
date  of th e  m eeting  of th e  S ta te  B a r of 
C alifornia, a t  w hich he h ad  been sched­
uled to  deliver a n  ad d ress  on “T he 
M ounting Costs of L itig a tio n .” H e p re ­
sented h is  re s igna tion  in  o rder th a t  th e  
D is tric t m igh t be rep resen ted  and  th e  
B oard selected H en ry  M. T hom son as  h is  
successor u n til an  e lec tion  should  be 
held in  th e  reg u la r m anner. T he tim e  of 
th e  m eeting  w as occupied in  a n  in fo rm al 
discussion o f th e  various m a tte rs  w hich  
w ould need to  be considered. H en ry  J . 
M iller of L ouisiana, w as elec ted  P re s i­
dent fo r 1931-32.
A t 9:30  th e  second public session w as 
opened b y  P re s id en t Peisch . T he firs t 
paper on th e  p rog ram  w as p resen ted  by  
John  R. W ildm an, of New Y ork, on  “Ac­
counting  Services.” T h is  pap er ap p ea rs  
in  th is  issue. Follow ing a n  ad d ress  by  
F ra n k  V. R agsdale, of T he A ssociated  
G eneral C on trac to rs of A m erica, Inc., th e  
balance of th e  forenoon w as devo ted  to  
a  d iscussion of th e  sub jec t of acco u n tin g
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services, a t  th e  conclusion of w hich th e  
fo llow ing reso lu tion  w as unanim ously  
adopted. One m em ber had  questioned, in  
th e  discussion, th e  adv isab ility  of a t­
tem p tin g  to  classify  services due to the  
genera l chang ing  ch arac te r of services 
w hich a re  rendered  bu t he le ft th e  m eet­
ing  before th e  vote w as taken .
R ESO LU TIO N
“We, th e  m em bers of The A m erican 
Society of Certified P ublic A ccountants, 
in  an n u a l m eeting  assem bled a t M emphis, 
October 6, 1931, do hereby approve and  
endorse th e  p rincip le  of classification of 
accountancy serv ices and appropria te  
certificates.
“W e urge  a ll S ta te  societies of ce rti­
fied public accoun tan ts to  adop t and pro­
m ulgate  th e  classification and form s sub­
m itted  by th e  Society’s C om m ittee on 
C lassification of A ccountancy Services 
and  Certificates, officially adopted by the 
D irectors of T he A m erican Society of 
Certified Public A ccountants.
“We recom m end th a t  th e  m em bers of 
th is  Society b rin g  th is  classification of 
accountancy serv ices and app rop ria te  
certificates to  th e  a tten tio n  of all ac­
coun ting  in s tru c to rs  in  th e  educational 
in s titu tio n s  of th e ir  several sta tes.
“W e fu r th e r  recom m end th a t  a Com­
m ittee  on P ublic R elations be appointed, 
one of w hose du ties shall be to  d issem i­
n a te  th e  in fo rm ation  contained  in  th e  
rep o rt to  business and  financial groups.”
T uesday afternoon  w as devoted to  
sports. T he ladies le ft a t  noon fo r th e  
N ineteen th  C entury  Club w here a lunch­
eon, followed by a  m usical, w as held. 
L a te r in  th e  afternoon  som e enjoyed the  
sw im m ing pool, o thers played cards, 
o thers golfed, w hile o thers w ent on a 
sight-seeing tou r. A t 12:30 cars le ft the  
Peabody fo r th e  Golf T ournam en t w hich 
w as held  a t th e  M em phis C ountry  Club. 
B oth groups re tu rn ed  to th e  Peabody for 
th e  evening.
A t five o’clock th e  B oard of D irectors 
held a  m eeting, th e  p rinc ipa l item  of 
business ac tua lly  tran sac ted  being th e  
adoption of th e  budget fo r th e  year.
A t seven o ’clock m em bers of S ta te  
B oards and officers of S ta te  Societies 
from  th ir te e n  s ta te s  held a  m eeting  for 
th e  purpose of exchanging, inform ally , 
ideas re la tin g  to  problem s of legislation.
T he even ing’s en te r ta in m e n t w as a 
th e a te r  p a rty  a t  8:30, tho roughly  enjoyed 
by all, th e  troup  m ak ing  bu t tw o stops 
betw een Hollywood and  New York, one 
a t St. Louis and  th e  o ther a t Memphis.
W ednesday w as designated  as “P lay 
D ay” in  th e  program . A t 8:30 au to s  took 
th e  crowd from  th e  hotel fo r a tr ip  
th ro u g h  th e  cotton fields of A rkansas. 
T his w as an  education  to  those  of our 
m em bers w ho w ere no t in  any  w ay
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fam ilia r  w ith  th e  type  of fa rm in g  w hich 
we saw  on  th a t  tr ip . T he ro u te  lay 
th ro u g h  one of th e  la rg e s t cotton p lan ta ­
tio n s  in  th e  South , 8,000 acres  in  one 
group. A t noon a  picnic d in n e r and  b a r­
becue h ad  been provided a t  H orse Shoe 
L ake H u n tin g  and  F ish in g  Club. T here 
th e  annua l p ic tu re  w as tak en . V arious 
sp o rts  w ere indulged in  and  abou t tw o 
o’clock th e  crow d s ta r te d  on th e  re tu rn  
tr ip , inc lud ing  a  v is it to  cotton  g ins and 
a cotton  com press. T he ho te l w as reached 
a t  five o’clock.
The B oard of D irec to rs began a  session 
a t  five. T he p rincipal definite m a tte r  of 
business concluded a t  th is  session  w as 
fixing upon Ind ianapo lis  as th e  m eeting  
place for th e  y ear 1932 and  au tho riz ­
ing  a  new  com m ittee on P ub lic  R elations 
in  accordance w ith  th e  reso lu tion  adopted  
T uesday m orning. V arious suggestions 
w ere m ade by th e  D irec to rs fo r officers, 
a lthough  no votes w ere tak en  a t  th a t 
session. I t  w as a lso  suggested  th a t  in  
a rra n g in g  fu tu re  program s, in  th e  in­
te re s t of those m em bers w hose tim e w as 
lim ited  in  connection w ith  any  an n u a l 
m eeting, i t  would be w ell to  place th e  
golf m atches on th e  firs t day and  p ro­
vide th a t  th e  “P lay  D ay” be reserved  un­
ti l  th e  la s t day so th a t  th e  technical p a rt 
of th e  p rogram  w ould be found betw een 
th e  tw o ex trem es of recreation .
W ednesday evening, u nder th e  genera l 
d irection  of Jack  T anner, th e  annua l 
Keno P a r ty  w as had, w ith  a  buffet sup­
per following, and  a t eleven o’clock The 
O rder of Twelve s ta r te d  its  m eeting  a t  
one  of th e  th ea tres , from  w hich i t  ad ­
journed  to  th e  Tennessee Club fo r th e  
second and  th ird  “rounds” of th e  e n te r­
ta inm ent.
T he B oard  of D irec to rs m et T hu rsday  
m orn ing  a t  e igh t o’clock. A t th is  session 
R alph W . E. Cole, of C alifornia, w as 
elected F ir s t  V ice-President, P a tr ic k  F. 
Crowley, of M assachusetts, Second Vice- 
P residen t, H oratio  A. Roney, of In d ia ­
napolis, T reasu re r, and  D urand  W. 
Springer, of M ichigan, Secretary .
T he rep o rt of th e  C om m ittee on Con­
stitu tio n  and  By-Laws w as adopted. Cer­
ta in  changes w ere m ade in  th e  recom ­
m endations of th e  com m ittee  and th e  Sec­
re ta ry  w as d irected  to  send out th e  p ro ­
posed am endm ents w hich w ere adopted 
by th e  B oard, w hich suggested am end­
m ents have a lready  gone to  th e  m em ber­
ship. T he B oard recom m ended to  R epre­
sen ta tives in  s ta te s  w here th e re  were 
tw o or m ore la rg e  c ities and  th e  S ta te  
had bu t a  single R epresen tative, th a t  i t  
m ight be well fo r h im  to  select some one 
from  each of the  o ther cities who m igh t 
act as an  A ssis tan t R epresen tative. T his 
suggestion was m ade in  o rder th a t a tr ia l 
m ight be had  of th e  p rincip le  involved 
before any  suggestion  w as discussed as
to  a  possible am endm ent to  o u r By-Laws 
w hich  w ould secure a  l i t t le  closer contact 
in  som e cases th a n  we now have w ith  
local groups. I t  is  recognized th a t  th e  
S ta te  Society is th e  cen te r of S ta te  ac tiv i­
tie s  b u t as ch ap te rs  or local o rganizations 
a re  developed th e  function  of th e  S ta te  
society  increasing ly  becomes th a t  of gen­
e ra l d irec tion  of th e  ac tiv itie s  in  th e  local 
g roups or chap te rs.
A t ha lf p a s t n in e  th e  R ound Table D is­
cussion began w ith  Jam es F . H ughes, of 
New Jersey , P a s t P res iden t, as  its  lead­
er. I t  w as difficult to  b ring  th is  m eet­
ing  to  a  close in  o rder th a t  p roper tim e 
m igh t be had  a t  noon fo r luncheon.
D uring  th e  m orn ing  th e  ladies had  an  
in fo rm al b ridge p a rty  a t  th e  hotel, leav­
ing  th e re  a t  one o’clock fo r th e  M em phis 
C ountry  Club, w here th e  gam es w ere con­
tinued .
T he a f t e r n o o n  session presen ted  
enough tho u g h tfu l m a te ria l fo r tw o o rd i­
n a ry  sessions. T he first speaker w as 
E ric  L. K ohler, of Illino is, w ho dis­
cussed “T he A ll-Purpose B alance Sheet.” 
T h is w as followed by T hom as W. Leland, 
P ro fesso r of A ccounting and  S ta tis tics, 
A. & M. College of Texas, d iscussing  
“E nd ing  th e  P ro fit and  Loss S ta tem en t.”
G. R. Lohnes, T re a su re r of th e  N ational 
C ash R eg iste r Company, D ayton, Ohio, 
gave an  address on “B udgetary  C ontrol.” 
T his appears elsew here in  th is  issue. 
John  H. Schm idt, a  m em ber of T he A m er­
ican Society from  Illino is  and  A ssis tan t 
T rea su re r of th e  W estern  Clock Com­
pany, an  organ iza tion  w hich has m ain ­
ta in ed  for purposes of com parab ility  a  
th irteen -m o n th  ca lendar fo r th irty -n ine  
years , p resen ted  an  add ress  on  th a t  sub­
ject.
A t th e  close of th e  afternoon  session 
th e  B oard of D irec to rs held  its  final m eet­
ing. M ost of th e  business tran sac ted  w as 
of a ro u tine  n a tu re . A ll of th e  various 
suggestions w hich had  been m ade w ith  
reference to  a  changed form  for th e  offi­
cial o rgan  w ere referred , a f te r  a  th o r­
ough discussion on th e  m a tte r , to  a com­
m ittee  consisting  of M essrs. H en ry  J . 
M iller, D. W. S p ringer and E. L. K ohler, 
w ith  pow er to  m ake th e  final decision for 
th e  volum e beg inn ing  Jan u ary , 1932.
T he an n u a l d in n er w as scheduled fo r 
7:30 a t th e  H otel Peabody. H onorable 
Clifford Davis, Vice-M ayor of M emphis, 
acted  as M aster of Cerem onies and  guest 
speaker. H e w as exceedingly in te re s tin g  
in  both capacities. An ou tsider could 
read ily  see how a po litica l cam paign con­
ducted un d er h is gu idance would n a tu r­
a lly  re su lt in  th e  success of h is  own can­
didacy or those  whom he w as sponsoring. 
H a rry  Jay , C hairm an of th e  local com­
m ittee, w as in troduced  and  aw arded th e  
prizes w hich  had been won in  both  golf 
an d  bridge. T he m ajo r golf prizes w ent
to P au l O. D ittm ar, of Illino is, w ho w on 
th e  M ichigan Cup for low  gross score, 
w hile A rth u r  Upleger, of Texas, secu red  
th e  D is tr ic t of C olum bia Cup fo r low n e t 
score, an d  M rs. H erm an  Peisch, of M in­
nesota, w as th e  w inner of th e  lad ies 
m atch . A rth u r  U pleger w as called on by  
th e  M aster of Cerem onies to  add to  th e  
stock of s to rie s  wh ich D avis had fu r­
n ished. U pleger d id  well considering  
th a t  D avis had  ev idently  u tilized  th e  
sam e source of supply  fo r h is  sto rie s  th a t  
A rth u r  had  in  tim es gone by.
T he S ecre tary  w as in troduced  for th e  
purpose of m ak ing  announcem ents w ith  
reference  to  Society A w ards. M ichigan 
w as aw arded  first p rize  fo r th e  g re a te s t 
advancem ent m ade by a  S ta te  society by 
those who m ade a  p resen ta tio n  of th e i r  
ac tiv ities . In d ian a  w as aw arded  second 
place. Illino is  w as th e  S ta te  from  w hich  
th e  la rg es t num ber of new  m em bers ha d  
been received fo r The A m erican Society  
d u rin g  th e  p a s t year and  C alifo rn ia  w as 
aw arded  second place. New Mexico was. 
th e  S ta te  from  w hich th e  la rg est p ercen t­
age of new m em bers in  T he A m erican So­
c ie ty  had been received d u ring  the  p a s t 
year, based on C. P . A’s in  th e  S ta te  a t  
th e  beg inn ing  of th e  year who w ere n o t 
m em bers of T he A m erican  Society, and  
W est V irg in ia  secured  th e  second aw ard . 
In  these  aw ards th e  w inn ing  s ta te s  in  
an y  one y ear a re  n o t considered in  th e  
succeeding  year.
T he S ecre ta ry  also  read  th e  follow ing 
poem w hich  had  been dedicated to  T he 
A m erican  Society on its  T en th  A nniver­
sa ry  by C harles E . S tra to n , of F lo r id a :
T H E  C. P . A .
(D e d ic a te d  to  T h e  A m e r ic a n  S o c ie ty  o n  
i t s  T e n th  A n n iv e r s a r y )
C h a s .  E. S t r a t o n ,  C . P. A.
Be no t deceived young m an,
T h a t tw ink le  in  h is eye 
B u t sim ula tes a  credence 
F o r your alibi.
T h a t facile  b ra in
B eneath  th e  m id n ig h t lam p
H as caugh t of T ru th
And R ighteousness th e  s tam p
And sym pathy, as well,
Tow ard th e  hard-pressed c le rk  
W hose daily  life is bound 
Upon th e  w heel of w ork.
No in te re s t is h is  
Except to  ascerta in  
T he T ru th  reflected 
F rom  your “Loss and  G ain.”
W hat fab rica ted  profits 
P ro p rie to rs  w ill ask  
A nd add th e  onus 
To your daily  task .
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T he profits m ust be sw elled 
To sa tisfy  th e  B ank,
W hile “Incom e T ax”
M ust show  them  lean  an d  lank.
C om plete in  every  p a r t 
T h e  issue sha ll be tr ie d  
A nd T ru th  sha ll tr iu m p h  
FO R  H E ’S C ER T IFIE D .
T he S ecre tary  p resen ted  P res id en t 
P eisch  w ho in  tu rn  announced th e  offi­
ce rs  elected fo r th e  com ing y ear and  
in troduced  V ice-President Cole an d  P res­
id en t M iller, each of w hom  responded. 
H e th en  called upon Jam es A. Councilor 
fo r  th e  rep o rt of th e  C om m ittee on Reso­
lu tio n s w hich w ere as follow s:
“A t th e  an n u a l m eeting  of T he A m eri­
c a n  Society of Certified Public  A ccount­
a n ts , held  in  th e  C ity of D enver in  1930, 
w e  received w ith  p leasu re  th e  re tu rn s  
show ing  th e  election of C onrad Sauer, 
J r . ,  of B irm ingham , A labam a, a s  D irec­
to r  of th e  S eventh  D istric t. We, how­
ev er, reg re tted  exceedingly th a t  because 
o f illness Mr. S auer could no t a tten d  th a t  
m eeting , and  i t  w as w ith  profound re ­
g re t th a t  we la te r  learned  of h is  passing  
to  h is  g rea t rew ard .
"A lthough elected a  d irec to r of T he 
A m erican  Society of Certified P ub lic  Ac­
c o u n ta n ts , he w as never able, because of 
illness, to  a tte n d  a  m eeting  of th e  D irec­
to rs . H e had  fo r m any years m ain ta ined  
a  v ita l in te re s t in  th e  affa irs  of ou r p ro ­
fession, and  he w as zealous in  fu r th e r­
in g  th e  in te re s ts  of  th e  profession  in  h is  
S ta te .
“W e keen ly  feel our  loss, an d  d irec t 
th a t  th e  S ecre ta ry  fo rw ard  to  h is  be­
reav ed  fam ily  an  expression  of our sym ­
p a th y  and  app rec ia tion  of th e  life  and  
serv ice  o f ou r fr iend  an d  associate .”
“S ince  th e  la s t m eeting  of o u r Society  
w e have learned  w ith  profound  reg re t of 
th e  passing  of ou r fellow  m em bers:
Jo h n  J . A hrendtsen, P h ilip p in e  Is lands.
A. F . B aum an, H aw aii.
E rn e s t C layton, G eorgia.
C harles E dm und F reem an, Ind iana .
H erm an  G erdau, P ennsy lvania .
C onda J. H am , Oregon.
E rn e s t D enison H ilton , Illinois.
H a rry  W. H irschhorn , New York.
A r th u r  W. K enw orthy, New York.
W . C. K irby, Illino is.
J .  F re d  Lynn, Illino is.
I t .  S. McIver, South  C arolina.
C harles  W. P erry , New York.
Jam es P . R obertson, W ashington.
P h ila n d e r  Sm ith , C alifornia.
N e ttie  A. T ra il, D is tr ic t of Columbia.
W illiam  Giles Tyson, G eorgia.
A lb e rt F arw ell Voke, V irg in ia .
A rch ibald  H. Wham, New Y ork City.
E lm e r B. Yale, New Jersey .
"Many  of these w ere zealous in  th e ir  a t­
tach m en t to  th e  Society, they  believed in  
its  a im s an d  purposes, an d  gave d is tin c t 
help  in  its  fo rm ation  and  developm ent.
“We th ere fo re  d irec t th e  S ecre ta ry  to  
p repare  and  fo rw ard  to  th e  bereaved 
fam ilies a  p roper expression of ou r ap­
precia tion  of th e  lives and  services of 
th ese  deceased m em bers, and  of our sym ­
p a th y  in  th e ir  loss.”
“On th ree  occasions T he A m erican So­
ciety  of C ertified P ub lic  A ccountan ts has 
been pleased to  accept th e  hosp ita lity  of 
th e  South.
“O ur first Sou thern  v is it  w as to  th e  
C ity of R ichm ond, Va., in  1925. H ere  
we w ere  in  th e  c rad le  of A m erica—here  
we reveled in  th e  g lories of th e  p a s t.
“O ur n ex t S ou thern  hosts w ere  the  de­
lig h tfu l and  whole-souled L ou isian ians 
w hen our m eeting  w as held  in  New Or­
leans, th e  un ique c ity  w ith  its  F ren ch  
background  an d  E uropean  atm osphere .
“W e now  find ourselves in  th is  m arvel­
ous jew el of th e  D elta. W e w ere to ld  we 
w ould enjoy ourselves, and  our an tic i­
p a tions ra n  h igh  as we th o u g h t of w hat 
w as in  s to re  fo r us. W e w ere n o t d is­
appoin ted . F rom  th e  m om ent we a rriv ed  
u n til th is  h ou r w e have been en te rta in ed  
m ost royally , and our m em bership  is 
unan im ous in  its  p ra ise  and  apprecia­
t io n  of th e  sp lend id  hosp ita lity  of th e  
T ennessee Society, an d  p a rticu la rly  the  
m em bers o f th a t  Society  re s id in g  in  
M em phis. W e desire  a t th is  tim e  to  ex­
p ress  to  H a rry  M. J a y  an d  h is  sp lendid  
com m ittee, an d  to  Mrs. E ugene C. Rey­
no lds and  h e r charm ing  com m ittee, our 
g ra te fu l apprecia tion  fo r th is  w onder­
fu l m an ifesta tion  of tru e  S ou thern  hos­
p ita lity .
“O ur m em bersh ip  is  a lso  unanim ous in  
i t s  feeling  th a t  from  a  techn ica l s tan d ­
po in t th e  m eeting  h as  been a n  un­
usually  successful one, and  th a t  th e  p ro­
ceedings have been m ost ably  repo rted  
by  th e  P ress. I t  th e re fo re  d irec ts  th e  
S ecre ta ry  to  fo rw ard  to  those  co n trib u t­
ing  to  th is  p rogram  and  to  th e  P ress, 
an  expression of o u r  sincere  apprecia­
tio n .”
Mrs. Peisch  responded for th e  ladies 
and  a f te r  pay ing  an  especial com plim ent 
to M rs. R eynolds, th e  G eneral C hairm an, 
expressed on th e ir  behalf th e  th an k s  of 
th e  v is itin g  lad ies in  th e  follow ing m an­
n e r:
T he lad ies of M em phis a re  ch arm in g  in ­
deed;
T hey’ve given us a  w onderfu l tim e. 
T he luncheons and b ridges an d  p a rtie s  
and  tea ,
A re w orthy  of f a r  b e tte r  rhym e.
'T w a s  u n d er th e  g u idance  o f d ear Mrs. 
Jay ,
W e had  ju s t a  bushel of fun .
F rom  w h at I  have h ea rd  th e  lad ies all 
say,
T hey  re g re t th a t  d ep a rtu re  m ust come.
The luncheon  an d  m usic w ere really  
divine,
W hen p lanned  by your own M rs. Bone. 
W e rea lly  forgo t th e  passage of tim e, 
A nd th e  day w e m u st w ander tow ard  
home.
So I  speak  fo r u s a ll w ho cam e from  afar, 
W ith  g ra titu d e  deep from  our h ea rts ; 
May th e  doorw ay of fr iendsh ip  rem ain  
w ide a ja r ,
E ven th o ’ w e a ll soon m u st depart.
Follow ing th is , P res id en t Peisch  de­
clared  th e  T en th  A nnual M eeting ad­
jou rned  bu t u n ti l m id n ig h t dancing  and 
genera l sociab ility  w ere indulged in  by 
those  presen t.
T he genera l consensus of opinion was 
th a t th e  p rogram  w as th e  best w hich The 
A m erican  Society h ad  ever had  and  w hile 
th e  w ea ther d id  n o t m easure  up to  th a t 
fu rn ish ed  by Colorado, th e  prev ious year, 
th e  m em bers re tu rn ed  to th e ir  respective 
hom es g rea tly  benefited by m ingling  w ith 
those  in  th e ir  ow n profession from  other 
sections of th e  coun try  and  en joy ing  the 
h osp ita lity  of th e ir  M em phis hosts.
T he p rin ted  p rogram  ca rried  on its  last 
page th e  follow ing poem :
MEMPHIS 
City Beautiful
( M r s . F r a n k  S t u r m )
L ike a  b ird  of s tro n g  p in ions, bu ild ing 
its  n est
H igh  w ith  th e  Gods, M em phis hom es on 
its  crest.
Beloved of th e  sun  an d  w a te rs  th a t  m eet 
In  g lorious rh y th m s of p ra ise  a t her 
feet,
A c ity  w hose beau ty  in sp ires  and  creates 
H om age to  s t i r  in  th e  h ea rts  of th ree  
sta tes.
P ro sp e rity  consorts th e  s tren g th  of her 
re ign
W ith  coffers o’erflow ing w ith  cotton and 
grain ,
W hile lords of th e  fo rest a re  slaves a t 
th e  w heel
Of th e  m ills  of h e r  com m erce tu rn in g  
w ith  zeal.
F rom  gardens and  p a rk s  in  a  r e g a l  
bouquet,
H er ch ild ren  m ay g a th e r ra re  b lo s s o m s  
each  day
To w rea th e  fo r h e r brow  a  garland  of 
fam e
Crow ning h e r beau ty  and  laud ing  her 
nam e.
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A  Means O f In te rna l C o n tro lB u d getin g  A s
I AM very  happy to be w ith  you th is  afternoon . T he im portance of study­ing  good business m anagem ent w as 
never of g rea te r im portance  th a n  i t  is 
today.
In  th e  extrem ely  cold reg ions of th e  
A n ta rt ic, th e re  lives an  an im al know n 
as th e  Sea E lephan t. I t  s tands to  rea ­
son th a t  only a  very  vigorous k ind  of 
an  an im al could hope to  su rv ive  in  such 
an  environm ent. T he Sea E lep h an t can 
bear these  hard sh ip s w ith  ease.
B ut they  have one w eakness and  th a t  
is th is—it  often happens th a t in th e  
fall of th e  year one of th e  younger 
species w ill go to  sleep on a  bank  of 
snow  a t  th e  edge of th e  ocean.
I t  is  b u t a  sh o rt tim e u n til th e  bodily 
h ea t of th e  an im al m elts th e  snow  and  
h is  w eigh t m ay ta k e  h im  ten  to  tw elve 
feet under th e  snow; to  be im prisoned 
u n til th e  sun  m elts th e  snow th e  nex t 
spring .
T he trag ic  p a r t  of i t  a ll is th a t  th e  
an im al w ill d ie in  th e  m a jo rity  of cases 
before th e  nex t spring. Sea E lephan ts 
know  th is  b u t nevertheless y ea r a fte r  
year, th e re  a re  som e w ho w ill tak e  a 
nap on a  so ft snow  bank.
T h is  l i t t le  stu d y  in  N a tu ra l H isto ry  
m ay seem to  you to  be irre lev an t, b u t 
s ta tis tic s  show  th a t  85 per cent of those 
w ho have engaged in  business ven tu res 
in  th e  la s t fifteen years a re  no  longer in  
existence. T hey have tak en  a nap in  a 
snow  bank. T hey have no t k ep t in  
touch  w ith  th e  affa irs  of th e ir  business. 
T herefo re they  have no t adm in is te red  
th e  affairs of th e ir  business v en tu re  so 
as to  b rin g  about th e ir  objective.
T he sub ject of budgeting, even though  
w e have a  num ber of d ifferent though ts 
on  th e  subject, is  a f te r  a ll is sa id  and 
done sim ply  tak in g  all phases of any  
given business and  s tudy ing  them  so 
as to  p rep are  ourselves to  p lan  its  opera­
tio n s w ith  some idea  of th e  cost of such 
operations so as to  determ ine  th e  re su lt 
of such operations.
In  m any lines of business th e  price 
due to  com petition  is an  uncontro llab le  
factor, so th a t  th e  item s w ith in  ou r con­
tro l m ust be given sufficient considera­
tion  to  determ ine  w hether we can  m anu­
fac tu re  and  m ark e t o u r p roduct in  a 
com petitive m ark e t a t  th e  p rice  se t by 
our com petito rs and  ea rn  a  reasonable 
re tu rn  on th e  cap ita l invested  in  th e  
business.
In  estab lish ing  a  p rice  of any  a rtic le  
fo r sale  w e m ust give consideration  to :
(1) T he po ten tia l sales possib ilities.
(2 ) Possib le  re-orders or life  of a rtic le  
to  be sold.
(3 ) P ecu liarly  a ttra c tiv e  fea tu res  of
By G. R . LO H N ES, T re a su re r , N atio n a l 
Cash R e g is te r  Co.
D elivered a t annual m eeting  of The 
A m erican Society of Certified Public Ac­
countan ts, M emphis, Tennessee, October
8 , 1931.
th e  a rtic le  as com pared w ith  sim ila r 
a rtic les  on th e  m arket.
(4) M ethod of m arketing .
(5) M ethod of m anufactu ring .
The p o ten tia l sales possib ilities a re  a 
very  far-reach ing  fac to r in  our p lanning. 
T his fac to r alone w ill, to  an  extrem ely  
la rg e  ex ten t, influence bo th  th e  m ethod 
of m ark e tin g  and  th e  m ethod of m an u ­
fac tu ring . I f  i t  is an  a rtic le  th a t  w ill 
lend itse lf to  severa l p rice fields, we are  
compelled possibly to  consider various 
w ays of m ark e tin g .  F o r exam ple, we 
could give consideration  to  a  firm  m anu­
fac tu rin g  optical lenses w hich would be 
sold to  ind iv iduals as eyeglasses, to  la rge  
in s titu tio n s  in  th e  form  of telescopes, 
and to  th e  governm ent as in s tru m en ts  of 
w arfa re  and research . E ach  type of 
product would requ ire  a  special m ethod 
of m arketing . In  our business w e m anu­
fac tu re  cash  reg iste rs  w hich a re  sold to  
th e  sm allest type of re ta il m erchants, to 
th e  la rg e  d epartm en t sto res, and  chain  
stores, each of w hich requ ire  a d ifferent 
m ethod of m arketing . T hen we m anu­
fac tu re  accounting  m achines w hich a re  
sold a s  office appliances to  banks, re ta il 
m erchan ts and  m an u fac tu rin g  com panies. 
E ach of th ese  requ ire  a  specialized form  
of m ark e tin g  w ith  v a ry in g  costs of dis­
tr ib u tio n  w hich  n a tu ra lly  influence prices.
Possible re-orders or life of th e  a rtic le  
sold has a  fa r-reach ing  influence also. 
If  w e a re  m an u fac tu rin g  a n  a r t ic le  w hich 
has a  sh o r t life  or is consum ed by its  
use, such as office supplies, m ate ria l or 
food, w e a re  in  a  position  to  standard ize  
th e  m ethod of m an u fac tu rin g  so  as to  
produce in  la rg e  quan tities , or by a  con­
tin u o u s progressive m ethod using  a ll 
p la n t fac ilitie s  to  u tm o st capacity . T hen 
ag a in  i t  m ay be a  h igh ly  specialized 
a rtic le  th a t  w ill req u ire  considerab le  en ­
g ineering  and  research  w ork  w ith  a  long 
life  an d  a  lim ited  m arket. In  bo th  cases 
a  p rice  should be estab lished  th a t  w ill 
be com m ensura te  w ith  its  va lue  to  p u r­
chasers and  yield a  reasonable  re tu rn  to  
invested  cap ita l.
P ecu lia rly  a ttra c tiv e  fea tu res  of the  
a rtic le  as com pared w ith  s im ila r  artic les 




(3) D urab ility
(4) P rice
The m ethod of m ark e tin g  any  a rtic le  
depends to a v ery  la rg e  ex ten t upon th e  
a rtic le  itself. The p reva iling  m ethods of 
today a re :
(1) T hrough  jobbers, B rokers and  Re­
ta il  stores.
(2) T hrough  advertis ing  and  d irect 
m ail canvassing.
(3) T hrough  specialized agencies and 
salesm en.
(4) A com bination  of a ll th ree  m eth­
ods.
M any im p o rtan t fac to rs  en te r in to  the 
m ethod of m anufactu ring . I t  is influenc­
ed by,
(1) Type of artic le .
(2) W age plans.
(3) Type of equ ipm ent and  m anufac­
tu r in g  facilities.
(4) O rganized labor.
(5) Com pany policies.
I f  th e  product we a re  contem plating  
m an u fac tu rin g  is in  a  com petitive line 
o u r problem  is no t so m uch one of p rice 
fixing as i t  is  one of contro lling  our 
m an u fac tu rin g  costs, ad m in is tra tiv e  ex­
penses, and m ark e tin g  expenses in  such 
a m an n er as w ill p e rm it us to  sell our 
p roduct a t a  com petitive p rice  and still 
ea rn  a  reasonab le  profit. H ere is a  place 
w here our budget becomes a  rea l tool of 
th e  m anagem ent. P lans fo r  operation  
m ust be m ade an d  th e ir  respective costs 
m ust be carefu lly  estim ated  and followed.
M ail o rder com panies deal very  largely  
w ith  com petitive a rtic les , b u t in  se ttin g  
up th e ir  p lans of operation  th ey  have 
given consideration  to  th e  various p lans 
of m ark e tin g  and  th e ir  study  has show n 
them  th a t  th ey  can m eet th is  com peti­
tion  by adopting  th e  adv e rtis in g  and  ca t­
alogue m ethod of m arketing . F u r th e r  it 
h as  been found th a t  by  ta k in g  th e  en tire  
or a  large  p a rt of th e  ou tpu t of ce rta in  
com panies th ey  can save these  com panies 
m ark e tin g  costs an d  enable them  to  ex­
erc ise  ce rta in  economies and  thereby  
m ake it  possible fo r such com panies to  
m ark e t th e ir  products th ro u g h  th e  m ail 
o rder houses a t  low er prices and  a t  a  
profit fo r both th e  m an u fac tu re r and  
th e  seller.
In  a  non-com petitive line, how ever, th e  
question  of Need, A ttrac tiveness and 
Service en te rs  in to  th e  p rice  to  a  very  
la rge  ex ten t, b u t regard less of th e  appeal 
of our a r t ic le  th e  p rice  cannot be p rohib i­
tive, w e could estab lish  a  p rice  w hich 
would p reven t th e  sales to  sufficient ex­
te n t to  enab le  th e  com pany to  m anufac­
tu re  and sell on a  profitable basis. To be 
able to produce and sell an  a rtic le  a t  th e  
cheapest possible p rice  to  th e  consum er 
is a lw ays th e  m ost desirable, so th a t  re ­
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gard less of w hether or not th e  question 
of com pitition  en te rs  in to  th e  p icture, 
economy of operation  is very  im portan t.
P rice, a f te r  all, is only th e  s ta tem en t of 
th e  sum  of the  m edium  of exchange 
w hich a  com pany is w illing  to  accept in  
exchange fo r its  p roduct and is made up 
of th e  follow ing facto rs:
(1) M ateria l cost.
(2) Labor cost.
(3) E qu ipm en t cost.
(4) M arketing  cost.
(5) M argin of profit.
I t  is m y contention  th a t  p rice fixing 
is very  m uch out of the  contro l of th e  
producer because, as s ta ted  before, i t  is 
contro lled  by its  value to th e  pu rchaser. 
T herefo re  we a re  forced to  give our en ­
tire  a tten tio n  to  the  factors w hich a re  
w ith in  our control, so th a t we can sell 
and produce in  sufficient volum e to  yield 
a sa tisfac to ry  re tu rn  on th e  invested 
capital. I t  has been our experience th a t 
th e re  is a  point beyond w hich it  is im ­
possible to  go in  increasing  prices. 
Then, again , we have found th a t  by de­
creasing  p rices below a ce rta in  po in t we 
have not increased  th e  volum e of sales. 
O ur m arg in  of profit, then , is en tire ly  
controlled by tw o th ings:
(1) Volume of sales.
(2) Econom ies and efficiencies in  m anu­
fac tu rin g  and  m arketing .
Up to  th is  poin t in  th is  study  I have 
worked on th e  assum ption  th a t  the  price 
is controlled by th e  m ark e t w hich we 
a re  to  serve. I t  is m y opinion th a t  in  
m ost instances th is  is the  condition 
w hich exists, b u t fo r th e  purpose of com­
parison , I  w ould like  to  consider fo r a  
m om ent a  p roduct fo r w hich th e re  is a 
g rea t dem and and  for w hich th e  public 
is w illing  to  pay  a  p rice  o u t of p roportion  
to th e  cost o f m anufactu ring . In  th is  
case our g rea test ac tiv ity  and perhaps 
our g rea test cost is in  in form ing  th e  pub­
lic th a t  such an  a rtic le  is for sale. E x­
tensive advertis ing  cam paigns can be con­
ducted and la rge  sum s of m oney can be 
sp en t in  m arketing . I  have h ea rd  of 
one concern th a t  w as in  th is  favorable 
position. They found th a t  ou t of a  sell­
ing  price of say  five do llars they  could 
app rop ria te  th ree  dollars fo r advertising  
and still ea rn  a sa tisfac to ry  m arg in  of 
profit.
A dm in istra tion  can be classified under 
tw o headings:
(1) D isorganized adm in is tra tio n .
(2) O rganized ad m in is tra tion .
The first th in g  to  consider in  an y  busi­
ness is its  purpose or objective. The ob­
jective of every in d u s try  should be to  
m anufactu re  and m ark e t a  product in  
the  m ost econom ical m anner. You w ill 
say  th is  objective is obvious and is th e  
objective of every  business. B ut can you 
say  th a t i t  is  th e  objective of every  m em ­
ber of th e  o rgan ization? To illu s tra te  
w hat I  m ean: I  once heard  of a  forem an
whose life ’s am bition  had been to be the  
boss of 100 men, and a f te r  h is departm en t 
had grow n to  th a t  size he w as very  re ­
lu c tan t to  reduce th e  num ber of em­
ployees du ring  a  slack  period.
C an you see w hat I m ean by d isorgan­
ized ad m in is tra tio n ?  M any of these neg­
a tive  objectives would have a very  de tri­
m ental effect on the  final re su lt of our 
operations.
O rganized ad m in is tra tio n  is team  play. 
E very  m an doing h is p a rt to  a tta in  th e  
objective of th e  business as a whole.
A football team  m ay be composed of 
a ll-star p layers, b u t w ithou t p roper co­
ord ination  or team  play th ey  w ill lose 
every game.
A piece of m ach inery  m ay be composed 
of p a rts  m ade of th e  h ighest g rade of 
steel, b u t w ithou t p roper synchronizing  
of th e  functions of these  p a rts  it would 
be absolutely  useless.
In  th e  ea rly  days of our company, Mr. 
John  E. P a tte rson , its  founder, now de­
ceased, likened h is o rganization  to  a  p y ra ­
m id re s tin g  on its  apex. He, a t its  head, 
was ca rry in g  all of th e  bu rdens of ad ­
m in is tra tio n  on h is  own shoulders. As 
soon as Mr. P a tte rso n  realized  a  th in g  
was w rong he im m ediately  took steps to 
correct it, so he  changed th e  pryam id  
about and placed i t  on its  base, w ith  
him self a t  th e  top. This, as you w ill see, 
d is tribu ted  th e  responsib ility  th roughou t 
th e  organization .
T ha t is organized ad m in is tra tio n — 
every m an c a rry in g  h is own load, en ­
deavoring to  accom plish th e  sam e objec­
tiv e  o r ideal.
A  business organ ization , to  be suc­
cessful, m u st be p roperly  balanced. W hat 
I m ean by th is  is th a t  no organ ization  
can be successful en tire ly  on en thusiasm  
and energy. A n o rganization  m ade up 
en tire ly  of en thusiasm  is lik e  a  sailboat 
w ithout a  rudder, and  is su re  to  go on 
th e  rocks.
An o rganization  consisting  en tire ly  of 
theore tica l and  techn ica l m en lacks the  
d riv in g  force to  succeed.
A business o rganization  has been 
though t of as consisting  of th ree  d is tinc t 
un its :
(1) T he sales.
(2) The production .
(3) T he fin an c ia l.
These have all served and  a re  s till 
serv ing  a  genuine purpose in  industry , 
bu t I am  su re  th e re  is an o th e r w hich is 
of equal im portance. I t  is no t a  separa te  
un it, b u t is a  com bination of all three. 
T his u n it or function  I w ould term  “bud­
geting .”
The purpose of th e  budget is to  plan 
th e  operations of th e  business, so th a t  
th e  one objective—th a t  of ea rn in g  a profit 
—is th e  purpose  of a ll concerned.
T he sales u n it w an ts to  increase the  
sales, and  m any  tim es th is  is done re ­
gardless of cost. T here is a  po in t in any
business a t w hich the  efforts to  increase 
sales cost m ore th a n  th e  profit derived 
from  th e  increase.
T he sam e th in g  is true , to a large ex­
ten t, in  th e  p roduction  end of a business. 
And m any tim es th e  financial division is 
ju s t ru n n in g  rin g s around  itse lf try in g  
to  keep up w ith  th e  o ther two.
I t  is by th e  use of th is  fo u rth  function  
in  business—budgetary  control—th a t we 
can p reven t th is  divided effort and con­
s tan tly  keep the  m ain  objective to  th e  
fron t.
I t  is here  th a t  our accounts can be 
used to  th e  best advantage. They should 
not only be used in  th e  p rep a ra tio n  of th e  
budget, bu t they  should reflect th e  an tic i­
pated  re su lt of such p lans and  provide 
a m eans of com parison w hich would 
po in t out dev iations and need of cor­
rection .
W e have h ea rd  of and  discussed m any 
phases of accounting, such as
G eneral accounting
Cost accounting
C om m ercial accounting, etc.
I have in  m ind ju s t tw o types of account­
ing:
(1) H isto rica l or re trospective ac­
counting.
(2) P rospective accounting.
You a re  fam ilia r w ith  the  first classi­
fication of accounting. T here is no ques­
tion  of its  im portance or value to  busi­
ness. I t  is absolutely  essen tia l to  th e  
b roader field of accounting  w hich  in­
cludes th e  second classification o r p ro ­
spective accounting, bu t to  m y m ind, it 
is no t com plete in  itself. I have likened 
th is  type  of accounting  to  w hat w e m igh t 
te rm  post m ortem  accounting. I t  is all 
in  th e  past and  if  a  business fa ils  th e  
post m ortem  is held to  determ ine  th e  
cause of such fa ilu re . T he in fo rm ation  
disclosed by such an  analysis would 
have m uch value  as an  exam ple to  o thers 
bu t it  would be of li tt le  value to  th e  
concern th a t  had  gone on th e  rocks.
I  recen tly  read  in  th e  W all S tree t 
Jo u rn a l th e  follow ing s ta tem en t: “B al­
ance Sheets and  E a rn in g  S ta tem en ts 
have  th e ir  uses; b u t th ey  te ll l i t t le  of 
th e  fu tu re  prospects of a  com pany or its  
secu rities.”
I t  is m y opinion th a t  these sta tem en ts 
and  accoun ting  records should be used 
as a  m edium  fo r estab lish in g  a basis or 
s ta n d a rd s  on w hich  th e  business is  to  
operate  in  th e  fu tu re . P lease do not m is­
und ers tan d  me. I  do no t say  they  should 
be used a s  th e  stan d a rd , b u t th ey  should 
be used as a  m edium  in  estab lish ing  
such  s tandards.
T he acco u n tan t w ho is going to  be 
satisfied w ith  p resen tin g  a  s ta tem en t 
show ing th e  p resen t position  of th e  busi­
ness and a  s ta tem en t show ing th e  re su lt 
of p a s t opera tions is  th e  type  of account­
a n t w ho is no t en te r in g  in to  th e  sp ir it 
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Privileged Communications
T H E  princip le  of priv ileged  com ­m un ications is  to  exem pt a per­son  from  th e  general lia b ility  to  
g iv e  testim on y  upon all facts inquired of 
in  a  court of justice . “F our fundam ental 
cond itions m ay be predicated a s neces­
sary  to  th e  esta b lish m en t of a  priv ilege  
a g a in st th e  d isclosu re of com m unications  
betw een persons sta n d in g  in  a  g iven  rela­
tio n :
1. “T he com m u nication s m ust or ig inate  
in  co n fid en ce  th a t th ey  w ill not be d is­
closed ;
2. “T h is  e lem ent of c o n f id e n tia l i ty  m u s t  
be e s s e n t ia l  to  th e  fu ll and sa tisfactory  
m aintenance of the rela tion  betw een the  
p a r tie s;
3. “T h e r e la tio n  m ust be one w h ich  in  
th e  opin ion o f  th e  com m unity  ought to  
be sedu lou sly  f o s te r e d ;  and
4. “T he in ju r y  th a t w ould inu re  to the  
rela tion  by th e  d isclosu re of th e  com ­
m un ications m ust be greater th an  the  
benefit thereb y  gained  for  th e  correct 
disposal of lit ig a tio n .”1
If th e se  four  cond itions are p resen t a  
p riv ileg e  should  be recognized. In  gen­
eral, th e  purpose in  recogn izin g  a  priv­
ileg e  e ith er  a t com m on la w  or by sta tu te  
is  to  provide th e  greatest good to  th e  
greatest num ber. T he four cond itions  
c lea rly  in d ica te  th is.
A ll four con d ition s are com m only rec­
ognized for  attorn ey  and clien t, husband  
and w ife , official com m unications to  pub­
lic  officers, and  am ong jurors and th e ir  
w itn esses . A s betw een th e  p r iest or 
clergym an and p en iten t th e  p r iv ileg e  w as  
refused a t com m on la w  on th e  b asis of  
denial th a t in  the op in ion  of th e  com ­
m u n ity  th e  rela tion s should  be sedu­
lou sly  fostered. T he p r iv ileg e  w a s denied  
at com m on la w  to  p h ysic ian  and patient  
because o f th e  incorrect assu m p tion  th at  
th e  e lem en t o f  confidentia lity  is  e ssen tia l  
to  th e  fu ll and sa tisfa c to ry  m ain tenance  
of th e  rela tio n  b etw een  th e  parties. In  
addition , i t  w a s denied  th a t th e  in jury  
from  d isclosu re w ould be greater than  
th e  benefit ga in ed  from  a correct d isposal 
of litig a tio n .
“T he m ere fa c t th at a com m unication  
w as m ade in  exp ress confidence, or in  
th e  im plied  confidence of a  confidential 
relation , does not crea te  a  privilege. T his  
ru le  is  not questioned today. (T he earlier  
reason ing  on th is  is  d iscussed  below .) 
N o p led ge  o f privacy, nor oa th  of sec­
recy, ca n  a v a il a g a in st dem and for  th e  
truth  in  a  court o f ju stice ; accordingly, 
a confidential com m unication  to  a  clerk , 
to  a  tru stee , to  a  com m ercial agency, 
to  a  banker, to  a  journalist, or to  an y  
other person, n ot h o ld in g  certa in  specific
By C. L. KELLY, C. P. A.
A  paper read before th e  N orth w est Con­
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relation s, is  not priv ileged  from  d is­
closure.”1
H ow ever, in  Oregon, “a  stenographer  
sh a ll not w ith ou t th e  con sen t o f h is  or 
her em ployer, be exam in ed  a s  to  any  
com m unication  or d ictation  m ade by the  
em ployer to  h im  or her in  th e  course of 
professional em ploym ent.”2 I t  is  difficult 
to  determ ine  w h y  th e  leg is la tu re  should  
provide th a t th e  com m unications to  a  
stenograph er sh ould  be priv ileged . P er­
haps another im plication  of th is  b ill is  
open to  inq u iry : Is th e  w ork of a  sten og­
rapher o f a  “p ro fession a l” nature? If  
it  is  th en  w h erein  lie s  th e  d istin ction  be­
tw een  p rofessional and c lerica l em ploy­
m ent? I t  is  difficult to  understand how  
th is  particu lar sta tu te  can q u a lify  under  
th e  fourth  cond ition  necessary  for a 
priv ilege; nam ely, “the in jury that would  
in u re  to  th e  re la tion  by th e  d isclosu re of 
th e  com m unications m ust be greater  than  
th e  benefit thereby gained  for th e  cor­
rect d isposal o f ju stice .”
The leg is la tu re  of Oregon could su rely  
have  no h esita n cy  in  g ran tin g  priv ileged  
com m unication  to  th e  certified public  ac­
countan t a fter  it  has so  provided for a  
stenographer. I f  a stenographer cannot 
be required to  te s t ify  a g a in st her em ­
ployer or form er em ployer, th en  a certi­
fied public accou ntant should  not be com ­
pelled  to  reveal in form ation  g iven  in  
confidence by  a c lien t. W hen a  certifi­
ca te  is  granted to  an  accountant, th e  
State, in  effect stam ps th e  rec ip ien t as  
one w ho is  qualified to  perform  w ork in  
a h ig h ly  confidential capacity, a s one w ho  
is  o f a  good m oral character, as one w ho  
w ould not be g u ilty  of a id in g  or a ss is t­
in g  any  illeg a l operation  and u su a lly  a s  
one w h o has subscribed to  a code of 
eth ics.
In  other words, a  certified public ac­
countant, as such, is a  professional per­
son over w h ich  th e  S ta te  exercises con­
siderable  control. Mr. John H enry W ig- 
more, P rofessor of Law  a t N orthw estern  
U n iversity  and a recognized auth ority  on 
E vidence, w ould c la ss ify  th is  Oregon  
s ta tu te  re la tin g  to  th e  stenographer “as 
detestab le  in  substance” on th e  grounds  
th at it  “rests not on a princip le of a 
priv ilege, but on th e  lim ita tio n s of d is­
covery.”
1 W ig m o re— E v id en ce , p. 2286.
2 O regon Code.
M any of you present w ill reca ll the  
new s item  a couple of years ago w h erein  
the W ash in gton  T im es m ade th e  sta r t­
lin g  announcem ent th at there w ere fifty  
sp eak easies w ith in  a sm all radius of th e  
Capitol B u ild in g  in  W ash ington, D. C. 
M any of you a lso  recall th a t som e of the  
reporters served  term s in  ja il because  
th ey  refused to reveal th e  source of the ir  
in form ation  in  a  court o f justice . T h is  
situation , fo llow ed  by th e  passage of a  
law  in  M aryland prov id ing  for ex ten d in g  
the priv ilege  of confidential com m unica­
tion  to  new spaper reporters, illu stra tes  
a princip le  w h ich  appears to  be in  the  
process of acceptance rather genera lly  in  
th e  U nited  States. It is  a  current in ter­
p retation  and appears to  deny th e  neces­
sity  of fu lfillin g  a ll four cond itions set  
forth  above a s  necessary  to  th e  e sta b lish ­
m ent o f a  priv ilege  a g a in st disclosure. 
Som e q u estion  e x is ts  as to  w hether it 
is th e  opin ion o f  the com m unity  th a t the  
confidential rela tion  of th e  new spaper re­
porters and  th o se  g iv in g  out th e  in form a­
tion  should  be sed u lou sly  fostered . F ur­
therm ore, i t  is  difficult to  understand  
w hat in ju ry  to  so c ie ty  a t large w ould  
inure from  d isc losu re  of such  com m unica­
tion . T here is  th e  argum ent th at n ew s­
paper reporters w ould fa il to  secure and  
m ake availab le  to  th e  public m uch im ­
portant new s and inform ation . H ow ever, 
under th e  protection  of th e  pr iv ilege, the  
chance th at th e  new spaper reporters m ay  
be bought off is  a s great as th e  p o ssib ility  
of corrupting officers o f justice . P rofes­
sor W igm ore w r ites  about th is  M aryland  
sta tu te , say in g: “The fo llo w in g  enact­
m ent, as d etestab le  in  substance as it 
is crude in  form , w ill probably rem ain  
unique.”
The question  i s : H ow  far  w ill our leg is­
lature go in  esta b lish in g  the princip le  of 
com m unication? Should th is  p r iv ilege  
be extended to  th e  certified public ac­
countant and th e  th e  public accountant 
in  th o se  sta tes w here both are recognized  
by sta tu te?  T o public accou ntants in  
those sta te s  w here th ere  is  no statu tory  
S la te  su pervision? In  our opinion, did  
th e  leg is la tu res o f Oregon and M ary­
land err in  ex ten d in g  th e  p riv ilege of 
confidential com m unication to  sten og­
raphers and new spaper reporters, re­
sp ectively?
The m ajority  opin ion recognizes the  
need of priv ileged  com m unication for at­
torney  and c lien t based on th e  princip le  
th at each  party— th e  p la in tiff and th e  de­
fendant— h a s a r ig h t to  be represented  
in  court, th a t each  m ay present h is  case  
in  the b est possib le  fash ion , and th a t so­
c ie ty  is  to  judge as to  g u ilt. I f  there  
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Classification and Certification of Accountancy 
Services
CL ASSIFICATIO N of accountancy  serv ices is a device designed  to  c la ssify , define and d ifferentiate  
th e  various serv ices rendered by certified  
public accountants. C lassification  deals  
w ith  th e  content, structure, and varia ­
tio n s  in  certificates appropriate to cer­
ta in  typ es o f service.
C lassification , w h ich  is  w h olly  Am er­
ican  in  origin, cam e in to  ex istan ce  be­
cause it  w as needed. T he need becam e  
apparent in  th is country a s  practice  g rew  
in  volum e and in ten sity , w hen account­
ancy  cam e to  be recognized a s a  definite  
vocation , w hen accountants developed a  
professional consciousn ess, and w hen  
practice  reached th e  poin t w here it  in ­
vo lved  th e  in terest of a  large  num ber  
o f persons in  va r io u s o ther d iv is io n s of 
the field o f  b u sin ess a c tiv ity .
T he pilgrim  fathers in  A m erican ac­
countan cy  had l it t le  need to  consider the  
m etes and bounds of accountancy prac­
tice  as a co llective  th in g . T heirs w as  
th e  problem  of g iv in g  sa tisfactory  serv­
ice, u su a lly  in  ind iv idu al undertak ings, 
a s  a m eans of g a in in g  a livelihood . The 
serv ice  largely  w as personal. Then, no 
one had started  ta lk in g  about th e  duties 
and resp o n s ib ilitie s  of public accountants. 
T here w ere no a ssocia tion s of bank credit 
m en, or of com m ercial cred it m en. In ­
d iv idu al a ttorn eys som etim es had con­
ta cts  w ith  ind iv idu al accountants w hose  
natural a b ility  and n a tiv e  resourcefu l­
ness o ften  proved help fu l in  lega l m at­
ters in v o lv in g  accounting. The appraisal 
of properties w as a th in g  w h ich  occurred  
on ly  sem i-occasionally . Schools for the  
in struction  of youn g persons bent on be­
com ing professional accountants had not 
been established.
D u ring  th e  decade from  1910 to 1920  
m any th in g s  happened to influence ac­
countancy. T he F ederal incom e ta x  gave  
it  a  trem endous forw ard m ovem ent. E d­
ward N. H urley, as chairm an of the Fed­
era l T rade Com m ission, im parted addi­
tion a l im petus to  th e  m ovem ent w hen  he  
called atten tion  to  th e  dearth of kn ow l­
edge concern ing  costs and cost-finding. 
T he Great W ar, w ith  its  excess-profits  
ta x es and m am m oth w ar a c tiv itie s , su s­
ta ined  and developed th e  progress. Later, 
post-war financing in  Europe, and un­
precedented ind u str ia l expansion  at hom e  
served  to  keep accountancy in  th e  fore­
front of a tten tion .
T he im portant part w h ich  accountancy  
assum ed in  th e  b u siness schem e brought 
corresponding resp on sib ilities. L arge ag­
gregates of capital adm inistered  by cor­
porate m anagem ent dem anded large or-
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gan ization s of accountants in  order th a t  
com prehensive serv ice  m ight be rendered. 
T he spreading o f corporate a c tiv ity  into  
new  dom estic and in to  foreign  fields 
called for w idespread serv ice  u n its in  
the accountancy field. The large-scale  
appraisal of p lan t properties created a  
new  contact betw een accountants and ap­
praisers and presented new  problem s for  
consideration . T he expansion  of com ­
m ercial cred it w ith  th e  increasin g  use of 
financial sta tem en ts a s a  factor in judg­
m ent form u lation  brought th e  account­
ants in to  rela tion sh ip  w ith  a  keen and  
in terested  group of bank-credit m en, de­
m anding exact in form ation  on a w ide  
var ie ty  of questions. Corporate financing  
on a  sca le  never before know n, by in ­
v estm en t houses large and sm all, som e  
experienced, others w ith ou t experience, 
brought in to  th e  situ a tio n  financiers, a t­
torneys, sta tis t ic ia n s , engineers, and ap­
praisers. T he ever-ex isten t condition of 
em bezzlem ent and irregu larity , r is in g  at 
t im es to  h e igh ts a lm ost inconceivable, in ­
troduced m any com plications in v o lv in g  
an in creasin g  num ber of persons w hose  
in terests  and  fortu nes w ere bound up 
w ith  th e  w ork of th e  accountants.
In a ll of th ese  s itu ation s, the certified  
public accountant has had a place and  
a  function. B ut th e  p lace and fun ction  
Whenever called in to  question  had to be 
determ ined on ly  too  often  after  the even t  
o f trouble of som e sort. Seldom  w ere  
th e  character, scope, and lim ita tio n s  of 
th e  un dertak in g  determ ined in  advance  
and m ade know n to  a ll o f th e  parties at 
in terest. A s a  resu lt, th ere  w ere fre­
quent controversies betw een accountants  
and clien ts, bankers, a ttorn eys, bond­
holders, stockholders, creditors, and  
su rety  com panies. Too o ften  th e  place  
and fun ction  o f th e  accountant w ere fixed  
for him , rather th an  by  h im ; for him  by 
som e one of adverse in terest after an  
even t. T h is condition , o f course, is  per­
ceived to  be im proper and in tolerable  
once th e  fact h as penetrated  th e  con­
sciousn ess.
C lassification w as conceived as a  plan  
to id en tify  professional accountants as a 
group, or co llectiv e  factor, in  th e  field of 
b u siness; to  d iscover th e  ch aracteristic  
a c tiv it ie s  com m on to  th e  group; to  c la ss­
ify , define, and d ifferentiate su ch  a c tiv i­
ties . Thus, the profession  is  afforded a 
basis for p lan n ing  and ordering its  own  
affairs; for  considering and se ttlin g  its  
own problem s; for determ in ing  its own  
place, fun ction , and relation sh ip  to  other  
groups; and for presen tin g  a  consisten t  
and un ited  front in  dea lin g  w ith  other  
in terests.
A ccountancy practice w as found, after  
a  stu d y  o f  five thousand engagem ents, to  
perm it of a n a ly sis  in to  fourteen classes. 
T his num ber la ter  w as reduced to  tw elve  
by com bin ing sim ila r  c lasses. T he tw elve  
classes w ere found to  be d iv isib le  into  
tw o groups, one group o f five c lasses be­
in g  characterized by serv ice  w h ich  takes  
th e  form  of aud itin g . The rem ain ing  
sev en  c la sses have no characteristics  
w hich  are com m on to  them  all.
B ookkeeping affords a  record of finan­
c ia l tran saction s and a  sta tem en t of bal­
ances at periods of rest. A ccounting  
sta te s  th e  balances w h ich  represent finan­
c ia l con d ition  at a g iven  date and sum ­
m arizes in  classified  form  th e  transac­
tio n s  for a g iven  period lead in g  up to  
th e  sta ted  financial condition. The func­
tio n  of au d itin g  is  to  su b stan tia te  cer­
ta in  rep resen ta tion s w h ich  are m ade as 
to  financial condition  and the resu lts of 
operations. A u d itin g  is concerned w ith  
balances at a  g iven  date and w ith  tran s­
a ctio n s for som e period preceding that 
date. A u d itin g , a s used in  a  professional 
sen se , m ay be defined a s th at serv ice  
w h ereb y one u n dertak es to  reach conclu­
sio n s  and exp ress an opin ion concerning  
th e  correctness o f  financial sta tem en ts o f  
a  g iven  enterprise , by scru tin iz in g  ac­
counts, vouchers, docum ents, and other  
su pp orting  records and data, correspond­
ing, i f  necessary, w ith  independent th ird  
parties , and ora lly  qu estion ing  officials 
and em ployes.
T h e  term  “tra n sa ctio n s,” as used here­
in, is  in tended  to  m ean a n y  changes af­
fe c tin g  th e  accounts during a period. 
A ccounts re la tin g  to  incom e, expense, 
profits, and lo sse s  are referred to  a s  
“operatin g  accou nts” ; th e  tran saction s  
re la tin g  thereto  as “operations” ; those  
re la tin g  to  cash  receip ts and disburse­
m ents a s “cash transactions.” T ransac­
tions m ay affect balance sh eet accounts  
alone; for exam ple, th e  su b stitu tion  of 
notes receivable fo r  accounts receivable. 
T ransactions affecting on ly  th e  balance  
sh eet accounts occur w ith  rela tiv e  in fre­
quency. T ransactions a lso  m ay affect 
balance sh eet accounts and operating ac­
counts such  as accou nts receivable and  
sa les, or accounts payable and expense.
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T his c la ss  u su a lly  co n stitu tes a  consid­
erable part of th e  transactions. T he ac­
count s how in g  th e  grea test num ber of 
transactions i s  cash. T h is account a lso  
is  subjected  to  im proper m anipu lation  
m ore freq uently  th an  any other account.
T he m ost com plete aud it possib le  is  
one in  w h ich  a ll balances rep resenting  
financial cond ition  a s  of a  g iven  date and  
a ll transactions w h ich  have occurred dur­
in g  a  g iven  period ended on th at date  
are su bstantia ted  by aud it procedure. To 
th is  type of serv ice  the term  “com plete  
or detailed  au d it” has been g iven . T his  
serv ice  i s  ind icated  w here th e  volum e of 
tran saction s is  not unreasonably  large, 
th e  period to  be covered is  short, the  
c lien t’s in tern al organization  is  not sa t­
isfa c to r ily  controlled , and an exactin g  
check on th e  fiduciary in teg r ity  of em ­
p loyes is  desired.
Departure from  th e  serv ice  in  w h ich  a ll 
balances rep resen tin g  financial condition  
and a ll tran saction s are su bstantia ted , be­
com es desirable a s  a  practical m easure  
w h en  the c lie n t’s  office is  so  h ig h ly  or­
ganized as to  prevent irregu larities from  
co n tin u in g  undetected for any extended  
len gth  of tim e, th e  volum e of transac­
tio n s  i s  so  great a s  to  m ake com plete  
su b stan tia tion  im practicab le and uneco­
nom ical to  th e  c lien t, and reasonable  
prom ptness in  com pleting  th e  w ork is  e s­
sen tia l. A n aud itor’s certificate w ould  
have lit t le  v a lu e  to  a  corporation w h ich  
publishes it s  financial report if, as a  re­
su lt  o f com pletely  v e r ify in g  a ll trans­
action s, th e  aud it w ork could not be fin­
ished  u n til s ix  m on th s a fter  the date of 
publication  of th e  report. F ortu nately , 
such  a condition  m ay be overcom e w here  
corporations have h ig h ly  organized sy s­
tem s of in tern al control, under w hich, 
perhaps, th e  detailed  tran saction s are  
audited  from  day to  day by the c lien t’s  
force, by rev iew in g  carefu lly  th e  opera­
tion of th e  sy stem  and app ly in g  scien tific  
te sts  to  th e  tra n saction s so  a s  to  sa tisfy  
the aud itor of th e ir  genera l correctness.
T h is  type of service, w h ile  th e  m ost 
com m on in  practice, h a s baffled prolonged  
attem p ts to  find for it  a  descr ip tive  t it le  
w h ich  is acceptable to  a ll. In  the first 
c lassification  devised it  w a s called  a “gen­
eral aud it.” T h is term  m et w ith  objec­
tio n  and critic ism  from  som e quarters. 
T he term s “te s t  aud it,” “standard  a u d it,” 
“practical aud it,” “F ed eral R eserve au­
d it,” and “com ercial a u d it” have been  
suggested , but each h a s certa in  disad­
vantages. The auth or of classification  
believes, a fter  seven  years of d iscussion  
and patien t effort to  find a  better  term , 
th a t “general au d it” is  th e  m ost sa tisfa c ­
tory  one, a lthough h e  i s  w illin g  to  accept 
“test aud it.” H ow ever, th e  t it le  is  un­
im portant, because an y  title , i f  not too  
illo g ica l, w ill qu ick ly  fa ll in to  general 
use.
P a ssin g  on a  step  further, research  has
developed th e  fa c t th a t a  th ird  typ e  of 
serv ice  is  encountered frequently  in  prac­
tice . I t is  of th e  type  in  w h ich  th e  re­
su lts  o f th e  serv ice  are for  th e  benefit of 
a  p a rty  w h ose  in terest lie s  in  hav in g  an  
op in ion  from  the accountant th a t th e  net  
a ssets  a t  a  g iven  date and th e  n et profits 
for  a  g iv en  period ended on  that date are  
at lea st as g reat in  am ount a s repre­
sen ted . T h is ty p e  of serv ice  does not 
req u ire  estab lish m en t of th e  fact th a t a ll 
of th e  a ssets w h ich  should  be on hand  
a re  on hand, and that a ll of the incom e  
w h ich sh ou ld  h a v e  been received has  
been received. In order to  express an  
opin ion  that th e  net a sse ts  and net profits 
are at lea st a s  great in  am ount as repre­
sented , the accountant is  not required to  
v erify  every  transaction  du ring th e  period  
under consideration , nor is h e  required  
to v er ify  every  account on th e  books. 
H e m ay, provided he has an understand­
in g  to  th at effect w ith  th o se  to  w hom  he  
ow es a duty, exclude th e  p o ssib ility  of 
understated  assets , om it th e  ch eck in g  of 
cash transactions, and  sa tisfy  h im self su f­
ficien tly  a s  to  th e  resu lts of operations 
by an a ly tica l review , in v estig a tio n  and  
sta tistica l te sts  of th e  accounts (rather  
than  th e  tra n saction s) of incom e, e x ­
pense, profits, and losses. In  th is  service, 
w h ich i s  usual in  financings, th e  account­
an t does not undertake to  pass on fidu­
c iary  in teg rity , or th e  in c lu siven ess of 
th e  assets .
A  d escrip tive  t it le  sa tisfa c to ry  to all 
has yet to  be found for th is  type of serv­
ice. T he orig inal t it le  g iven  to  th is c lass  
w as “general exam in ation .” In the opin­
ion  of th e  author, th e  term  “review  a u d it” 
w ould be logical.
A  fourth  c la ss  o f audit serv ice  re­
str ic ts  th e  su b stan tia tion  procedure to  
th e  accounts w h ich  represent financial 
condition  a s  of a  g iven  date. The veri­
fication of cash  transactions is excluded , 
as is th at of th e  operating transactions, 
except those, com m only know n as “lap­
overs,” w h ich  occur a t or about th e  bal­
ance sh eet date. In  th is  type of serv ice  
the un dertak in g  is  to  render an opinion  
as to  w hether th e  net a ssets  are as great 
in  am oun t a s  represented. The serv ice  is  
com m on to  in stitu tio n s and brokerage  
concerns and is  kn ow n as an exam in ation  
of financial condition.
In  th e  previous c lasses of audit, the  
su b stan tia tion  procedure has applied to  
th e  fu ll com plem ent of accounts, th a t is, 
to th e  accounts tak en  co llectively , w ith  
com plete su b stan tia tion  of th e  balance  
sh eet accounts in  a ll in stan ces and vary­
in g  d egrees of su bstan tia tion  of the tran s­
actions in  different in stan ces.
R ecogn izing  th at at tim es com plete or 
partia l su b sta n tia tio n  of one or m ore in­
dividual accounts m ay be desired by w ay  
of service, a  fifth c lass know n a s  “audits  
of specific accou nts” has been provided. 
T h is c la ss  inclu des, for  exam ple, cash
audits, w h ich  occur frequently, and aud its  
of pay rolls, secu rities , and m anufactur­
ing costs.
Thus, five c lasses of serv ice  out of 
tw elve a re  accounted for. T he rem ain in g  
seven  classes are as fo llow s: 
In v estig a tio n s  
T ax Services  
System s Services  
B udgetary Services  
O pinions
P reparation of sta tem en ts from  books 
w ithou t audit 
M iscellaneous
The specia l nature of these  engage­
m ents is such th a t a  defin ite understand­
in g  n atu ra lly  w ould be had in  each in ­
stance. A s a consequence the p ossib ility  
of m isun dersta nd ing is  m in im ized . B ut  
w ith  th e  c la sses o f  serv ice  in  th e  aud it 
div ision  care is  required to  avoid  m is­
un derstand ings because of the varia tion s  
in serv ice  under v a ry in g  circum stances.
C lassification  enables an accountant to  
have a  definite u n derstand in g  w ith  each  
clien t as to  each en gagem en t before any  
work is  undertaken. It recognizes and  
announces th at a ll aud its are not com­
plete a u d its  and, w h en  g en era lly  adopted, 
w ill put th e  p rofession  on  record accord­
ingly. It enab les an accountant to  dif­
feren tia te  not on ly  for h im se lf and h is  
own organization , but for  h is  c lien te le  
the variou s c la sse s  of au d it serv ice, so  
that all m ay proceed in te llig en tly . It 
prevents d isagreem ents, reduces fr iction , 
and sim p lifies practice.
If a  c lien t w ish es le s s  th a n  com plete  
audit service, he should  have it. In  fact, 
the c lien t should  h a v e  w h atever serv ice  
he desires. B ut w ith  a n yth in g  less than  
com plete serv ice, th e  abbreviation  should  
be m ade clear to  th e  c lien t and th e  ac­
countan t’s  report, w hen  necessary , should  
call a tten tio n  thereto  in  a w ay  w h ich  w ill  
prevent any one from  being  m isled . N o  
accountant is  in fa llib le . H e holds h im ­
se lf out as qualified by education  and  ex­
perience to  perform  certa in  c la sses of 
service and he undertakes to  perform  
these  serv ices w ith  sk ill and d iligence. 
F urther th an  that h e  cannot sa fe ly  and  
san ely  go. H e is n e ith er  a  guarantor nor 
an insurer. C onsequently, th e  restr ic ­
tions, i f  any, m ust be, by agreem en t, for  
the r isk  of th e  c lien t. A s a n  in stru m en t  
in p o in tin g  out a n d  re la tin g  abbrevia­
tio n s to  types of undertak in gs, c lassifi­
cation  serves a m ost usefu l purpose.
C ertificates are appropriate in  connec­
tion  w ith  the first five c la sses of service. 
T hey convey in form ation  to  c lien ts  and  
to  th ird  p a rties  concerning  th e  serv ice  of 
the accountant and h is  op in ion  a s to 
w hat th e  accounts of the c lien t show . 
E xcept to  sp ecify  th e  type of serv ice , 
th ey  need vary  l it t le  in  form , sa v e  on ly  
w here the serv ice  is  su b sta n tia lly  m odi­
fied, or qualifications w ith  respect to  the  
find ings and conclu sions are required.
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Q ualifications should  b e se lf-id en tify in g . 
G enerally  speak ing, th e  m ost concise cer­
tificate  consisten t w ith  c lar ity  and fact 
i s  desirable. F or exam ple, in  th e  case  
o f a  detailed  audit:
“W e have m ade a detailed  aud it of the  
accounts of B lank  Com pany for the year  
ended (blank d ate), and, in  our opinion, 
th e  accom panying balance sh eet and  
sta tem en t of incom e and surp lus se t forth  
th e  financial condition  of th e  Com pany as 
of (b lank date) and the resu lts of opera­
tio n s for th e  year ended th at date.”
A n yth in g  less than  th is  w ould leave  
som eth ing  to  be desired. A n yth in g  m ore  
w ould seem  to  be surp lusage, un less, per­
chance, som e qualification  is necessary. 
T he form , of course, is at variance w ith  
trad ition , but th e  certificate seem s to  
lo se  n o th in g  from  the om ission  of th e  
w ords “W e hereby certify .”
F or th e  first three c lasses o f aud it serv­
ice  th e  sam e form  of certificate w ould  
suffice, in ser tin g  w hen  appropriate the  
term  “te s t  a u d it” or “rev iew  a u d it,” in ­
stead  of the term  “detailed  aud it.” A s  
to  the fourth, w here su bstan tia tion  re­
la tes a lm ost ex clu sive ly  to  th e  balance  
sh ee t accou nts and the op in ion  expressed  
is  w ith  respect to the balance sh eet alone, 
the certificate m ust perforce be abbrevi­
ated  so  that the scope of the exam in ation  
w ill be sta ted  as of a date and not for a 
period and there w ill be no doubt that  
th e  op in ion  expressed relates to  the finan­
c ia l condition only.
In opposition to  the theory  ju st ex­
pressed, there is  a school of thou ght 
w hich  contends for exclud in g  from  cer­
tificates reference to the type of serv ice  
rendered under the first tw o  classes. 
T hose w ho so  contend base th e ir  conclu­
sio n s  on the theory that no one except 
th e  c lien t and th e  accountant is  con­
cerned w ith  th e  particu lar accounts ex­
am ined  or th e  ex ten t and character of 
th e  exam in ation . A n y know ledge on th is  
p oin t is a  m atter  betw een  the account­
an t and h is  client. T he world at large is  
in terested  only  in  th e  accou ntant’s  
opinion.
T he m iscellaneous audit c lass does not 
perm it of a  standard form  of certificate. 
Ea ch certificate n ecessarily  w ill have to  
be fram ed to  su it th e  particu lar case. 
T he general o u tlin e  should  fo llow  th e  
form  previously  suggested , co n ta in in g  an  
assertion  a s to  th e  serv ice, th e  period  
covered, and th e  opinion.
C lassification  of accountancy serv ices is 
far  from  being  a  m ere theory. I t has  
been tested  in  practice  by app lication  to 
som e tw enty-five thousand engagem ents. 
One of th e  practica l benefits is  that it  
provides a  com m on langu age for a ll w ho  
a re  concerned w ith  th e  ad m in istra tion  
of practice and th e  execu tion  of engage­
m ents: executives, principals, and staff. 
It e lim in ates hours of d iscussion  and in  
a  large organization , hundreds of letters
previously  n ecessary  to  su ccessfu l adm in­
istration . It m in im izes m isunderstand­
ings w ith  c lien ts, affords a  b asis for u n i­
form  report practice, and m akes for con­
sisten cy  in  the eyes o f the public. It 
stam ps accountants Who use it  as m eth­
odical persons w ho have a  plan of opera­
tion. I f  adopted generally , classification  
would u n ify  accountancy practice and  
id en tify  p ra c tis in g  accou ntants as a  
group w ith  a philosophy. Such a step  
could not help but beget respect and e le ­
va te  th e  stan d in g  of accountancy as a 
profession .
Said th e  philosopher, M arcus A urelius  
A ntoninus, born in Rom e, A. D. 121, 
“Make for th y se lf  a  definition , or de­
scription , of th e  th in g  w h ich  is presented  
to  thee, so  as to  see  d istin ctly  w h at kind  
of a  th in g  it  is, in  its  substance, in its  
nudity , in  its  com plete en tirety , and te ll 
th y se lf  its  proper nam e, and th e  nam es of 
the th in g s of w h ich  it  Has been com­
pounded, and in to  w h ich  it w ill be re­
solved.”
A s a m em ber of variou s com m ittees  
w orking  on the subject o f c lassification  
and certificates, th e  a u th o r  has been  
under th e  n ecess ity  of cooperating w ith  
variou s and sundry in d iv idu als of w idely  
divergent thou ght and o f deferring to  
m any personal ideas. H e w ould lik e  now  
to  su g g est a  defin ition  of “a u d itin g ” and  
to express w hat h e  believes to be h is  
la test thou ght and best judgm ent as to  
th e  specification s o f serv ice  and corre­
sp ond in g  form s of certificates in  the first 
four c la sses of service.
A u d itin g  D efined
A u diting, as used in  a professional 
sense, is  that service through  w h ich  one 
undertakes to reach conclusions and ex ­
press an op in ion  concerning  the correct­
n ess of financial sta tem en ts of a g iven  
enterprise, by scru tin izin g  accounts, 
vouchers, docum ents, and other support­
in g  records and data, corresponding, if  
necessary, w ith  independent th ird  par­
ties , and orally  q u estion ing  officials and  
em ployes.
I. D e ta i le d  o r  C o m p le te  A u d i t :
A  detailed  aud it, som etim es referred  
to as a  com plete audit, is that serv ice  
w hereby one undertakes to  reach conclu­
sions and express an op in ion  concerning  
th e  correctness of financial condition  of 
an en terp rise  as of a  g iv en  date and of 
th e  resu lts o f it s  operation s for a g iven  
period, by a u d itin g  th e  balances of its  
accounts of a ssets , l ia b ilit ie s  (actual and  
co n tin gen t), reserves, capital, and su r­
plus as of a  g iven  balance sh ee t date and 
all transactions for a  g iven  period ended  
on th at date.
I I . T e s t  A u d i t :
A  te st aud it is  th a t serv ice  w hereby  
one undertakes to  reach conclusions and  
express an opin ion concern ing  the cor­
rectness of financial condition  of an  en ­
terp rise  as of a  g iven  date and of the  
resu lts of its  operations for a g iven  
period, by a u d itin g  th e  balances o f its  
accounts of assets , lia b ilit ie s  (actual and  
co n tin gen t), reserves, capital, and sur­
plus as of a  g iven  balance sheet date  and  
m ak in g  se lec tiv e  au d it te sts  of its  tra n s­
action s for a g iv en  period ended on that 
date.
I I I . R e v ie w  A u d i t :
A  rev iew  aud it is  that serv ice  w hereby  
one undertakes to  reach conclusions and  
express an opin ion concerning th e  cor­
rectness of stated  financial condition  of 
an en terp rise  a s  of a  g iven  date  and of 
th e  resu lts of its  sta ted  operations for 
a g iven  period, by a u d itin g  th e  balances 
of its  accounts o f a ssets, lia b ilit ie s  (ac­
tu a l and co n tin g e n t), reserves, capital, 
and su rp lu s as of a  g iven  balance sheet 
date, and rev iew in g , by analysis , com­
parison, in v estig a tio n  of questionable  
m atters, s ta tis t ica l and other tests, the  
accou nts (rather th a n  th e  ind iv idu al 
transaction s) of incom e, expense, profits, 
and lo sse s  for a period (u su a lly  three to  
five years) ended on that date.
IV . E x a m in a tio n  o f F in a n c ia l C o n d it io n :
An exam in ation  o f financial condition
is th a t serv ice  w hereby one undertakes  
to  reach conclusions and exp ress an  op in­
ion concerning th e  sta ted  financial con­
d ition  of an enterprise  as of a  g iven  
date, by  au d itin g  th e  balances of its  ac­
counts of assets , lia b ilit ie s  (actual and 
co n tin gen t), reserves, capital, and sur­
plus, as of a  g iven  balance sh eet date, 
ana lyz in g  th e  surp lus account, and ex ­
a m in in g  such tran saction s at or about 
th e  balance sh eet date  as m ay affect the  
stated  financial condition.
C e r tif ic a te  o f D e ta i le d  A u d it
We have m ade a  detailed  aud it of the  
accounts o f B lan k  Com pany fo r  the  
(period) ended (d a te ), and, in  our opin­
ion, the accom panying balance sh eet and 
sta tem en t o f incom e and  surp lus set forth  
th e  fiancial condition  of th a t com pany at 
(d a te ), and the resu lts of i t s  operations 
for th e  (period) ended on that date. 
(P lace) (D ate) .....................................................
C e r tif ic a te  o f  T e s t  A u d i t
W e have m ade a te st audit of th e  ac­
counts of B lank  Com pany for th e  (period) 
ended (d a te ), and, in  our opinion, th e  
accom panying balance sh ee t and sta te ­
m ent of incom e and surplus se t  forth  the  
fiancial cond ition  of th a t com pany at 
(date) and the resu lts  of i t s  operations 
for t he period ended on th a t date. 
(P lace) (D ate) ......................................................
C e r tif ic a te  o f  R e v ie w  A u d i t
W e have m ade a  rev iew  audit of the  
accou nts of B lank  Com pany for  the
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(period) ended (d a te ), and , in  our opin­
ion, th e  accom panying balance sh eet and  
sta tem en t or incom e and surp lus set 
forth  th e  financial condition  of th at com­
pany at (d a te ), and th e  resu lts of its  
operations fo r  the (period) ended on that 
date.
(P lace) (D ate) ......................................................
C e r tif ic a te  o f  E x a m in a tio n  o f F in a n c ia l  
C o n d itio n
W e have m ade an exam in ation  of the  
stated  financial condition  o f  B lank  Com­
pany a s  of (d a te ), and, in  our opinion, 
the accom panying balance sh eet se ts  
forth  the financial con d ition  of th at com ­
pany at (d a te ).
(P lace) (D ate) ......................................................
REPORT OF THE AUDITORS
October 1, 1931. 
T he Board of D irectors of T he Am erican  
Society  of Certified P ub lic  A ccountants, 
120 2 N ational P ress B u ild ing , W ash­
ington, D. C.,
G entlem en:
P ersu ant to  engagem ent w e have  
audited  the books o f  account of The  
A m erican Society  of Certified P ublic Ac­
countan ts and th e  A ccountants P ub lish ­
in g  Com pany for th e  fiscal year ended  
A u gu st 31, 1931. Our report together  
w ith  seven  ex h ib its  fo llow s:
AM ERICAN SOCIETY OF C E R T IF IE D  
PUBLIC ACCOUNTANTS
E x h ib it—
“A ” C om parative B alance Sheet.
“B ” A n alysis o f Surplus.
“C” R evenues and E xpend itures.
“D” C ash R eceip ts and D isbursem ents.
ACCOUNTANTS P U B L ISH IN G  
COMPANY
E x h ib it—
“E ” C om parative B alance Sheet.
“F ” R evenues and E xpend itures.
“G” C ash R eceip ts and D isbursem ents.
W e certify  that, in  our opinion, th e  ac­
com panying  balance sh eets (E x h ib its “A ” 
and “E ” ) and the attached  sta tem en ts of 
revenu es and expenditures se t  forth  cor­
rec tly  th e  financial cond ition  of The 
A m erican Society  o f Certified Public A c­
countan ts and i t ’s  su b sid iary  com pany, 
th e  A ccountants P u b lish in g  Com pany as 
at A ugust 31, 1931, and the resu lts of 
th e ir  operations for th e  fiscal year ended  
A ugust 31, 1931.
R esp ectfu lly  subm itted ,
H E N R Y  S. O W ENS & CO.,
B y A L F R E D  L. GEIGER, 
Certified P ublic A ccountants.
(T hese ex h ib its  w ere published in  th e  
October issu e.)




You a re  m aking a  balance-sheet aud it of a  partnersh ip . To w hat 
extent, if  any, will you examine the “w ithdraw als” account of the  
p a rtn e rs  ?
Question 2.
Engaged to aud it the  accounts of a  certain  corporation, you find 
th a t while the  books have been otherw ise well-kept, the  net w orth  ac­
counts a re  m aintained under the  names of the  m em bers of the  prede­
cessor partnersh ip , both of whom are  still active in  the  business and 
are  its  sole owners. The principals pay them selves no salaries, and the ir 
w ithdraw als, which a re  unequal, a re  charged directly to th e ir  capital 
accounts. The sta te  corporate franchise tax  has been paid each year, 
based on the  originally authorized 2,000 no-par-value shares a t $8.00 
per share. The corporate ch a rte r  has been lost, no by-laws w ere ever 
adopted, and there  is no stock book and no m inute book. You are  now 
called upon to  embody your recom mendations and w hat you propose to  
do in  the  fo rm  of a  le tte r to  the  tw o “p artn e rs ,” who have expressed 
th e ir  desire to  conform  to  w hat you m ay deem proper procedure. W rite  
such a  letter, embodying therein  any assum ed figures th a t  m ay be 
necessary.
Question 3.
W hat aud iting  procedure is necessary in determ ining the  proper 
debits th a t  have been or should have been made in depreciation reserve 
accounts ?
Question 4.
More th an  50% of the contracts receivable (on lot purchases) of 
the  Fabian  Realty Company are  in a rre a rs  and the financial position 
of the  company is seriously affected. The president explains to  you 
th a t  while m any contracts have already been elim inated through  can­
cellation, m any more could have been likewise disposed of; bu t th a t 
they a re  being held open during  the presen t financial depression until 
such tim e as the  purchasers (who are  mostly w age-earners) can afford 
to continue the  installm ent paym ents. On a  balance sheet of the com­
pany a t  M arch 31, 1931, how would you display the item  of contracts 
receivable ?
Question 5.
D uring 1930 the B Company disposed of 30,000 shares of its  Class 
A no-par common stock to the  bankers a t $15.50 a share. A prospectus 
issued by the  bankers advertised the stock as a new issue, the  proceeds 
of which, a ris ing  from  the sale to  the public, w ere to  be applied by the 
company in the  acquisition of new fixed assets necessary in adding 
certain  products to  its regu lar line of m erchandise. The prospectus 
stated  fu rth e r  th a t the dividend ra te  had been established a t $2.00 p e r 
share per annum  payable a t  in tervals of six m onths.
You a re  auditing  the books of the  company ten  m onths a f te r  th e  
issue had been sold to the  public by the bankers a t an  average price o f 
$24.00 per share. No dividend has been declared or paid on the  stock 
and a statem ent of application of funds reveals th a t m ore th an  $150,- 
000.00 of the  proceeds had been applied to  the  paym ent of dividends in 
a rre a rs  on certain  7 % $100.00-par-value p referred  stock, th a t  th e bal­
ance had been applied in the  paym ent of past-due accounts of trade  
creditors from  whom m erchandise had been purchased, and th a t  no new  
equipm ent had been acquired.
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Do these fac ts  demand any qualifications on the balance sheet or 
in  your certificate?
Question 6.
In  the  earned surplus account of the C Company you find th a t 
during  the year 1930 the  following debits had been m ade:
D am ages paid in  se ttlem en t of su it on patent in fr in gem ent
coverin g  period of five y ears...............................................................  $125,265.00
Unabsorbed factory  overhead due to  p lant shutdow n for three  
m onths, reduced floor space occupied and experim ental 
expense on prospective new  product............................................. 45,872.61
L oss from  r e p la c e m e n t  o f  defective  parts on m achines m ar­
keted  in  1929....................................................................................................  28,666.03
T otal surp lus d eb its.............................................................................................  $199,803.64
The president of the  company has asked you to  om it these deductions 
from  your statem ent of profit and loss owing to the small profit for  
the  year and because p relim inary  reports of profits have already been 
sen t out to  stockholders. W hat would be your a ttitude?
Question 7.
W hat would you expect to  find of value in  a balance-sheet aud it 
in  the  m inutes of th e  m eetings of directors and stockholders?
Question 8.
D ra ft a  liability  certificate to  be signed by the officers of a com­
pany you a re  auditing. Assume w hatever facts m ay be necessary, and 
sta te  the  titles of the  officers you would request to  sign the certificate.
Question 9.
Your client, although not a  broker, deals extensively in m arket­
able securities and a t  December 31, 1930, you find the  following 
conditions:
Stocks on hand m ay be sum m arized th u s :
P a r t ic u la r s  C o st M a r k e t
(a ) Stocks, a ll h a v in g  a m arket va lu e  in  excess of
cost .................................................................................  $296,418.36 $332,416.21
(b) Stocks, a ll h av in g  a  m arket value low er than
cost .................................................................................. 137,300.21 101,516.22
T otals ,..............................................................................................  $433,718.57 $433,932.43
The records also indicate th a t short sales a t  December 31, 1930, 
amounted to $184,633.57 and may be segregated into two groups as 
follow s:
P a r tic u la r s  S a le s  M a r k e t
(a) Stocks, all hav in g  a m arket value in  excess of
short sales' figure...................................................... $ 63,418.92 $ 93,416.29
(b) Stocks, all h avin g  a m arket va lue less than
short sa les figure...................................................... 121,214.65 111,428.30
T otals .............................. ............ ........ .........................................  $184,633.57 $204,844.59
How and a t  w hat values should the above stocks be shown on the 
balance sheet a t  December 31, 1930? Give your reasons.
Question 10.
In  auditing  the  books of a  re ta il store you discover a  contract, 
covering the  leasing of an electric sign, which includes the following 
stipu la tions:
The lease covers a  three-year period beginning A ugust 1, 1930, 
and perm its the  lessee to  purchase the sign a t  any tim e p rio r to the
expiration date of the lease a t a  figure computed by deducting from  
the list price of $1,080.00 an  am ount which is of $1,080.00 m ulti­
plied by the num ber of paym ents m ade. M onthly paym ents of $50.00 
a m onth are  called fo r by the  lease and a t  its expiration the sign be­
comes the  p roperty  of the lessee.
An in itia l paym ent of $150.00, which covers the last th ree  m onths 
of the  lease, was made on A ugust 1, 1930, and eight regu lar $50.00 
paym ents have been made during  the year ending A pril 30, 1931.
The bookkeeper opened a fixed asset account fo r the  sign and has 
charged all the  checks to th is account so th a t a t the balance sheet date 
the  account had a  balance of $550.00.
Do you approve of th is procedure? Give reasons.
Question 11.
I f  no physical inventory a t  the end of the year is subm itted to  you 
in support of book figures, would you feel justified in m aking an un­
qualified certificate on a balance sheet fo r a  large m anufactu ring  com­
pany which uses a standard  cost system in its  factory— a system  which, 
in  the course of your audit, you have determ ined to be accurately and 
com petently handled?
Question 12.
B Company is sued by A Company fo r in fringem ent of pa ten ts in
1929. Settlem ent w as m ade out of court on term s whereby B Company 
is to  refit A Company’s p lan t a t  a cost of $100,000.00. The expense of 
the  w ork is charged off by B Company in 1929 as p a r t  of the  cost 
of litigation. In  1930, due to economic conditions and poor m anage­
m ent, A Company operates on a losing basis, is closely pressed by 
creditors, and finally finds itself w ithout w orking capital. Sensing 
u ltim ate bankruptcy if  operations are  continued, A Company appeals 
to  B Company to  take the  business over. B Company does so, a t  no 
cost to  itself, a fte r  exam ining A  Company’s condition and determ ining 
a  net equity to  stockholders of $105,000.00, including the value 
of the new equipm ent purchased in 1929. A Company is dissolved and 
its  shareholders recover nothing from th e ir investm ent. W hat en tries 
would B Company m ake on its  books to  reflect the  acquisition of th is 
property , and w hat Federal income tax  liability, if  any, would be 
involved ?
Question 13.
You find th a t the contingent assets of a company are  in excess 
of its contingent liabilities. A n officer of the company argues th a t  th is 
fac t elim inates the  necessity of displaying the  contingent liabilities on 
the balance sheet as heretofore. Do you agree?
Question 14.
The president of a  certain  m anufacturing corporation is suspected 
of inflating the profits of the  company, due to  the  fac t th a t  his compen­
sation is a  percentage of net profit. Outline a num ber of methods by 
which inflation m ight have been effected and sta te  w hat steps you would 
take to  disclose them.
Question 15.
On December 26, 1930, th e  L Company issued rig h ts  to its stock­
holders perm itting  the owner of 10 shares of common to subscribe a t 
$90.00 to  one share of 7% cumulative p referred  on or before A pril 1, 
1931, paym ent to be made A pril 15, 1931. P rio r to the close of 1930, 
55 shares had been subscribed through the exercise of r igh ts  and at 
the  date of your aud it (in M arch, 1931) 322 additional shares had been 
subscribed. Should any of these facts be given expression on the 
balance sheet of December 31, 1930?
Question 16.
On October 1, 1927, the Brown Corporation issued 6½ % serial 
first m ortgage bonds fo r $750,000.00. A covenant in the  indenture 
provides fo r the  re tirem ent of $25,000.00 on Septem ber 30, 1928, and 
$25,000.00 on Septem ber 30 of each of the  succeeding fou r y e a rs ; there­
a fte r  $50,000.00 annually until Septem ber 30, 1937, when the  balance 
m atures. Bond discount and expense charged on the books when the 
bonds were issued were $51,285.20 which included 2,000 shares of Class 
B no-par stock w ith a  stated  value of $5.00 per share paid to the 
underw riters. In  the  course of your aud it of the  corporation’s books 
on December 31, 1930, you find the unam ortized bond discount balance 
on the  books to  be $35,617.53. W hat is your opinion as to  the way th is 
expense has been handled and w hat, if  any, ad justm ent would you make?
Question 17.
E xplain the m eaning of the  following quotation from  “Verification 
of F inancial S tatem ents,” appearing  under the  aud it of cash:
A lis t of outstanding checks should be prepared, showing
the dates of such checks, and th is  should be compared w ith  the
checks re tu rned  from  the  bank a t  a  la te r  date.
Question 18.
W here you find no voucher system  nor purchase journal in  which 
purchases can be recorded as incurred, w hat precautions would you 
take to  m ake sure th a t  all liabilities have been recorded?
Question 19.
W hile m aking an audit of the  Van Dyne Company for the year 
ending December 31, 1930, you discover in  th e  m inutes of the  Board of 
D irectors dated Jan u ary  2, 1930, a  declaration of a  50% stock dividend. 
No record of such dividend has been made on the  books of the com­
pany, bu t reference to the  stock book reveals the  fac t th a t  the new 
shares have been issued, and, according to the  books, cash dividends of 
6% have been paid on the en tire  issue during  the  year. On December 
31, 1930, the  net w orth  accounts before ad justm ent m ay be summarized 
as follows:
Capital stock— 2,000 shares authorized, 1,000 shares
issu ed  prior to  1930; par value, $100.00 each.... $100,000.00
Surp lus—
A risin g  from  appraisal of equipm ent in  1928.... 76,500.00
E arned—
B alance— January 1, 1930.................................... $24,530.18
Profit for th e  year end in g  Decem ber 31,
1930 ......................................................................  17,589.26
$42,119.44
L ess— D ividends p aid ............... ...................................... 9,000.00 33,119.44
$209,619.44
How would you reflect the action of the  Board of D irectors on the 
balance sheet?
Question 20.
In the aud it of the Bourdon Bill Company on December 31, 1930, 
you find the following accounts:
P a r t ic u la r s  D r . Cr.
Due to officers— Salary ............................................................. $3,154.50
N otes from  officers.................................................................... $15,000.00
In  the accounts receivable you find accounts w ith  the following ch a rg es :
A. B. Cook, p resident........ ........................................................................................  $ 7.54
Clark T aylor, secretary ...............................................................................................  16.09
338 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T November,
Analysis of the  am ount due to officers reveals these facts, all perta in ing  
to  salaries:
A. B. Cook, presid en t........
Chas. Cook, v ice-president 
Clark Taylor, secre ta ry —
M ark W atson, treasu rer.—
B alance ....................................
T otal .................................................................................................  $6,115.30 $6,115.30
The note from  officers is made up of $10,000.00 in cash advanced two 
years ago to M r. A. B. Cook and $2,000.00 from  Mr. Cook fo r stock 
of the  company purchased by him  in 1926. Three o ther notes fo r 
$1,000.00 each are  signed by Chas. Cook, Taylor, and W atson fo r stock 
purchased in 1926. All a re  non-interest-bearing.
You also ascerta in  th a t  the  salary  of M r. A. B. Cook has been 
established by the  Board on a contingency basis, his com pensation being 
15%  of net profits fo r the  fiscal year ending June 30, 1931. His d raw ­
ing account in the  m eantim e was established a t  $750.00 pe r m onth. 
The overd raft arises from  w ithdraw als in  excess of the  draw ing ac­
count allowed. Had his compensation been computed on the profits of 
the  last six m onths, an excess of $3,768.70 over w ithdraw als would 
have accrued in  his favor. Inasm uch as the  spring  season is a dull 
one fo r the company, the  m anagem ent feels th a t  the  liability  should 
not be shown, because the  probable losses during  the next few  m onths 
will offset the  p resent liability.
W hat disposition would you make of these item s on the com­
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were no privileged  com m unication , the  
parties to  th e  su it  m igh t find it  in ad v is­
able to  reveal a ll th e  fa c ts  to  th e ir  a t­
torney; w herefore soc iety  m igh t not se­
cure th e  best presentation  o f  th e  case  
from  both parties and ju stice  m ight 
thereby be defeated.
The p riv ilege should  be extended to  
priests and clergym en, for pen iten ts can  
then  confess or revea l th e ir  s in s  and se­
crets, receive presum ably sound advice  
and help tow ard im provem ent.
T he ph ysic ian  and surgeon  should  be 
protected w ith  a p r iv ileg e  or m any ind i­
v idu a ls afflicted w ith  dangerous d iseases  
m ay refra in  from  seek in g  professional 
serv ices for th e ir  ow n im provem ent and  
for th e  protection of society .
T he certified  public accou ntant should  
never be com pelled w ith ou t h is  c lien t's  
consent, to  reveal confidentia l inform a­
tion  secured from  th e  c lien t or secured  
in the course of an in vestig a tio n , aud it  
or exam in ation  of books, accounts and  
bu siness o f the client. T he certified pub­
lic  accountant, i f  he is  leg a lly  and eth ica l­
ly  en titled  to  h is  certificate, should  per­
form  h is  in v estig a tio n , audit or exam ina­
tio n  in  the lig h t o f accepted accou nting  
princip les and render a  report accord­
ingly. I f  any other party should  desire  
to  leg a lly  com pel a  d isclosure of the re­
su lt of th e  accou ntant’s w ork, th e  c lien t  
and not th e  accountant should  be th e  
object of com pulsion . If accountants m ay  
be com pelled to  te s t ify  about th e  affairs 
of th e ir  c lien ts , th e  c lien ts  m ay refrain  
from th e  use  of th is  professional serv ice  
or th ey  m ay never reveal to  th e  account­
ant certa in  im portant and pertin en t facts. 
Under e ith er  condition  so c iety  w ould be 
deprived of effective  professional services.
In th e  opin ion of th e  w riter, there is  
considerable danger in  ex ten d in g  th e  
p riv ileg e  of confidential com m unication  
to  a n y  professional or sem i-professional 
class or c lasses w h ich  are not recognized  
by sta tu te  and not subjected  to  eth ica l  
and lega l control. The reason is  th a t by 
so doing a stron g  in cen tiv e  tow ard col­
lu sion  for th e  purpose of d efea tin g  ju stice  
is se t up.
T he w riter  sen t out under date of May 
14, 1931, a circu lar letter  to  a  few  o f  
the prom inent accountants in  the U n ited  
States. T here is a  u n an im ity  o f opin ion  
am ong th ese  m en th at certified  public ac­
countants should  en joy  priv ileged  com ­
m unication . O nly a  v ery  few  of th ose  
rep ly ing  have ever been com pelled to  
te s t ify  a g a in st th e ir  w ill and w ithou t 
th e ir  c lien t’s  consent, about th e  affairs 
of th e ir  c lien ts. A  few  had observed such  
a procedure. On th e  other hand, several
rep lied  th a t it  w ould  not be for th e  bene­
fit of th e  public w eal to  extend  th is  spe­
c ia l p r iv ileg e  to  unscrupulous account­
ants. Cases w ere cited  w here account­
ants accepted engagem en ts w ith  th e  idea  
of a id in g  em bezzlers and others engaged  
in  d ish on est practices.
A  rather careful survey  of p r iv ileges  
recognized in  various parts of th e  U nited  
S tates revea ls those of a ttorn ey  and c li­
ent, p r iest and penitent, doctor and pati­
ent, husband and w ife , new spaper report­
er and the one vo lu n ta r ily  g iv in g  the  
new s, p e tit jurors am ong them selves, 
grand jurors am ong th em selves and w ith  
th e ir  w itn esses , public officer and th e  one  
com m unicating w ith  him  in  official con­
fidence, stenographer and her em ployer, 
public accountant and clien t, certified  
public accountant and client. In a ll of 
th e  sta te s  and terr itor ies th is  privilege  
is extended to  a ttorn ey  and c lien t by com­
m on law . In about one-half o f the sta te s 
sta tu tes have been provided for priests  
and clergym en and for ph ysic ian s and  
surgeons. One State , M aryland, h as a 
sta tu te  for  new spaper reporters. Oregon 
provides for p r iv ileg in g  th e  stenographer. 
O bviously th ere  is a  un iform  treatm ent 
of jurors and public officers. T he certi­
fied public accountant is  priv ileged  in 
Iow a, Illin o is , M ichigan, F lorida, L ouisi­
ana, M aryland, G eorgia, and A laska. 
Som e inform ation  ind ica tes th at North  
C arolina and  perhaps T en n essee  have by 
th is  t im e  passed law s for p r iv ileg in g  ac­
countants.
T h is  paper w ould not be com plete w ith ­
out a b r ief h isto ry  o f th e  priv ilege. The  
h istory  o f th is  p r iv ileg e  goes back to  th e  
reign  of E lizabeth  (in  th e  16th cen tury) 
w h ere it  a lready  appears as unquestioned. 
Inasm uch a s th e  testim o n y  of w itn esses  
(in  th e  m odern sen se) did not com e to  
be a com m on sou rce o f proof in  jury  
tr ia ls  u n til th e  ea r ly  1500’s  and as te s t i­
m onial com pulsion  does not appear to  
have been generally  authorized u n til the  
early  part o f E lizab eth ’s reign , it  w ould  
hardly  have com e m uch earlier in to  ex ­
istence.
T he theory in  th ose  days w as a consid­
eration  fo r  th e  oath and honor o f the  
attorney rather th an  for th e  apprehen­
s io n s  of th e  c lien t. T he m ain  th in g  w as 
th e  “poin ts of honor” o f  th e  attorney. 
T hey argued th a t “the first du ty  of an  
attorn ey  is to  keep th e  secrets of h is  c li­
en ts.” In th e  1700’s the doctrine of th e  
“four p o in ts” and th e  public good cam e  
forward.
Today, there seem s to  be an e lem en t  
of th e  ea r liest th ou gh t return ing. T he  
professional m an’s rush  for c lien ts  and  
b u siness cau ses h im  to  ra tion alize  th e  
reasons "for public good” to  avoid s itu a ­
tio n s w h ich  m ay m ean  loss o f c lien ts. 
H ow ever, th e  r ig h t o f  th e  reg istered  ac­
countant to  th e  p r iv ileg e  w ould appear  
to  be unquestioned .
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Talking Shop
A DEPARTM ENT CONDUCTED BY L. GLUICK, C. P. A.
W H IL E  we w ere in  W ashington  on our m ost recent v is it  w e  had about fifty  m in u tes’ tim e  
to  k ill so  we drifted  in to  th e  on ly  
h earin g  th at w as th en  in  progress a t  
th e  B. T. A . It turned out to be  
one of th e  b iggest and m ost in terestin g  
cases that w e have ever encountered. 
P aul Mazur, partner in  the in tern ation al 
ban king  firm, Lehm an B rothers, was the  
star  w itn ess, be ing  exam in ed  and cross- 
exam in ed  in  th e  m atter of a  certa in  stock  
contract betw een th e  Studebaker Corpor­
ation  and its  president, A lbert R. E rs­
k in e  (C. P. A. of C onnecticut). Mr. 
M azur engaged in  a  sharp t i lt  w ith  th e  
C om m issioners’ a ttorn ey  and cam e off 
w ith  h igh  honors in  a fin ish  th at w as  
very nearly  dram atic. W atch for th is  
case w hen it appears in  the B. T. A. 
report.
T H E F resn o  C alifornia R e p u b lic a n  of 
Septem ber 16, 1931, contained an in ­
terestin g  item  about the trouble th at had  
been had back in  1890 in g e ttin g  a finan­
cial report from  the then  county treas­
urer. A fter  a  great deal of difficulty the  
m an agreed to g ive  a  report. T hree days 
later he produced th e  fo llow in g: “All 
m oney a s has been paid in  has also  been  
paid out.” W e than k  Mr. George S im s  
for sen d in g  us th is in terestin g  item .
WE have from  tim e  to  t im e  spoken of 
new s value as determ in in g  w hat we  
sh a ll print in  our departm ent, tim e being  
of th e  utm ost im p ortan ce; the new s va lue  
for new spapers includes other e lem en ts, 
th e  ch ief of w h ich  is w h at w ill be of 
in terest to  that paper’s  readers? There  
w as never a  m ore s tr ik in g  illu stra tio n  
of th is  g iven  than  du rin g  our M em phis 
convention . On T uesday m orn ing  Mr. 
John W ildm an gave  one o f th e  finest 
tech n ica l papers it  h a s ever been our 
priv ilege  to  lis ten  to— one w h ich  every  
C. P. A. ought to  read and digest, and  
th en  use. A t th e  sam e sess io n  Mr. John  
M adden gave a m ore or le s s  extem po­
raneous ta lk  on in tern ation a l finance and  
th e  debt situ ation . I t w as good o f its  
kind, as an y th in g  th a t the D ean says in­
variab ly  is, but it  w as o f on ly  p assin g  
im portance, because th e  debt s itu a tio n  is 
constan tly  fluctuating  m ore or le s s  
v io len tly . T he n ext day the M em phis 
C om m e r c ia l  A p p e a l  g ave  th e  D ean’s ta lk  
three-fourths of a  colum n and W ildm an’s  
ta lk  three l ines. N ot to  be outdone by 
th is , th e  ev en in g  paper, th e  P r e s s  
S c im ita r ,  h av in g  been g iv en  a copy of 
th e  October issu e  o f th is  m agazine, pulled  
out of  it  for  com m ent in  its  colum ns the  
a rtic le  by our ow n  un w orthy  se lf, and  
never m entioned an y  other a r ticle, a l­
though th e  one d ea lin g  w ith  th e  R econ­
c ilia tio n  of R eciprocal A ccounts w as an  
im portant and in terestin g  artic le . A ll 
of w h ich  sim p ly  goes to  show  that the  
city  ed itor of th ese  papers holds h is  job 
because he has “a  nose for new s.”
[ E d i t o r 's  N o te — T he fa c t  th a t  th e  cop y  w a s  
p e r so n a lly  d e liv ered  m u st n o t be overlooked . 
A n  a rg u m e n t fo r  officers o f S ta te  s o c ie t ie s  
k eep in g  in  tou ch  w ith  th e  n ew sp a p er  b o y s .]
D ELEG ATE from  A labam a told us 
th is  in terestin g  in c id en t of h is  recent 
practice:
A  certa in  corporation in  A labam a w as  
se llin g  stock  to  th e  public in  such  a  fa sh ­
ion a s  to arouse th e  su sp ic ion  of the  
B lue Sky C om m ission. T his la tter  en­
gaged our delegate  to  m ake an aud it of 
th is  com pany’s  affairs, and prom ptly  
suspended it  from  th e  sa le  of stock in  
Alabam a, subsequently  m aking  th e  su s­
pension  a perm anent prohib ition . The 
com pany n ot a t a ll phased by th e  prohib i­
tion , cam e out in  fu ll page spreads in  
the papers the n ext m orning som ew hat 
as fo llow s: “A labam a quota over-sub­
scribed. Due to  th e  trem endous sa le  of 
the stock  of th is  corporation in  A labam a  
we have been obliged to  d iscon tin u e  the  
tak in g  of m ore su bscrip tion s, a s  a ll w h ich  
has been a llo tted  to  th is  S ta te  has been  
so ld .” B ut r igh t across th e  lin e  in  Ar­
k an sas and o ther s ta te s  th e  sa le  of the  
stock  w ent m err ily  on. It seem s as  
thou gh  it w as a hard th in g  to  protect th e  
g u llib le  public from  in v estin g  its  hard  
earned m oney in  a  prom otion schem e, if  
th e  prom oters are driv in g  for that m oney.
D URING  th e  course o f th e  convention  
w e were told by word of m outh m ore  
in terestin g  item s, o f w h ich  the above is  
a  fa ir  sam ple, than  w e could use  in  a 
year w ith  the sp ace a llo tted  to  us. In  
alm ost every in sta n ce  th e  delegate  te ll­
in g  u s h is  lit t le  story  prefaced h is  re­
m arks by say ing , “I ’ve been m ean ing  
to  w r ite  th is  to you for a long  tim e,” or 
o ccasion a lly  he w ould add: “Som e day  
I ’ll w rite  you som e m ore stuff.” Now  
th at is  th e  r igh t sp ir it, but w h y  does it  
take a convention  to  get him  to  te ll it  
personally?  W hy couldn’t  he spend five  
m inutes w ith  h is  ty p ist and  w rite  it  to  
us during th e  year so that w e w ould not 
have  over-production at one tim e, and  
m ore or less of a  fam in e  a t others? Re­
m em ber w h at w e sa id  before about new s  
values: A  paragraph that w as pertin en t  
in  Septem ber m ay be im pertinent in  
March.
T his word of m outh b u siness is  o f im ­
portance a lso  in  d ea lin g  w ith  th e  public. 
T he best k in d  o f report th a t you  can  
w rite  m ay b e  passed over w ith  o n ly  a  
cursory read in g  by your c lien t, w hereas
a ta lk  in  h is private office w ill te ll him  
the th in g s  th at you m ost w ish  to  im press  
upon him . W e have m entioned  it before, 
but lik e  so  m any other th in g s w e m ust 
m ention  i t  again . One of our delegates  
at the convention  to ld  u s of an  aud it  
w hich  h e  and a  couple o f other m em bers  
of h is  staff had recen tly  m ade, and in  
w hich h e  took considerable pride. T he re­
port w as one of th e  best that h is  office had  
turned out in  a  lon g  tim e, but he w as  
rather su sp icious of the c lien t’s reaction  
to  it, an d accordingly  w ent over to  th is  
c lien t’s office about h a lf a  day a fter  the  
report had been delivered by m essenger. 
H e found h is  c lien t bu sily  a t w ork, w ith  
th e  report on h is desk as thou gh  it  had  
ju st been looked a t and th en  la id  dow n, 
and th e  c lien t adm itted  th at such  w as 
the case. T he auditor then  sa t dow n  
w ith  th e  c lien t and started  to  go over  
th e  report w ith  him  item  by item , th in k ­
in g  th a t the oral m ethod of presen tation  
w ould help, but th e  c lien t w as im patien t 
w ith  even  that. H e took the report aw ay  
from  him , put i t  in a p igeonhole, and  
th en  said: “T ell m e  in  five m in u tes  
w h a t’s it  a ll about.” The aud itor w as  
hard put to  it, but he did, and he le ft not 
only w ith  a  satisfied  c lien t, but a  check  
in  paym ent o f  h is fee  before he had  
even  rendered the b ill, sh o w in g  that the  
personal contact is  not only good in  
theory, but has a very  g en u in e  p ractica l 
utility .
M R. HOMER A. DU N N  used a phrase in  
on e  of h is ta lk s at M em phis, “F rien d ­
ly  F rictio n  o f M inds, w ith  Com plete Con­
fidence.” T hose w ords “fr ien d ly  fr ic ­
tio n ” are of str ik in g  im portance, and w e  
w ish  to  c ite  an in sta n ce  of the ir  real 
va lue  from  one of our ea r lie st experi­
ences. It involved th e  b ig g est incom e tax  
refund case on w hich  w e had ever  
worked. I t  w as back in  th e  days w h en  
the law  w as far le s s  clear than  it  is  now , 
so  th e  first step  in  the procedure w as to  
m ake sure that w e  did have a good case. 
A fter about tw en ty  days’ hard w ork go­
in g  over som e of th e  figures, th e  sta tu tes  
and th e  corporation’s m inutes, we, the  
accou ntants, decided that th ere  w as a  
good case, and proceeded to  m ake a  re­
port to th a t effect. B ut before su b m ittin g  
it  to  our c lien t w e had a  conference w ith  
that c lie n t’s  attorney.
A t th e  start of th is  conference w e w ere  
considerably  perturbed to  find th e  young  
law yer  figh ting  us at every  step . He  
used h is  u tm ost efforts to  sh oot our case  
fu ll of holes. H e did put a  fe w  ser io u s  
dents in  it, and finally, a fter  a  b a ttle  
w h ich  lasted  over five hours, and  w h ere  
th ere  w as real sm oke (ch iefly  from  
cigars and p ip es), th e  young law yer
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arose, sm iled  broadly, held  out h is  hand  
to each o f  us in  turn, com plim ented us 
on our work, and told us th at he thought 
w e had a  perfect case. W e w ere m ore or 
less a ston ish ed  at th is  gesture, for he had  
been figh ting  us so b itterly . W e to ld  him  
that w e w ere greatly  surprised . H e sa id  
“W e are w orking for the sam e clien t, and  
I fe lt it  w as m y duty to  m y c lien t to put 
m yself in  the position  of the In ternal 
R evenue A gent w h o w ill handle th is  case  
w hen it  is  presented in  W ashington. 
Your defense to  every  one of m y objec­
tio n s w as a lm ost perfect. The tw o or 
three places w here it  w as not I th ink  
can be repaired.” T hat is  a perfect ex ­
am ple of “fr ien d ly  fr ic tio n ,” and I m ight 
add, th a t our c lien t u ltim a te ly  received a 
handsom e tax  refund, and m y firm a sub­
sta n tia l fee.
W E  are in terested  to  note in  Mr. Lloyd  
M orey’s  ta lk  about th e  form  o f finan­
cia l reports for colleges, th e  d istin ct seg ­
regation  of w h at h e  term s “A gency  
F und s.” T hese funds are probably m ore  
work and annoyance to  an auditor than  
a ll th e  other funds found in  a college  
com bined, a lthough th eir  volum e dollars  
and cents is probably less  than  five per  
cent or even as low  a s  one per cen t of 
th e  to ta l handled. T hey involve, am ong  
other th ings, th e  funds o f stu d en t a c tiv i­
ties, w here m oney is  raised  for som e such  
specific purpose as sen d in g  th e  g lee  club  
to  the in ter-collegiate  contest, and w here  
it  is  expended alm ost as soon as it  is  re­
ceived. N evertheless, it  m ust be m in ­
u te ly  accounted for. T he people w ho  
handle it  are frequently  u tter ly  un sk illed  
to  do so. The fun ds have been put in  
th e ir  hands by reason o f th e ir  relation  
to  the activ ity , su ch  as coach o f the glee  
club, and w ith  no con sideration  for th e ir  
bookkeeping know ledge, i f  any.
T heir financial in teg r ity  is  rarely  ques­
tioned. W e have heard of only one in­
stan ce w here a fa cu lty  m em ber rea lly  
w as g u ilty  o f  a breach of trust, but the  
num ber of cases w here th e  funds have  
been m isapplied , or badly m anaged, out 
of sheer ignorance, is  appalling. W e had  
a great deal of contact w ith  th is  sort of 
th in g  in  th e  fa ll of 1928, w hen  w e  w ent 
over the accounts of a ll the norm al 
schools in  one o f th e  eastern  S ta tes. W e  
have heard m any sad stor ies about them .
One o f our correspondents in  the E ast, 
over a year ago, to ld  us of a  case w here  
he had been called in  to  check up the  
accounts of a  h ig h  school teacher, who  
w as custod ian for one of th e  stu dent  
funds. There w as a sh ortage  of tw elve  
hundred dollars out of a co llection  total 
of not m ore than  five t im es that am ount. 
The w om an protested  her innocence, but 
in  doing so fa irly  flaunted her ignorance, 
and her total incapacity  for such  a  p osi­
tion . The upshot of it  w as th at her  
fam ily  m ade good th e  shortage, but the  
poor wom an had received so  m uch unde­
sirab le a tten tio n  during th e  course of the  
in v estig a tio n  th at w h ile  th e  school board  
had absolved her from  gu ilt, her nervous 
condition  m ade it  n ecessary  for her to  
resign  a  lucrative position .
WE have received a  lo t of com m ents  
about the letter  from  Mrs. O ldtim er, 
w h ich  w e ran eigh t or n ine m onth s back. 
It seem s th at her description of her h u s­
band is  coincided in  by a great m any  
other w ives of both  young and old ac­
countants. Som etim e, i f  we have space, 
we w ill print som e of their  letters in  fu ll. 
One question , how ever, w e w ill g ive  you  
now, w h ich  com es from  a C aliforn ia c ity, 
w hich  is  a  m ecca for curious tourists. 
Our correspondent says: “I can usually  
take v isito rs around in  m y car and point 
out any n ice look in g  house th at w e come 
to as th e  hom e of th is  or th at or the  
other prom inent c itizen , and th ey  don’t 
know  any  better; th ey  sw allow  it  w ith  
sa tisfaction . B ut one day one of your  
accountants w as tak en  around, and then  
had th e  nerve to  go around and check up 
on m e as a m egaphone w om an, and found  
th at I had been w rong about ninety-five  
per cen t of th e  tim e. I a sk  you, is th at a  
gentlem an ?”
T O our fr iend s in  M em phis, a  few  old 
ones, and m any n ew  ones, we extend  
our sin cerest than ks for  the happiest 
w eek w e have know n in  m any years.
In ter es t R a te s  o n  M on th ly  In sta llm e n t  
P a y m en ts
W H E N  we asked th e  qu estion  about 
how to  han dle  these sm all paym ents  
for w h ich  no tables w ere availab le, w e  
knew  it  w as a m atter of som e in terest  
(no pun in tended) to  som e auditors. W e 
never expected the volum e of rep lies w e  
got, nor th e  len gth  of som e of them .
Our first reaction  w as to m ake a sepa­
rate a rtic le  of them , en tire ly  outside the  
Shop. Our second reaction w as th at it 
w ould be m onths before Mr. Springer  
could find space for such an article , and  
it  w ould not be polite  to  keep our cor­
respondents in  suspense that long. So 
we hereby sum m arize th e  rep lies re­
ceived.
W. B. F erguson  o f H ouston, Texas, 
recom m ends “A n nu ity  T ables,” by T. K. 
Stubbing, F. C. A., published by Charles 
and E dw in  L ayton, 56 F arringdon Street, 
London. Probably an expensive book, 
sin ce  Mr. F erguson  does not m ention  the  
price, but w ith  ster lin g  in  its  present 
depressed sta te  th is  is a good tim e to  
buy it.
R. A. W olfe, o f D etroit, M ichigan, 
recom m ends “Land Contract T ables,” by 
Lloyd C. Em m ons, published by th e  
“H andytext P u b lish in g  Co., 624 Penob­
scot B u ild ing , D etroit.
E dw ard Fraser, of K ansas City, M is­
souri, recom m ends “Ten P lace In terest  
and A n nu ity  T ables,” by K ent (McGraw-
H ill) , and “M athem atics of F in ance,” by 
Toner (R oland ). The K ents g iv e  n in e  
per cent on a m onth ly  b asis up to  25 
years.
W alter M ucklow, D ean of F lorida  C. 
P. A ’s, w r ites  th a t in sta llm en t tab les are  
his hobby and recom m ends both E m m ons’ 
and Stubb ins’ books. The n  he adds: “Of 
course, no se t  of tables w ill answ er all 
qu estion s and I have had to  prepare  
m any, of w h ich  I enclose  tw o sam ples. 
N ow  th at ph otostat work i s  so  general, it  
form s a convenien t m eans of reproducing  
tables w h ich  are exp en sive  to type.”
On Septem ber 14 a B rooklyn corre­
spondent of the N ew  York E ven ing  Post, 
requested th e  readers to  help h im  so lve  
a problem  in v o lv in g  purchase of a  house  
in equal paym ents w h ich  included in ­
terest.
On th e  18th th e  P ost printed  a so lu ­
tion  by one A llan  S. P ayne and then  
added: “W e thank th e  large num ber of 
correspondents w ho sen t so lu tion s to  th is  
problem , but cannot g ive  space to  th e ir  
m athem atical expositions.
“T hem ’s our sen tim en ts,” exactly.
E TH ICAL w ays of do in g  w hat is  euphe­
m istica lly  described a s  “P rom oting  
practice,” “cu ltiv a tin g  c lien ts ,” “g e ttin g  
good w ill,” etc., a re  a lw ays a  popular  
item  of shop ta lk . H ere’s one w e pass on  
for w hat it  is w orth. A n accountant 
now adays, and in creasingly , finds h is  
corporate and firm c lien ts in v e stin g  in  
l ife  insurance on the liv es of officers and  
partners. He m ust check up on all poli­
c ies as part of h is  aud it. One C. P . A. 
abstracts from  th e  p o lic ies a s he exam in es  
them , th e  b irth  dates of th e  insured. H e  
keeps th ese  in  a tick ler  file in  h is  office, 
and punctually  sends out appropriate  
greetin g  cards. H e reports that i t  has  
been em in en tly  su ccessfu l; a  p leased  
c lien t is the best advertisem ent.
A N O TH ER schem e that, su rp risin g ly  
enough , com es from  N ew  York C ity  
instead  of som e tow n in th e  hundred  
thou san d  class, is  th at of hav in g  even in g  
office hours. The C. P. A. w ho reported  
it to  us, figured out that if  ph ysic ian s  
had them , w hy not accountants. So tw o  
n igh ts a w eek he is  in  h is  office from  
e igh t to ten. T his fact is  on h is  s ta ­
tionery  and sign . H e says it  has pro­
duced excellen t resu lts. The lo g ic  o f it 
is that m any b u siness m en have  real 
problem s w hich  th ey  w ould lik e  to  d is­
cuss w ith  a  C. P. A., but g e ttin g  togeth er  
w ithou t in terfer in g  w ith  routine  bu si­
ness is  th e  stu m blin g  block. F urther­
m ore, our correspondent says th at having  
these ev en in g  office hours enables h im  in  
the sum m er to  take  m any an afternoon  
for the ball gam e or beach, ta k in g  fu ll 
advantage of th e  su n n y  hours, w h ile  the  
even in gs he w orks in  h is  office i f  there  
is a n yth in g  to do, even if  no c lien ts do 
show  up.
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Essentials of The Funded and Current 
Industrial Debt
T H E  fourth  prim ary point to con­sider in  th e  an a ly sis  of th e  funded  debt i s : has th e  bu sin ess a  healthy  
operating situ ation , w h ich  in  th e  la st  
a n a ly sis  m e a n s: w ill the funded debt, 
etc., under consideration  g ive, or did it 
g ive  th e  b u siness that adequacy of w ork­
in g  capital necessary  for the fun ction in g  
of its  day-by-day operations.13
T he adequacy of th e  w ork ing  capital, 
as to  present and past operations, prim a  
fa c ie  is  largely  determ ined by answ ering  
the fo llow in g  tw o questions in  the affir­
m ative: (a )  does th e  b u siness m eet its  
ob ligation s under th e  cred it period a l­
lowed in  its  purchasing, and preferably, 
does it  take advantage of a ll cash dis­
counts; (b ) does the range of lia b ilitie s  
applied to  bank borrow ing show  the  
liq u idation  thereof a t or about th e  tim e  
the inventory  is  at a m inim um , and the
13 V e ry  fr e q u en tly  in  tr u s t  in d en tu res  th ere  
is  a  p ro v is io n  fo r  th e  m a in ten a n ce  o f  a  c er ­
ta in  ra tio  or e x ce ss  o f  cu rren t a s s e ts  to  cu r­
ren t l ia b ilit ie s  to  in su re  to  th e  in v e s to r  a  
su ffic ien cy  o f  w o r k in g  c a p ita l so  th a t  e a rn ­
in g s  can  be u sed  a ll or in  p a r t fo r  th e  ap p ro­
p r ia te  p u rp ose  o f  liq u id a t in g  i t s  fixed  l ia b i l­
i ty , and th a t  e a rn in g s  sh a ll n o t be u n d u ly  
ca lle d  up on  to  co n tr ib u te  w o rk in g  c a p ita l to  
th e  b u sin ess. T h e  b e fo rem en tio n ed  reason  
is  a lso  th e  u n d er ly in g  rea so n  fo r  th e  p rov i­
sion , a lso  fr e q u e n tly  fou n d  in  tr u s t  in d en ­
tu res , lim it in g  d is tr ib u tio n  o f  e a rn in g s  by  
w a y  o f  d iv id en d s.
T he co n v en tio n a l form  o f  su ch  a  p rov is ion  
in  a  tr u s t  in d en tu re  is  a s  f o l l o w s :
"So lo n g  a s  a n y  o f  th e  b on ds issu ed  and  
to  be is su ed  h ereu n d er  are  o u tsta n d in g  and  
un paid , th e  C om p an y from  tim e  to  tim e  w ill  
m a in ta in  n e t  cu rren t a s s e ts  or w o r k in g  c a p i­
ta l  in  a n  a m o u n t rea so n a b ly  n e c essa ry  in 
a ccord an ce  w ith  th e  co n ser v a tiv e  p ra ctice  o f  
i t s  k in d  o f  b u sin ess , an d  fu rth er , e x p ress ly  
a g r ee s  th a t  i t  w ill  n o t m a k e  a n y  in v estm e n ts  
in  fixed  a s s e ts  or  d ec la re  a n y  d iv id en d s on  
or  retire  a n y  p a rt o f  it s  c a p ita l stock , e ith er  
preferred  or  com m on , i f  it s  n e t  cu rren t a s ­
s e t s  or w o rk in g  c a p ita l are  b e lo w  th e  
am o u n t r ea so n a b ly  n e c e ssa ry  a s  a fo r e s a id ; 
in  n o  e v en t s h a ll th e  n e t cu rren t a s s e ts  or  
w o rk in g  c a p ita l a t  a n y  tim e  be b e low  th e  
su m  o f  $ . T he p h rase  ‘n e t cu rren t
a s s e ts ’ or w o r k in g  ca p ita l sh a ll be defined in  
acco rd a n ce  w ith  sta n d a r d  a c co u n tin g  p ra c­
tice , an d  s h a ll in c lu d e  c a sh  on  han d  an d  in  
bank, good  trad e  acco u n ts , b il ls  a n d  n o tes  
r ec e iv a b le  an d  c u sto m a r y  in v en to r ies , le ss  
it s  o b lig a tio n s  an d  d e b ts  m a tu r in g  w ith in  
tw e lv e  m on th s, it  b e in g  u n d erstood  th a t  no  
p a rt o f  th e  in d eb ted n ess  so  ev id en ced  b y  
th e  b on d s a fo r e sa id , a n d  in ter e st  th ereon , 
sh a ll be cou n ted  in  or w ith  th e  d eb ts  and  
o b lig a tio n s  o f  th e  C om pan y, e x c e p t su ch  
prin cip a l an d  in ter e st  a s  s h a ll becom e due  
w ith in  tw e lv e  m o n th s, b u t n o t in c lu d in g  th e  
la s t  in s ta lm en t o f m a tu r in g  p r in c ip a l.”
B y  F R E D E R IC K  A . T H U L IN, C. P . A.
(C o n c lu d e d  f r o m  O c to b e r  is s u e )
co llection  of receivables at a m axim um .14
If the questions are not so answ ered, 
the indebtedness not liquidated is  prac­
tica lly  fu n ctio n in g  as fixed capita l for  
th e  com pany; to th e  ex ten t of such excess  
th e  w ork ing  capita l of the bu siness needs  
adjustm ent by th e  add ition of funds 
through a further issu ance of cap ita l 
stock or through  th e  m edium  of the  
funded debt.
U nder A m erican ban king  practice a  
rule of thum b has developed determ ining  
adequacy of w ork ing  capita l; a rule  
w h ich  over a lon g  period of tim e in  a 
m easure has been found to be fa ir ly  prac­
ticab le, but lik e  m any other conventional 
rules, it  has decided lim ita tio n s. Briefly  
stated , th e  ru le  is :  a  bu sin ess presum p­
tiv e ly  is  in  a good current financial con­
dition , to-w it, h a s sufficient w ork ing  cap­
ita l, i f  its  current a ssets in  relation  to  
its  current lia b ilit ie s  (in c lu d in g  any pro-
14 T h e s ta te m e n t  o f  r a n g e  o f  l ia b ilit ie s  
sh ou ld  b e  e x ten d ed  to  th e  red isco u n t lin e  a s  
w e ll a s  th e  d irec t lin e. I f  a  red isco u n t lin e  
is  o f  a  p erm a n en t ch a ra cter , th e  sa m e  o b ­
jec tio n  to  p erm a n en cy  w ill  o b ta in  a s  in  th e  
c a se  o f  a  d irec t lin e. F u rth erm ore , th e  so -  
ca lled  ro ta tin g  b an k  loan . i. e., b o rrow in g  in  
on e b an k  to  liq u id a te  in  an oth er, an d  rev e r s ­
in g  th e  p rocess, is  in  e sse n c e  a  b an k  lo a n  
“p in ch  h it t in g ” fo r  a  fu n d ed  or c a p ita l o b li­
g a tio n . In  m a n y  in s ta n ce s  w h ere  th e  b a ck ­
grou n d  o f  r esp o n sib ility  is  o f  a  h ig h  gra d e  
order, or w h en  m o n ey  is  v e ry  p len tifu l, su ch  
lo a n s  m a y  be d esira b le . R o ta tio n  a ls o  m a y  
be b y  b an k  to  n o n -b an k  source, an d  retu rn ­
in g  to  b an k  so u rce . T h e e s s e n tia l n a tu r e  o f  
ro ta tio n , how ever, r em a in s  th e  sam e, an d  a  
r a n g e  o f  lia b ilit ie s  w ill b r in g  for th  th e  c h a r ­
a c te r  o f  th e  lo a n s.
B a n k  lo a n s  a r e  fr e q u en tly  m ad e, w h ere  a  
b ack grou n d  o f  cred it r e sp o n s ib ility  is  sound, 
a s  a  p re lim in a ry  to  a  fu n d ed  or c a p ita l i s ­
sue, and  are  to  be liq u id a ted  b y  su ch  a  fu n d ­
in g  op eration . In  a  g r o w in g  b u sin ess  lo a n s  
o f th is  c h a ra cter  are  m a d e  b y  rea so n  o f  
p o licy  or g e n e ra l so u n d n ess , or o u tsta n d in g  
a b il ity  and  in te g r ity  o f  ow n ersh ip  p erson nel, 
w h ic h  la tte r  is  o fte n  b e tter  se c u r ity  th a n  a ll  
th e  o th er  e le m e n ts  c o m b in e d ; a t  so m e  tim e  
or o th er  th ere  a r ise s  th e  n e c e s s ity  o f  a  
fu nded  o r  c a p ita l program  o f  fin an cin g , or  
from  u n u su a l ea rn in g s . A ga in , in  d ep ressed  
p er iod s  a  b u sin ess  m a y  n eed  b a n k in g  a s ­
s is ta n ce , a lth o u g h  th e  tec h n ica l an d  co n v en ­
tio n a l req u irem en ts  fo r  cerd it e x te n s io n  m a y  
n o t be p resen t. T h e  im p o rta n t su p p ortin g  
e le m e n ts  in  su ch  a  s itu a t io n  a re  la r g e ly  th e  
a b ility  an d  in teg r ity  o f  th e  person n el, th e  
econ om ic  p la cem en t o f  th e  b u sin ess  and , i f  
p ossib le , a  cred it r esp o n sib ility  o f  ow n ersh ip  
b ack grou n d , a lth o u g h  n o t in  qu ick  a s se t  
form .
posed bank loan and offsettin g  a sse t)  are  
approxim ately  200 per cent or greater.
B ut to  further determ ine the current 
financial condition, or w ork in g  capital 
position , th e  balance sh eet should  be 
analyzed in  its  en tire ty ; there m ay be 
factors of om ission  and  in c lu sion  to  
w h ich  consideration  should  be g iven , gen­
era lly  of th e  fo llo w in g  nature, before any  
definite conclu sion  can  be given .
T he personal accounts receivable— par­
ticu la r ly  i f  of any m om ent, and if  th e  
reasonable expectation  for the liq u idation  
of such  account is  through th e  m edium  
of a  d iv idend  declaration , or if  th e  
liq u idation  w ill be haphazard— should  
not be included  in  th e  com putation of 
w ork in g  capital.
In vestm en ts,15 a lthough  h a v in g  a re­
str icted  m arket value, i f  sound, can
15 A  p rogram  fo r  th e  crea tio n  an d  d ev e lo p ­
m en t o f  a n  in v estm en t a cco u n t fo r  a  b u sin ess  
is  r e la ted  to  th e  fo llo w in g  broad  p o lic ie s :
( a )  to  a  g e n e ra l sa fe g u a r d in g  p o licy  in  th e  
crea tio n  o f  a  fu n d  th a t  a s su r e s  th e  b u sin ess  
o f a  r e serv e  to  ta k e  a d v a n ta g e  o f  a  p rofit­
a b le  op p ortu n ity , or  fo r  p ro tec tio n  in  th e  
e v en t th ere  is  a  d ra in  on  co m p a n y  reso u rces  
fo r  th e  w e a th e r in g  o f  a n y  rece ss io n  o r  h a z ­
ard th a t  m a y  ta k e  p la ce  in  b u s in e s s ;  (b )  to  
a  sp ecific  p lan  fo r  a  d e fin ite  o b jec tiv e , su ch  
a s  ( 1 ) fo r  fed er a l in com e an d  o th er  ta x e s ;
( 2 ) fo r  d iv id en d s fo r  on e  or tw o  y e a r s  in  
a d v a n ce— fo r  th e  s ta b iliza t io n  o f  th e  co m ­
p a n y ’s  c a p ita l s to c k ; (3 )  fo r  in ter e st  re ­
q u irem en ts  ; (4 )  fo r  d eb t a m o rtiza tio n  ; (5 )
for  em p lo y ee s’ p en sio n  f u n d s ;  ( 6 ) fo r  offi­
c er s ’ a n d  e m p lo y ees’ b on u s or c o m p e n s a t io n ;
(7 )  fo r  sp ecific  h azard s, a s  co m p en sa tio n
fu n d s  in  lieu  o f  in su r a n c e ; ( 8 ) fo r  e m p lo y ­
e e s ’ s a v in g s , tr u s ts  or f u n d s : (9 )  fo r  e x ­
p an sion  p ro g ra m s r e la tin g  to  b u ild in g s  or
eq u ip m en t; ( 1 0 ) fo r  b u d g e ta r y  item s, a s  a d ­
v e r t is in g  a p p rop ria tion s, e tc .;  ( 1 1 ) fo r  r ea d y  
fu n d s  in  a  c lo se  co rp ora tion  or p artn ersh ip ,
in  th e  e v en t o f  a  d e a th ; ( 1 2 ) fo r  th e  d e v e l­
op m en t o f  n e w  lin es  o f  b u s in e s s ; (1 3 )  for  
ch a n g e s  in  ta s te  b y  th e  p u b lic  fo r  a  com m o­
d ity ;  (1 4 )  fo r  ex p e r im en ta tio n  an d  im p ro v e­
m e n ts ;  ( c )  to  a  seg r e g a tio n  o f  a n  am ou n t  
th a t  h a s  a  rea so n a b le  re la tio n sh ip  to  th e  a l ­
lo w a n c e  fo r  d ep rec ia tio n  an d  ob so le sce n ce  o f  
m a ch in ery  an d  eq u ip m en t, w h ic h  a llo w a n c e
has b een  ch a rg ed  to  ea rn in g s , so  th a t  w h en  
d ep re c ia tio n  or o b so le sce n c e  b eco m es p res­
en t, in  p a r t or in  w hole , th e  b u sin ess  h as  
th e  r ea d y  fu n d s  to  a d eq u a te ly  ta k e  c a re  o f  
th e  co n tin g en cy . W h en  a  b u ild in g  is  b u ilt
and  eq u ip m en t is  in s ta lled , i t  im m ed ia te ly  
b e g in s  i t s  m arch  to  th e  g ra v ey a r d  b y  p h y s ­
ica l d e ter io r a tio n  or o b so le sc e n c e ; in  so m e  
in s ta n ce s  it  is  rap id  in  p a r t or in  w h ole .
I t  is  a x io m a t ic  th a t  th e  in d iv id u a l w h o  
a c cu m u la tes  no m a rg in  fro m  e a rn in g s, in
liq u id  form , is  n o t u s in g  sou n d  Ju d gm en t in  
p ro v id in g  fo r  th e  c o n tin g en c ies  an d  h a za rd s  
th a t  m a y  req u ire su ch  liq u id  reserv e . T he  
p rin cip le  is  lik e w ise  ap p lica b le  to  a  b u sin ess, 
to -w it , th a t  ea rn in g s  sh ou ld  n o t a lto g e th er  
be a b sorb ed  in  d istr ib u tio n  b y  w a y  o f  d iv i­
dend s, or  b y  w a y  o f  a d d itio n  to  a lr e a d y  e f ­
fe c tiv e  w o r k in g  ca p ita l, or b y  w a y  o f  acq u i-
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leg itim a te ly  appear in  th e  c lassification  
of current, i. e., convertib le  a sse ts  of a  
g o in g  business. In A m erica som e of our 
corporations have  adopted in  a  m inor  
w ay th e  practice of m any of th e  F rench  
estab lish m en ts and of som e of th e  E ng­
lish  com panies: th e  b u ild in g  up of an  
in vestm en t account sufficiently large to  
guarantee ea rn in g s on a ll or certa in  
classes of th e  cap ita l stock  of th e  com ­
pany.
O rdinarily  fixed a ssets  such as land, 
build ing, m achinery, etc., are excluded  
from  th e  ca lcu lation  determ in in g  current 
financial condition , th e  reason  being  th at  
th e  liq u idation  of such  a sse ts  is  a busi­
n ess liq u idation  convertib ility , and not a  
co n vertib ility  to cash , o f th e  a ssets o f a 
g o in g  business. If, how ever, a  fixed as­
se t h as a ready rea lizab le  m arket and is  
to  be sold, and its  co n v ertib ility  is  not a 
bu siness liq u idation  con vertib ility , such  
an asset m ay w ith  m odification be in ­
cluded in  th e  com putation  of w ork ing
s it io n  o f  fixed  a s se ts , b u t th a t  a  c er ta in  
p rop ortion  th ereo f, a s  a  m a tte r  o f  sou n d  
fin a n c ia l po licy , sh o u ld  b e  reflected  in  a n  in ­
v e stm e n t a cco u n t fitted  to  th e  p roper p o licy  
fo r  th a t  b u sin ess . A  d iv is io n  o f  ea rn in g s  
properly  a n a ly zed  a llo c a te s  th e  proportion  
o f  ea rn in g s  th a t  sh ou ld  flow  to  w o r k in g  c a p i­
ta l, th e  p rop ortion  o f  e a rn in g s  th a t  sh ou ld  
flow  to  d iv id en d s, th e  p rop ortion  o f  ea rn in g s  
th a t  ca n  p rop erly  be d iv er ted  fo r  fixed  prop­
erty  a cq u is itio n s, an d  th e  p rop ortion  o f  e a rn ­
in g s  th a t shou ld  p rop erly  flow  to  th e  in v e s t­
m en t a cco u n t fo r  g e n e ra l s a fe g u a r d in g  p u r­
poses.
In  m a n y  in s ta n ce s  p la n s  fo r  a  sp ecific  p u r­
pose sh ou ld  b e  ta k en  ca re  o f  b y  a  w e ll co n ­
sid ered  in v e s tm e n t accou n t, r a th e r  th a n  
th rou gh  fu r th er  p r iv a te  or p u b lic  fin an cin g . 
A  p r o g r a m  fo r  p u b lic  fin a n c in g  v e ry  o ften  
is  e x p e n s iv e  and  h a za rd o u s  and , w h en  relied  
on b y  a  b u sin ess  n o t la r g e  en o u g h  to  w a r ­
ra n t p u b lic  su p p ort th ro u g h  th e  co n v en tio n a l  
ch a n n e ls  o f  fin an cin g , is  a  m o st  u n cer ta in  
m eth od  o f  sec u r in g  fu n d s. P r iv a te  fin a n c in g  
m a y  lik ew ise  b e  h a za rd o u s  an d  u n certa in .
A  b u s in ess  th a t  c h a r g es  its  e a rn in g s  w ith  
a  r ea so n a b le  a llo w a n c e  fo r  d ep rec ia tio n  an d  
o b so lescen ce  (b o th  o f  w h ic h  are  u s u a lly  re­
flected  in  th e  reserv e  fo r  d ep r e c ia tio n ) , and  
a llo w s  su ch  ch a rg e  to  b e  reflected  in  w o rk ­
in g  ca p ita l, or a d d itio n s  to  fixed  eq u ip m ent, 
w ith o u t g iv in g  th o u g h t to  a  proportion  
th er e o f to  be reflected  b y  w a y  o f  a  sec u r ity  
in v estm en t accou n t, m a y  n o t be o b serv in g  
sou n d  b u sin ess  p ra ctice . T he d a y  w ill in ­
e v ita b ly  com e to  a  b u sin ess  w h en  w orn  ou t 
or o b so le te  eq u ip m en t m u st be rep laced . T he  
ea rn in g s  o f  th e  b u sin ess  h a v e  b een  d u ly  
ch a rg ed  w ith  a  r ea so n a b le  a llo w a n c e  fo r  th is  
c o n tin g en cy  an d  it  s eem s q u ite  lo g ic a l th a t  
w h en  a  b u sin ess  ex ec u t iv e  a s k s  th e  q u estio n  
— w h ere are  th e  fu n d s fo r  th e  rep la cem en t o f  
su c h  w orn  o u t or o b so le te  eq u ip m en t— th e  
a n sw er  sh ou ld  b e  s a t is fa c to r ily  g iv en . U n fo r ­
tu n a te ly , in  m a n y  in s ta n c e s  th e  a n sw er  is  
t h i s : th e  e a rn in g s  a re  reflected  in  th e  n e c e s ­
s a r y  w o rk in g  ca p ita l to  o p era te  th e  b u sin ess  
a n d /o r  in  p u rch a se  o f  eq u ip m en t or o th er  
fixed  a s s e ts  u sa b le  in  th e  b u s in e s s : th ere  
are n o  fu n d s  a v a ila b le  fo r  rep la cem en ts. A 
w e ll con sid ered  in v e s tm e n t accou n t, d e v e l­
oped in  a  proper r e la tio n sh ip  to  reserv es  fo r  
d ep rec ia tio n  an d  ob so lescen ce, a n sw er s  th e  
q u estio n  in  th e  m o st s a t is fa c to r y  an d  r e a s ­
su r in g  m an n er.
capital. An asset of th is  character w ould  
n ecessarily  be an excess fixed asset. M any  
bu sin esses have fixed a sse ts  of a  sub­
sta n tia l value, bu t such  a sse ts  w ithou t  
a financial program , or a  proposed finan­
c in g  program  of co n v ertib ility  through  
the m edium  of a  bond or a debenture is ­
sue, w ould not place th e  b u siness in  th e  
position  w here th e  w ork in g  capital posi­
tion  is augm ented by such  value.
The inventory  in  m ost cases is  the  
im portant item  to consider in  th e  analy­
s is  of w ork ing  capital, and th at the  
tra n sitio n  of the inventory  to  accounts  
receivable to  cash  is  accom plished in  th e  
period of tim e  p ertin en t to  th e  b u siness  
under consideration ; if  th e  inventory  is  
som ew hat frozen, to-w it, does not m ake  
th e  tra n sition  in  accordance w ith  the  
standard th a t should  obtain in  th e  type  
of bu sin ess under an a lysis , due notice  
should be ta k en  o f th e  e lem en ts of slow  
turnover. T he turnover th a t approxi­
m ately  should  obtain  for  a particu lar  
b u sin ess can u su a lly  be obtained by a  
study of the preceding years of th e  busi­
ness or from  trade sta tistic s . T he inven­
tory,16 therefore, th a t is  not m oving nor­
m ally, in  th e  sam e m anner as accounts 
receivable th a t are not paid norm ally, is  
a factor th a t if  su bstantia l enough w ill 
n ecessita te  a reduction  of th e  inventory  
asset in  th e  com putation  of w ork ing  cap­
ita l, or, th e  u se  of a  larger ratio  in  de­
term in in g  the current financial or w ork­
in g  capital position .
The a n a ly s is  of trade accounts and  
notes receivab le  in v o lv es three im portant 
points, (a )  th e  a g in g  of th e  accounts, (b )  
th e  cred it resp on sib ility  o f th e  larger ac­
counts, particu lar ly  n ew  ones, (c )  bad 
debt h istory . A s in  th e  case o f  th e  in ­
ventory, due allow ance m ust be m ade  
for th e  unsound e lem en ts.
T he a n a ly sis  to  w h ich  th e  current 
lia b ilit ie s  of a  b u siness should  be sub­
jected can be sum m ed up th u s: a re  there  
an y  lia b ilit ie s  of th e  bu sin ess over w h ich  
th e  proprietorsh ip  of th e  b u siness has  
control. I f  so, th e  lia b ilit ie s  are  ordi­
n a r ily  fu n ctio n in g  as capita l lia b ilitie s , 
and are u su a lly  of th e  type th a t ca ll for  
a  conversion  to  th e  cap ita l or fixed  
lia b ility  c lassification . A ccounts or notes  
payable, over w h ich  th e  b u sin ess has con­
trol, to-w it: can determ ine th e  m aturity  
thereof, are  ord in arily  m et w ith  in  closed
16  T he in v en to ry  p rop erly  prepared , in  a d ­
d ition  to  th e  correc t p r ic in g , i. e ., a t  th e  
low er o f  c o st  or m a r k e t v a lu e  sh ou ld  be  
su b jec ted  to  th e  fo llo w in g :  ( a )  e lim in a te  
odds and  e n d s ;  ( b )  e lim in a te  ob so le te  g o o d s  
or in ser t a t  ju n k  v a lu e ;  ( c )  com m en t on  
v io le n t pr ice  drops su c ce e d in g  c lo se ly  th e  
c lo s in g  o f  th e  p er io d ; ( d )  n o te  a n y  over­
load ed  ite m s th a t  m a y  b e  in  in v en to ry , m ea n ­
in g  b y  o verload  ite m s  th a t w ill  n o t be  
u sa b le  d u r in g  th e  n e x t  su c ce e d in g  fisca l 
p er io d ; ( e )  e lim in a te  e x p e n se  ite m s ;  ( f )  
e lim in a te  sp ec ia l w ork  in  p ro cess  w h ere  c u s ­
tom er m a y  be c la sse d  a s  b ad  debt.
corporations, w here in  the expansion  of 
th e  bu sin ess cap ita l w as needed or w here  
at th e  incep tion  of the bu siness insuffi­
c ien t cap ita l w as contributed, and to  
m eet further capital requirem ents the  
stockholders or d irectors advanced the  
req u isite  funds. A dvances of th e  fore­
go ing  n atu re are n ot expected to  be  
liquidated in  th e  sam e m anner as the  
ordinary trade or bank debt, and the  
recom m endation before m entioned is  
usually  appropriate.
The funded debt, except as to  m aturing  
ser ia ls  w ith in  th e  year period, ord inarily  
is  n o t tak en  in to  consideration  in  analyz­
in g  current financial position . H ow ever, 
all or a la st in sta llm en t of th e  funded  
debt m ay m ature w ith in  a  period o f  tim e  
after  th e  date of the balance sh eet w h ere­
by th e  or ig in a l character of a  fixed  
lia b ility  is  changed to  th a t o f  a  current 
lia b ility . I f th e  m aturing  lia b ility  is  of 
sufficient proportion to  w arrant th e  in ­
ference th a t a refu nd ing  and n ot a 
liq u idation  is  contem plated , th e  question  
is one o f  the preparation  m ade for such  
refunding, and not one of current w ork­
in g  capital.
T he conventional bankers’ ra tio  to  
dem onstrate  th e  current financial posi­
tio n  is  predicated  on th e  theory  th a t the  
tran sla tion  of inven tory  and atten dan t 
expenses of b u sin ess to  accounts receiv­
able and th e  liq u idation  thereof, is  not 
contem poraneous w ith  t h e  m aturity  dates  
of the ob ligation s of the business, and  
th a t the m argin  ind icated  by th e  ratio  
is  sufficient to  ta k e  up th e  differential 
caused by th e  com pletion of th e  tra n si­
tion  as not b e in g  contem poraneous w ith  
m aturity  of payables. T herefore, in  
m any bu sinesses, p articu larly  th e  in sta l­
m ent and foreign  trade, th e  difference in  
t im e  betw een tra n sitio n  to  and paym ent 
of receivables and m a tu rity  of trade pay­
ables m ay be so  pronounced th a t th e  
ra tio  ord inarily  in d ica tive  of sound cur­
ren t position  m ay not actu a lly  dem on­
stra te  sufficiency of cash  w ork in g  cap­
ital, a  larger ra tio  m ay be necessary . The  
rem edy in  a s itu a tio n  of th e  forego in g  
nature is  to  convert such receivables by  
d iscou n tin g  or crea tin g  a funded debt, 
u s in g  such a sse ts  a s the secu rity  back­
ground and in  som e in sta n ces p ledging  
th e  receivables as collateral, or by the  
sa le  of add itional cap ita l stock.
T h e  C u r re n t D e b t
T he current loan herein  ind icated  re­
fers p rim arily  to  th e  bank loan. T he  
princip les to  apply in  determ in ing  
w heth er or not a  bank loan  o f a  g iven  
am ount can sa fe ly  be g iven  to  a  pro­
posed borrower in vo lves an an a ly sis  m ore  
restr icted  in  scope th an  th a t p erta in in g  
to  th e  funded obligation . T he bank loan  
being  of a  re la tiv e ly  sh ort duration  does 
n ot have applied th ereto  in  a  fu ll m eas­
ure the fo recastin g  of the fu tu re  or the
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str ic t  princip les of organization  or m an­
agem ent.
A s prev iou sly  ind icated  and on a h is­
torical basis, th e  prim ary te sts  in  rela­
tion  to  th e  current bank ob ligation  17 are
(a )  is  th e  borrow er pay in g  th e  current 
accounts w ith in  th e  cred it period allow ed  
and, preferably, does it  take advantage of 
cash  d iscoun ts; (b ) does a  range of bank  
lia b ilit ie s  show  th e  liq u idation  of the  
loan  du rin g  th e  m axim um  co llection  pe­
riod and m in im um  inventory .18
If  th e  forego in g  te sts  are not affirma­
tiv e ly  answ ered, th e  obvious answ er is, 
th ere  is  insufficiency of w ork in g  cap ita l,19 
and there is  present th e  n ecessity  for an 
increase in  th e  funded or capita l in ­
debtedness of th e  com pany. The inade­
quacy of w ork in g  capital, how ever, m ay  
be caused by a co llection  policy  th at is  
lax, or an inven tory  th at is  ex cessiv e  for  
its  requirem ents, or a credit exten sion  
p olicy  th a t is  unsound as to  am ount or 
tim e, or an expense overhead that is ex­
cessive, or a  fa ilu re  to  ad ju st th e  w hole  
plan of operation to  th e  n ecessity  of a 
depressed bu sin ess period.
F o reca stin g  th e  future, in  reference to  
a bank loan and on th e  b asis of the past 
favorable  h isto ry  of a bu siness, th e  
soundness o f  su ch  foreca stin g  is  pre­
dicated fun dam enta lly  on th e  questions: 
w ill th e  volum e of b u sin ess be m ain­
ta ined; w ill th e  costs of production be 
m ainta ined; w ill th e  h isto ry  o f  collec­
tio n s be the sam e. I f  so, the past h is­
tory 20 is  a sound basis on w h ich  to  com ­
pute a bank loan, and inasm uch as the
a ugm enting  of w ork ing  cap ita l by earn­
ings is  norm al, th is  elem ent should  be
17 B a n k  lo a n s b a sed  on  sp e c ia l con tracts , 
fo r  in sta n ce , sp e c ia l job s, etc ., a re  a n a ly zed  
on  th e ir  o w n  m e r its  a n d  so u n d n ess .
19 A n  a n a ly s is  o f  th e  w o r k in g  c a p ita l e le ­
m en ts  an d  o f  th e  profit an d  lo s s  s ta te m e n t  
o f  a  b u sin ess  m a y  sh o w  th a t w h ile  th e  b u s i­
n e ss  is  in  a  p o s itio n  to  liq u id a te  i t s  cu rren t 
l ia b ilit ie s  in  due form , n e v e rth e le ss  one or 
m ore o f  th e  fo llo w in g  s itu a t io n s  m a y  be  
p r esen t: ( a )  a  d ra in  on  su ch  a b il ity  b y  
su b s ta n t ia l lo s se s  fro m  o p e r a tio n s : or (b )  
th e  b u sin ess  m a y  n o t be ea rn in g  en ou gh  
co m m en su ra te  w ith  th e  en trep ren eu r r isk  o f  
it s  ty p e  o f  b u s in e s s ;  or  ( c )  th e  b u sin ess  
m a y  n o t be e a rn in g  su ffic ien t to  liq u id a te  its  
fixed  lia b il ity  a t  m a tu r ity , a f te r  a llo w in g  a  
rea so n a b le  prop ortion  o f  su ch  fixed  l ia b ility  
to  be refu n d ab le , th u s  in d ica tin g  th a t  a  c er ­
ta in  p o rtio n  o f  th e  fixed  l ia b ility  o f  th e  b u s i­
n e s s  is  fu n c tio n in g  a s  a  pure c a p ita l accou n t.
20 T he m ech a n ica l p re sen ta tio n  o f  d a ta  on  
w h ich  to  b a se  ju d g m en t on th e  so u n d n ess  o f  
a b u sin ess  can  u s u a lly  be covered  b y  th e  fo l ­
lo w in g  sch ed u les, e x h ib its  a n d  c o m m e n ts :
1. B a la n c e  s h e e t  fo r  th e  c u rren t p e r io d ;
2. C om p a ra tiv e  b a la n ce  s h e e ts  sh o w in g  on  
th e  r ig h t h an d  m a rg in  in crea se  an d  d ecrease, 
an d  for  su ch  a n n u a l p er iod s a s  m a y  be d e ­
sired  ;
3. P ro fit an d  lo s s  s ta te m e n t;
4. A n a ly s is  o f  su rp lu s  a cco u n t fo r  th e  
p eriod s covered  b y  th e  co m p a r a tiv e  b a la n ce  
s h e e t s ;
5. C o m p a ra tiv e  profit an d  lo s s  s ta te m e n ts  
fo r  th e  period  un d er  r e v ie w :
6 . S ch ed u le  o f  tra d e  a cco u n ts  rece iv a b le  
p a s t  d u e  an d  p rop erly  aged  ;
7. S ch ed u le  o f  trad e  a cco u n ts  r ece iv a b le  
o f cu sto m er s’ b a la n ces  a b o v e  a v e r a g e ;
8 . S ch ed u le  o f  n o n -tra d e  a c co u n ts  r ece iv ­
ab le  ;
9. S ch ed u le  o f  trad e  a cco u n ts  p a y a b le , p a st  
du e an d  p rop erly  a g e d ;
10. S ch ed u le  o f  n o n -tra d e  a cco u n ts  p a y ­
able.
11. S ch ed u le  o f  n o tes  or a c ce p ta n ces  p a y ­
ab le  w ith  d escr ip tio n  o f  c o lla te ra l, i f  a n y ;
18 A n  id e a l co n d itio n  o f  a d eq u a cy  o f  w o rk in g  c a p ita l is  reflected  in  th e  co n d itio n  o f  
..................................................................................................... C om p an y u n d er th e  te s ts  noted .
C O N D E N S E D  
B A L A N C E  S H E E T  
Assets
C u rren t A sse ts
C a sh  on  h an d  and  in  b a n k s ....................................................... ...........................  $65,657.97
A cco u n ts  R ece iv a b le— T r a d e ...................................................................................  68,734.99
N o te s  R ece iv a b le— T r a d e ........................................................................................... 4,801.41
In v en to r ie s  ......................................................................................................................... 384,073.08
In v e stm en ts  an d  O ther A ss e ts .
P la n t  A ccou n t ....................................
D e ferred  C h arges  ............................
L ia b ili t ie s
C u rren t L ia b ilit ie s
A cco u n ts  P a y a b le — T rad e .....................................................................................  62,972.39
B on d s P a y a b le — C u r r e n t ........................................................................................... 25,000.00
A ccrued P a y ro ll, T a x es , e tc ...................................................................................  17,541.00
B on d s P a y a b le  . . . .  










N o  a cco u n ts  p a y a b le  o v e r d u e ; a ll  c a sh  d isc o u n ts  t a k e n ; no red iscou n t lia b ility
R A N G E  O P  N O T E S  P A Y A B L E — B A N K S
M onth s 1929 1930
J a n u a ry  .........................................................................
F e b r u a r y  ............................................ ......... ................
M arch  ..............................  100,000 ................
A p ril .................................  170,000 150,000
M ay .................................... 270,000 300,000
Jun e .................................  420,000 450,000
M onth s 1929
J u ly  ...................................  520,000
A u g u st  ............................  420,000
S ep tem b er  ....................  100,000
O c t o b e r .................................................
N ovem b er  ..........................................






12. Schedu le  o f n o tes  or a ccep ta n ces  re ­
ceiv a b le  w ith  d escr ip tion  o f  co lla tera l, i f  
a n y ;
13. S ch ed u le  o f  n o tes  or accep ta n ces  re ­
c eivab le— d is c o u n te d ;
14. P ro p er ty  a cco u n ts  w ith  d ep recia tion  
s c h e d u le s ;
15. B a n k  reco n c ilem en t a t  c lo se  o f period  
w h ere b a la n ce  sh o w s o v e r d r a f t ;
16. C om m ents. T he com m en ts in  th e  re ­
p ort a c co m p a n y in g  th e  fo r e g o in g  e x h ib its  
an d  sch ed u les  shou ld  b e c a re fu lly  check ed  
to see  th a t  th e  fo llo w in g  item s h a v e  been  
covered  w h ere  a d v isa b le  and  n e c e s s a r y ;
(1 )  C ondensed  su m m a ry  o f aged  a ccou n ts  
rece ivab le .
( a )  S ta te  w h eth er  or not b a la n ces  w ere  
verified  b y  corresp ondence w ith  c u s ­
tom ers  ;
( 2 ) C ondensed  su m m a ry  o f aged  a ccou n ts  
payab le.
(a )  S ta te  w h eth er  or n o t b a la n ces  w ere  
verified  b y  corresp ondence w ith  cred ­
ito r s  ;
(3 )  C ondensed  profit and lo s s  s ta te m e n t  
w ith  p e r cen ta g es  on  b a s is  o f  s a le s  o f  100 
per cen t an d  in d ica te  b y  com m en ts w h ere  
u n u su a l in c rea se  or d ecrease  m a y  h a v e  ta k en  
p la c e ;
(4 )  C om m ent on w h eth er  or n o t in v en to ry  
h as been  su b jected  to  th e  te s ts  th a t  h a v e  
been  p rev io u sly  noted  under th e  g en era l c a p ­
tion  th a t  th e  in v en to ry  h a s  b een  an a ly zed , 
to  d eterm in e  w h eth er  or n o t it  is  a  p r a c tic a ­
b le, u sa b le  in v e n to r y ; p a r ticu la r  a tten tio n  
shou ld  be g iv e n  to  “w ork  in  p rocess” ;
(5 )  T he in su ra n ce  co v era g e  a s  to  c la s s i­
f ica tion  an d  com m en ts th ereon  a s  to  a d e ­
qu ancy , n ote  u se  and occu p an cy  and lia b ility  
in su ran ce, and  u n exp ired  or accru ed  p re­
m iu m s ;
( 6 ) T he a p p lica tio n  o f  fu n d s s ta te m e n t  
and p a r ticu la r  com m en ts i f  th ere  is  a  la rg e  
in crea se  in  fixed  a s s e t s ;
(7 )  T he ad eq u a cy  o f  th e  w o rk in g  ca p ita l 
o f  th e  c lie n t an d  com m en ts a s  to  w h a t w o rk ­
in g  c a p ita l is  properly  n eed ed  in accord an ce  
w ith  fo llo w in g  te s t s ;
(a )  L iq u id a tion  o f  b an k  lin e  a t  in ven tory  
m in im um , m ax im u m  r ec e iv a b les  c o lle c ­
tion , or soon  th e r e a fte r ;
(b )  O verdue acco u n ts  p a y a b le :
( c )  P o lic y  o f  g iv in g  and ta k in g  c a sh  d is ­
cou n ts ;
( 8 ) T h e r a n g e  o f  l ia b ilit ie s  b y  m on ths, 
p a r tic u la r ly  b an k  lo a n s  and  red iscou n ted  
pap er a t  b an k s or o th er  p la c e s ; th is  item  is  
p a r tic u la r ly  n e c e s sa r y  so  a s  to  sh o w  c lien t  
h as liq u id a ted  it s  o b lig a tio n s  to  ban k s. I f  
p ossib le  m a k e  tw o  or th ree  y e a r s ’ com p ari­
son  ;
(9 )  C om m ent on  in v en to ry  tu rn -over  and  
w h eth er  or  n o t th e  in v en to ry  a c t iv ity  is  in  
accord an ce  w ith  th e  sta n d a rd  fo r  th e  b u si­
n e ss  u n d er  con sid era tion . T h e  in v e n to ry  
tu rn -o v er  sh ou ld  b e  b ased  on c o st o f  sa le s  
and n o t on s a l e s ;
(1 0 )  T he u n it  c o s t  w h ere  su ch  is  a d v is ­
able, an d  com p a ra tiv e  cost, i f  p r a c t ic a b le ;
(1 1 )  C om m ent on th e  ty p e  o f  s e c u r ity  in  
th e  in v e s tm e n t a ccou n t and  m a rk et v a lu e  
th e r e o f ;
(1 2 )  C ustom er an d  com m od ity  a n a ly s is ,  
and  p o ss ib ly  te r r ito r ia l a n a ly s is ;
(1 3 )  In se r t a s  e x h ib it  a  l is t  o f  th e  s to c k ­
ho ld ers an d  nu m ber o f  sh a r es  h e ld ;
(1 4 )  C om m ent on g r o ss  an d  n e t profit p er­
cen ta g e  and  i f  in  c o n fo rm ity  w ith  c lie n t’s 
ty p e  o f  b u s in e s s ;
(1 5 )  C om m ent on  bonded in d eb ted n ess  and  
g iv e  sch ed u le  o f  m a tu r itie s  an d  a  referen ce  
to  th e  tr u s t deed , s ta t in g  th a t  th e  p rov is ion s  
o f th e  tr u s t  deed  are  com plied  w ith , p a r ­
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taken  in to  consideration , but w ith  ex­
trem e conservatism .
t ic u la r ly  a s  to  s ink in g  fu n d  req u irem en ts  
a n d  w o rk in g  c a p ita l p r o v is io n s ;
(1 6 )  C om m en t on  a n y  p en d in g  s u its  or  
l it ig a t io n  an d  o th er  c o n tin g en t l ia b ilit ie s , 
an d  w h eth er  or n o t sea r c h  h a s  b een  m ad e  in 
refer en ce  to  o u ts ta n d in g  j u d g m e n ts ; a lso  
co m m en t w h e th er  or  n o t sea r c h  h a s  been  
m a d e  to  d isc lo se  c h a tte l or  r ea l e s ta te  m o r t­
g a g e s  ;
(1 7 )  C om m en t i f  a n y  c o lla te r a l h a s  been  
d ep o sited  w ith  b a n k  lo a n s  a n d  w h e th er  or  
n o t th ese  b an k  lo a n s  h a v e  b een  en d orsed  by  
th e  officers, d irec to rs  or s to c k h o ld e r s ;
(1 8 )  C om m en t on  o u ts ta n d in g  F ed er a l 
ta x e s  th a t  m a y  b e  u n d er  rev ie w  b y  th e  
T re a su ry  D e p a r tm e n t; a ls o  w h a t y e a r s  h a v e  
b een  field  a u d ite d ;
(1 9 )  C om m ent on  a n y  in cre a se  or a n y  d e ­
c re a se  in  la n d  an d  b u ild in g  v a lu e s  over  
v a lu e s  carr ied  on b o o k s ;
(2 0 )  C om m ent on  fu ll  an d  a s se ss e d  v a lu e s  
on rea l e s t a t e ;
(2 1 )  C om m ent a t  th e  en d  o f  period  on  th e  
u n filled  ord ers  on  th e  books, a ls o  n u m b er o f  
em p lo y ees  in  office an d  p la n t an d  w h eth er  
or n o t th e  fa c to r y  is  u n io n ized  an d  w h a t  
th e  lab or  tu rn -o v er  is  a s  fu rn ish ed  b y  th e  
su p e r in ten d en t or t im e k e e p e r ;
(2 2 )  C om m ent on  p lan  o f  o r g a n iz a tio n  
an d  person n el, p a r tic u la r ly  e x ec u t iv e  officers  
an d  p la n t su p er in ten d en t, etc ., an d  i f  a n y  
f r ic t io n ;
(2 3 )  C om m ent on  a n y  in c rea se  or d ecrea se  
in  o u ts ta n d in g  c a p ita l s t o c k ;
(2 4 )  C om m ent on  p u rch a se  co m m itm en ts , 
p a r tic u la r ly  i f  m ad e fo r  fixed  a s s e ts ;
(2 5 )  C om m en t on  a n y  m a ter ia l c h a n g es  
in  s a le s  q u o ta t io n s ;
(2 6 )  E x a m in e  p ro v is io n s  o f  p referred  
s to ck  a s  to  r et ir em en t p ro v is io n s  and  i f  a n y  
c u m u la tiv e  d iv id en d s a re  in  a r rea rs  ;
(2 7 )  G ive d iv id en d  h is to r y  fo r  p reced in g
3 or 5 y e a r s ;
(2 8 )  C om m ent on l if e  in su r a n ce  o f  officers, 
an d  i f  p rem iu m s are p a id  to  d a t e ; a ls o  co m ­
m en t on  su rren d er  v a lu e  w h ich , i f  m a ter ia l, 
sh ou ld  be s e t  up  on  th e  b a la n ce  s h e e t ;
(2 9 )  C om m en t on  R e se r v es  fo r  C on tin ­
g en c ies, su ch  a s  p o licy  to  d ea lers, pr ice  re ­
d u ctio n  on  o ld  a cco u n ts , b y  rea so n  o f  n ew  
m od els, etc.
BUDGETING AS A MEANS OF 
INTERNAL CONTROL
C o n tin u e d  f r o m  p a g e  330
of  th e  m anagem ent of h is  b u sin ess and  
w ill soon  be le f t  by th e  w aysid e  and a 
m ore far-sighted m an w ill be h is  suc­
cessor.
H is records are n o t being  used for th e  
purpose for  w h ich  th ey  w ere intended. 
I know  th e  va lu e  of com parison w ith  
past resu lts, bu t th is  v a lu e  is  lim ited  be­
cause i t  is  a com parison of th e  p a s t  w ith  
th e  p a s t .
It is  m y contention  th at in  a ll our 
b u sin ess life  w e  m ust set a  goal or estab­
lish  a  standard. W e m ust have som e un it  
of m easurem ent.
In b u sin ess m any m ethods have  been  
used. P iece-w ork rates have been estab­
lished. Group bonus system s have been  
in sta lled . Conveyor sy stem s are used  
both to  fa c ilita te  transp orta tion  and to  
estab lish  a  m echanical pace-m aker. Stand­
ard cost sy stem s are b e in g  used. B udget­
ary  Control S ystem s are in  use.
In th e  b eg in n in g  of a stu dy  of any  
subject I a lw ays endeavor to  determ ine  
w h y I am  in terested  in  th e  subject; w hat 
I w ould lik e  to  kn ow  about it. In  m y  
stu dy of th e  subject a ssign ed  m e I have  
asked m y se lf th ese  questions:
1. W hat is  m eant by budgeting?
2. W hy are w e a ll in terested  in  budget­
ing?
3. H ow  w ould I prepare a budget?
4. H ow  can I use  a  budget?
5. W hat advan tages are to  be gained  
by its  use?
In  answ ering  th e  first question  (W hat 
is  m eant by budgeting?) I m ust te ll you  
a story. A  fa m ily  had ju st new ly  fur­
n ish ed  their  hom e and the w ife  w as 
proudly sh o w in g  her new  furn iture to  
one o f h er lady fr iend s. T his friend  w as  
very  e n th u sia stic  in  her praise  and  
kn ow in g  som eth in g  of th e  financial cir­
cum stances of th e  fam ily , asked how  it 
w as possib le  for them  to  buy a ll th is  
b eautifu l furn iture. The w ife  replied  
th a t th e  purchase w as m ade possib le  by  
th e  budget p lan— ten  dollars dow n and  
you  can’t budge it  u n til it  is  paid for.
W hile  I rea lize  th e  va lue of th is  defini­
tion , i t  is  not ex a ctly  th e  answ er to  m y  
question . The answ ers I have found are:
1. B ud getin g  is form u latin g  a plan.
2. C ooperation of a ll departm ents in  
preparing th e  budget.
3. C oordination  of a ll departm ental e f­
fort to  a tta in  th e  ob jective  se t up.
4. C om parison of actual accom plish­
m ents w ith  th e  antic ip ated  program .
5. R eport on the resu lt of the com pari­
son and d iscussion  w ith  persons respon­
sib le.
T he in terest in  bu dgetin g  is  grow ing  
and w e hear it  d iscussed  by m any people 
today. W e hear of H om e B udgets, Gov­
ernm ent B ud gets and B u sin ess M anage­
m ent B udgets, w h ich  brings m e to m y  
second question: “W hy are w e a ll in ter­
ested  in  bu dgetin g?” I have found four  
answ ers to  th is  question:
1. Successfu l operation in  Governm ent.
2. N atural desire to  w ant to look in to  
the future.
3. In creasin g  need for p lanning, due to:
(a) M ore com petition.
(b) Sm aller  m argin  of profit.
(c) P eriod o f d ec lin in g  prices.
4. A  grow ing  d esire  on th e  part of ac­
countan ts to  w ant to  be b u siness m en in ­
stead  o f h istor ian s.
In  th e  p ast m any b u sin ess su ccesses  
can be attrib uted  to:
(a ) More favorable conditions.
(b) T he la w  o f averages.
(c) T he Grace of God.
A ccountants realize  today, m ore than
ever before, that th e ir  su ccess or fa ilu re  
depends upon th e  in form ation  furnished . 
The foundation  of good m anagem ent is
p lanning, based on proper inform ation . I 
once heard a defin ition  w h ich  described  
an executive  as one who, after hav in g  a ll 
the in form ation  placed before h im , de­
cides, and i s  som etim es r ight.
T he budget has a great influence in  in ­
creasing  the proportion o f  r igh t decision s. 
I recall read in g  of a  certain  sh ip  cap­
ta in  who, w hen  preparing h is  log, w rote  
in to  the records, “The m ate w as drunk  
today.” T he m ate  asked, “Captain, is  
that n ecessary?” The Captain replied: 
“It is  a  fact, isn ’t it? ” T he M ate ad­
m itted  it  w as, but being a m an w ith  a 
keen sen se  of hum or and rea liz in g  that 
the C aptain’s record w ould create the  
im pression  th a t it  w as unusual for him  
to be drunk, w aited  h is  turn  at the log, 
w hen he w rote “T he C aptain w as sober  
today.” B oth  w ere statem en ts of fact, 
but n e ith er  should  have  been used a s  a 
basis for  a decision .
I have a lw ays w orked on th e  theory  
th at n o th in g  is  good or bad except by  
com parison. T herefore, in  order to  prop­
erly  conduct a  bu siness, w e m ust have in ­
form ation  th a t w ill enable us to  m ake  
com parisons, and w h at better  com pari­
son can one have th an  the com parison of 
one’s actual accom plishm ents w ith  one’s 
objectives?
M y th ird  question  is  “H ow  w ould  I pre­
pare a budget?”
In an a ly z in g  any  b u siness w e are in­
terested  in  tw o  very  v ita l th ings:
1. H ow  do w e stand? (B alance Sheet)
2. H ow  did we get th ere  (Profit and  
L oss S tatem en t)
In bu dgetin g  w e add a th ird  and, to  
m y m ind, the m ost im portant th in g  in  
business:
“W here do w e go from  here?” (T hat is  
the B udget)
In se ttin g  up the profit and lo ss  bud­
get we m ust consider th e  five im portant 
factors w h ich  en ter  in to  th e  profit and 
loss statem en t:
1. Sales.
2. M anufacturing Cost.
3. S e llin g  Cost or C om m ission.
4. E xpenses.
5. F in a lly , th e  N et Profit.
In our bu sin ess th e  sa les  budget w as  
noth in g  new. I doubt if  it  is  n ew  in  any  
b usiness. E ven  a new sboy on th e  street  
corner estim a tes th e  num ber o f papers 
he ex p ects to  se ll. Seriously , I  be lieve  
our com pany w as a p ion eer in  success­
fu lly  esta b lish in g  sa les quotas. To set  
th ese  quotas w e secure as a  basis, in for­
m ation  such as:
(1) M erchant population of each terr i­
tory. T his in form ation  w as or ig in a lly  
secured from  D un’s and B radstreet’s  
and is  revised through m a in ta in in g  a 
m a ilin g  lis t.
(2) G row ing tendency  over the past 
five years.
(3) P resen t econom ic conditions (local 
and gen era l).
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(4) A n a ly sis  of typ es o f m ach ines w e  
expect to  se ll (based on past experien ce).
T h e  quota of each sa lesm an  is  analyzed  
and se t  by:
1. L ines o f bu siness.
2. T ypes of m achines.
T hen , ta k in g  in to  consideration  the  
sea so n a b le  v a r ia tion s, w e  expect each  m an  
to  secure a stated  percentage of h is  
a g en cy  quota du rin g  th e  m onth. In  pre­
paring  th e  sa le s  budget w e can accum u­
la te  th ese  in d iv id u a l quotas and  estab lish  
a n  analyzed sa les e stim a te  w h ich  becom es 
our sa le s  budget.
T he m anu factu ring  cost or production  
b u dget in  our case p resen ts a  m ore diffi­
cu lt ta sk . Our product is  one th a t is  
m ade up of sub-assem blies, c o n sistin g  of 
m any sm all parts. W e carry in  stock  at 
a ll t im es in  the neighborhood o f 50,000 
different parts, fabricated  from  a ll k in ds  
o f m aterial.
W e operate our ow n p r in tin g  p lant in  
w h ich  w e  prin t a ll of the su pp lies sold  
for use  w ith  our m achines, as w e ll as  
our ad v ertis in g  m atter  and house organs. 
W e operate our ow n foundry and pattern  
departm ent a s  w e ll as th e  m an y  neces­
sary m anu factu ring  and assem b lin g  de­
partm ents. In  add ition  to  th is , w e m anu­
factu re  m uch of th e  m ach inery  and too ls  
in  use in  our p lant.
Our product is  not a  standard product 
in any  sen se  w hatsoever. There are as  
m any v a r ia tio n s in  th e  types and k in ds  
o f m ach ines produced as there are d if­
ferent k in d s of system s in  use  through­
out th e  country.
W e build:
A ccou nting  M achines.
P o stin g  M achines.
A n a ly s is  M achines.
F are  R ecording M achines.
A dding-T ypew riters.
S tore  R egisters.
A s I have exp la in ed  before, the sa les  
budget is  analyzed by types of m achines 
and a s w e  are u s in g  a  standard cost 
system , w e have a standard cost estab­
lish ed  for each  class o f m achine pro­
duced. H ere aga in  I w ish  to  ca ll to  your  
a tten tion  th e  use o f standards.
W e have estab lish ed  a  standard cost 
for:
(1) E ach part in  our m achines.
(2) E ach  sub and m ajor assem bly.
(3) And, finally , fo r  each  m achine.
From  our records it  is  possib le  to  de­
term ine th e  v a r ia tion s from  th ese  stan d­
ards and th e  causes for such  variations. 
T he v a r ia tion s are expressed  in  percent­
age rela tion sh ip  to  th e  standards, so  th at  
it is  on ly  n ecessary  to  apply th ese  v a r ia ­
tio n s to  th e  standard and after  ta k in g  
in to  consideration  an y  current or a n ti­
cipated changes, w e can  determ ine our 
cost o f sa les  for u se  in  th e  budget.
T he se llin g  cost or com m ission  fo llow s  
th e  sa le s , so  th a t w e have  n o  problem  in  
budgeting th is .
N ow  w e com e to  our expenses. Our 
m ethod is  to  secure from  each depart­
m ent head th e  fa llo w in g  in form ation  rela­
tive  to  th e  operation  o f h is  own depart­
m ent:
(1) C lassification  of positions.
(2) R ate  of each  c lass of position .
(3) A n tic ipated  changes in  personnel 
and rates.
(4 )  P lan s for fu tu re  operation  and  
the ir  estim ated  cost.
A fter  rece iv in g  th is  in form ation  th e  
figures are carefu lly  gone over and ex ­
tended to  m on th ly  periods.
T he exp en se  of each  departm ent is  
analyzed  in  the budget to  show :
(1) P ayroll by position s.
(2) Supp lies and purchases.
(3) A n tic ipated  travelin g .
(4 )  A n y other item s pecu liar to  th e  de­
partm ent.
Such expenses as ad vertis in g , various  
w elfare a c tiv itie s , etc., are  based on th e  
program  outlined  and the variou s con­
tracts entered  into.
A fter  h a v in g  a ll th is  in form ation  w e  
are in  a  p o sitio n  to  se t  up our budget 
and to  determ ine our an tic ip ated  profit 
for th e  budget period.
Q uestion num ber four w as: “H ow  can  
I  u se  th e  budget?”
T he m ost im portant u ses w h ich  com e 
to m y m ind are:
(1) W e are in a position  to  consider  
th e  proposed expenses of the variou s de­
partm ents before th ey  are incurred and  
decide w h eth er  or not such expenses are  
justified  by th e  an tic ip ated  incom e.
(2) I f  the profit does not m eet our an­
tic ip ation s, w e  a re  in  a p osition  to  ana­
lyze  th e  causes and place th e  blam e.
(3) I f  th e  profit exceeds our an tic ip a­
tions, w e  have a m easu rin g  stick  w ith  
w hich to  account for  th e  reason  and to  
properly rew ard those  who have  brought 
about th is  condition . W e have a lw ays  
worked on th e  theory  th at e v e ryone is  
n atu ra lly  lazy  and th a t w h atever w e do 
we do it  for one of tw o reasons:
1. F ear  of punishm ent.
2. H ope of reward.
My fifth qu estion  w as: “W hat advan­
tages are to  be ga ined  by its  u se?”
(1) I t is  a  b asis of in tern al and execu­
tiv e  control.
E xp en ses to  be controlled  m ust be 
considered before th ey  are incurred.
F u tu re  incom e m ust be estim ated  
to  determ ine w h eth er or not expense is  
justified.
(2) C o-ordination o f sa les, production, 
and finance.
(3) R ecords are used as a  b asis of con­
trol in stea d  o f a ll h isto r ica l in form ation .
(4 )  C ooperation o f a ll departm ents.
(5 )  R eduction  o f w aste.
(6) P la n n in g  o f finances.
(7) B a lan cin g  o f  equipm ent and per­
sonnel.
In a ll b u sin ess th e  natural law s of eco­
nom ics app ly  and th ere  are certa in  con­
d itio n s w h ich  ex ist. T here are, in  m y  
m ind, four o u tstan d in g  p o in ts  in  bu si­
n ess m anagem ent:
(1) T here is  a m axim um  p rice  w h ich  
th e  public is  w illin g  to  pay.
To produce one autom obile a  year  
w ith  m odern m achinery  w ould be so ex ­
p en sive  th a t w e w ould  find difficulty in  
se llin g  it, but by esta b lish in g  a  price  th at  
w ill create a  large m arket w e are  able  
to  m anufacture in  large q u an tities and  
thereb y  spread our fixed costs  so  th in  
over th e  la rg e  num ber o f u n its  th at w e  
can earn  a profit.
(2) T here is  a  m in im um  price below  
w h ich  w e  can not se ll.
H ere there is  not sufficient dem and  
for  th e  a r tic le  w e  have to  se ll to  enable  
us to  secu re  enough  vo lum e to  create  
any m argin  or the d irect labor cost m ay  
exceed  th e  se llin g  price.
(3) T here is  a  break-even point.
A t th is  poin t w e have secured just 
enough b u sin ess to  cover our co n stan t  
costs and our variab le  costs. B eyond  
th is  p o in t th e  m argin  of profit in creases  
and below  th is  poin t th e  m argin  o f profit 
decreases.
(4 ) T here is  a  poin t of d im in ish in g  re­
turns.
A t th is  p o in t th e  expended effort 
does n ot retu rn  a proportionate increase  
in  volum e. W e a re  u sin g  up our m arket 
w ith  a  d im in ish in g  m argin  of profit.
(5) E xpenses and operatin g  costs m ust 
be kept in  proportion to  vo lum e of b u si­
n ess secured.
T here are som e dangers in  th e  u se  of 
budgetary control w h ich  should  be 
avoided:
(1) I t sh ou ld  not be too rigid .
M any concerns are tod ay  sk ep tica l 
about u s in g  budgets because th ey  do not 
understand th a t the u se  of th e  budget 
does not in  an y  w ay in terfere  w ith  th e ir  
m anagem ent. T hey  fee l th at th ey  m ust 
adhere to th e  budget regardless o f a ll 
developm ents. T h is  i s  not tru e  in  any  
sen se  w hatever. T he budget should  be  
a liv e  and flexible.
T here is  th e  ex is tin g  danger th at tech ­
n ic ia n s w ill ta k e  hold of th is  th in g  and  
so surround it w ith  m ystery  th a t they  
w ill d iscourage it s  practica l use.
A  budget can not be 100 per cen t r igh t.
A nd it  sh ould  never be considered as 
a su b stitu te  for good b u sin ess ju d g m en t.
In  conclusion  le t  m e leave  w ith  you  
th ese  th ou ghts:
1. S tudy your m arket.
2. Control your m anu factu ring  costs.
3. Control your m arketin g  costs.
4. E stab lish  a  reasonable  price.
Your budget is  th e  tool o f m anagem ent 
w h ich  w ill force you to  properly study  
your bu sin ess and g iv e  due consideration  
to  a ll of it s  phases.
Mr. G. C harter H arrison  sa y s: “I f  w e  
su rvey  th e  h isto ry  o f b u sin ess w ith  a su f­
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ficien tly  d iscern in g  eye, w e can not fa il  
to arrive at th e  conclu sion  th a t th e  m ain  
difference betw een th e  su ccessfu l and th e  
u n su ccessfu l b u siness m an is  in  the e x ­
ten t to  w h ich  th ey  u se  th e  facu lty  of 
foresigh t or look in g  ahead.”
NEW YORK ALL DAY M EETING
T he n in th  ann ual fa ll conference of 
th e  N ew  York S ta te  S ociety  of Certified  
P ublic A ccountants w as held in  th e  H otel 
P en n sy lvan ia  on W ednesday, October 14.
B eg in n in g  a t  n in e  o’clock an ex h ib it  
of accou nting  m ach ines occupied th e  en ­
tire  sm all ballroom  of th e  hotel. The ex­
h ib itors w ere: B urroughs A d ding  Ma­
ch in e  Company, R em ington  Rand, Chas. 
R. H adley, General Office E quipm ent, N a­
tiona l Cash R eg ister  Com pany, In terna­
tion a l B usin ess M achines Corporation, 
M onroe Calculator, R alph C. Coxhead  
(m athem aton) and K euffel and E sser  
(s lid e  ru le).
A t e lev en  o’clock th e  m eetin g  w as 
opened by th e  president o f th e  N ew  York  
S tate  Society , Col. A rthur H. Carter, w ho  
called  a tten tion  to  th e  fact th a t  accord­
in g  to  th e ir  best know n records th ere  are  
3,460 certified public accou ntants in  N ew  
York, of w h ich  num ber 1,648 are  at pres­
en t m em bers of th e  N ew  York S ta te  So­
ciety .
O utside v is ito rs  and  form er officials of 
th e  so c ie ty  w ere  presented , am ong w hom  
w as S id n ey  E. Sargent, th e  o n ly  su rv iv ­
in g  founder of th e  so c iety .
T he m orn ing  program  w a s under the  
direct charge of Charles J. M axcy, Chair­
m an of th e  sp ec ia l T ech nica l C om m ittee  
on A ccou nting  M achinery, w ho spoke on  
“T he V alue of A ccou nting  M achinery to  
A ccountants.” F rederick  D. Lehn had not 
y et returned from  h is  tr ip  to  the annual 
m eetin g  of T he A m erican S oc iety  and h is  
paper on “T ak in g  th e  M ystery out of 
B ookkeeping P rin c ip les” w a s read by L. 
Gluick, another m em ber of the com m it­
tee . S. Carlton K in gston  presented  a  
trea tise  on “P unched Card A ccou nting ,” 
w h ich  w as fo llow ed  w ith  a dem onstration  
by W . O. L ee as to  the operation  of the  
C hinese sw am pan. One sta tem en t and  
a question w ere presented, about w h ich  
it  is  w ell for  a ll of us to  th ink . T he  
sta tem en t w as th a t m achinery has not 
brains enough to  m ake m istakes. T he  
qu estion  w as “H ow  best aud it m achinery  
accounting records”
D u ring  th e  noon in term iss io n  a buffet 
luncheon w as served to th o se  present. 
T he Secretary of T he A m erican Society  
lunched w ith  th e  d irectors and  represen­
ta tiv es of T he Society  from  the sta tes of 
N ew  York and N ew  Jersey.
T he en tire  a fternoon  and ev en in g  w a s  
devoted to  a  d iscussion  of th e  subject 
“C lassification of A ccountancy S erv ices  
and Appropriate C ertificates.” John R.
W ildm an, th e  chairm an of th e  N ew  York  
S ta te  Jo in t C om m ittee, presented  th e  re­
port w h ich  had been p rev iou sly  sen t to  
the m em bers of th e  S ta te  society . H e  
su ggested  th a t during th e  a fternoon  the  
d iscu ss  on should  be confined to  th e  sub­
ject o f  C lassification , hop ing  to com plete  
th a t part of th e  report a t th e  afternoon  
session , lea v in g  th e  ev en in g  sess io n  for 
a  d iscu ssion  of th e  qu estion  of Certifi­
cates. F o llo w in g  h is  report Chairm an  
W ildm an called  on ind iv idu al m em bers 
for a  d iscuss on of certa in  specific points, 
prior to  th e  general open d iscussion . H e  
first asked W alter A. Staub to present the  
disad vantages of C lassification . In gen­
eral, Mr. S tau b  nam ed them  to  be:
1. I t represented  a  trend  aw ay from  
th e  professional a ttitude tow ard th e  trade  
un ion  basis.
2. A n im p o ssib ility  to  sa tisfa c to r ily  
c la ss ify  th e  variou s types of serv ices due 
to  th e  fact th a t th ere  w ere not only d if­
feren ces of opin ion but a lso  differences 
o f practice in  th e  profession  itse lf. H e  
quoted from  an  ed ito ria l in  T h e  C e r t i ­
f i e d  P u b l i c  A c c o u n t a n t  w ith  regard to  
th e  second report of T he A m erican So­
c ie ty  C om m ittee, w h ich  had been ap­
proved in  p rincip le  by its  Board, “N either  
th e  C om m ittee nor the Board fee ls  that 
final reports can  be prepared concerning  
su ch  controversia l q u estion s.”
3. T he issu a n ce  of ed icts does not 
n ecessa r ily  rep resent progress. I t  could  
better be obtained through  evo lu tion .
4. T he A m erican In stitu te  had decided  
th a t su ch  a  c lassifica tion  w a s im practical 
and unw ise, th e  en tire  con clu sion s of the  
In stitu te , a s  g iven  by th e  president in  a  
recen t com m unication  to  to  its  m em bers 
by d irection  of th e  Council, being  read.
5. T he form  of accom panying certifi­
cates w as a t th e  presen t tim e  a  m uch  
m ooted question  due to  recent changed  
b u siness cond itions and lega l decisions.
T he Chairm an then  called  on Colonel 
M ontgom ery, w ho prefaced h is  rem arks 
by sa y in g  th at he had been a stu d en t of 
th is  subject for tw en ty  y ea rs and during  
th a t  period he w as certa in  th at had a  
c lassification  been announced in  the early  
days of h is  in v estig a tio n  it  w ould have  
been en tire ly  different from  th at w h ich  
w as now  proposed. H e w a s  of th e  opin­
ion  th a t accountancy furn ish ed  su ch  an  
in d iv id u a listic  typ e  of serv ice  th a t the  
estab lish m en t o f any  c lassification  stand­
ard w ould lead  to  m uch difficulty in  edu­
catin g  c lien ts , e ith er actual or prospec­
tive, as to w hat the various term s actu ­
a lly  m eant. H e w as afra id  of confusion  
from  th e  effort to  sim plify .
T he n ext speaker called  on w as M orley
S. W olf, w ho fe lt  th a t a c lassification  of 
serv ices, even  though it  m ight not su it  
everybody and probably never would, had  
a  pu blicity  v a lu e  to  th e  profession  w hich
should  not be overlooked. It offered an  
opportunity  for th e  profession  a s  a  group, 
th ro u g h  its  S ta te  soc ieties , to  bring  to  
th e  public through  th e  ind iv idu al bu si­
nesses, th e  fa c t th a t th e  accou ntant could  
do  m ore th a n  one th ing . H e a lso  fe lt  
th a t th e  form al adoption of a  c lassifica­
t io n  stan dard  w ou ld  be usefu l to  th e  
p rofession  by p resen tin g  to  th e  in d iv i­
dual m em bers th e  thou ght th a t w h ile  
th e y  m igh t be sp ec ia liz in g  a long  one par­
ticu lar  lin e, there w ere o ther p ossib le  
phases in  w h ich  th ey  should  prepare  
th em se lv es to  render serv ice  to  th e ir  
c lien ts . H e stressed  th e  poin t th a t fo r  
th e  good of th e  p rofession  th ere  should  
n ot be carried  in  any w ay th e  idea th at  
th e  profession  sh ould  be released  from  
resp o n sib ility  for it s  ow n acts.
F urther speakers called  on by th e  Chair­
m an w ere M essrs. Sam uel J. Broad, Jos­
ep h  J. K lein , M aurice E. Peloubet, Mar­
tin  K ortjohn, Saul L evy, P. W. R . G lover, 
and A. S. Fedde, each  of w hom  spoke  
favorably  w ith  regard to  the general 
v a lu e  of a  p rofessional pronouncem ent. 
T h is closed th e  afternoon  session .
In  th e  ev en in g  th e  d iscussion  w ith  re­
gard to  C lassification  w as s t i l l  further  
considered from  th e  floor. Several ques­
tio n s  w ere raised . M essrs. G lover and  
F ernald  m ade su ggested  changes in  
phraseology.
In  answ er to  th e  question  as to  w h at 
v a lu e  a c lassifica tion  m ig h t be to  th e  in ­
d ividual practitioner, Dr. K le in  gave  a  
concrete illu stra tio n  of a  case  w h ere a  
b u sin ess concern in  N ew  York w h ich  had  
been served for som e tim e  by another ac­
cou n tin g  organization  w ith  regard to its  
a u d its and by h is  organization  in  tax  
m atters, decided th a t th ey  should  have  
som e sp ecia l system  w ork in sta lled  and  
w ith ou t con su ltin g  e ith er  of th e  organ i­
za tion s th a t had rendered serv ice  to  them  
in  other fields, noticed  th e  advertisem ent 
of a  system  organization , called  them  in  
and had th e  w ork done. A t a la ter  date  
w hen d iscu ssin g  th e  m atter, the bu sin ess  
organ ization  said  th a t th ey  w ere not 
aw are o f the fact that e ith er  of th e ir  reg­
ular accou n tin g  advisors did a n y th in g  in  
th e  w ay of in stitu tin g  system s.
A t lea st tw o  of th e  questions raised  
w ere referred to th e  counsel of th e  N ew  
York S ta te  Society , Mr. M cEwen, for  
answ er and at the c lose  of th e  general 
discu ssion  th e  counsel m ade a p resen ta­
tio n  of th e  lega l phases of th e  general 
subject, a ll of w h ich  he thought could be 
properly cared for a lthough  he declined  
to  express a  defin ite opin ion on one sp e­
cific m atter  u n til an  opportunity  had been  
g iven  for m ore careful study. A fter a ll 
th e  desired d iscussion  had been com ­
pleted th e  society , w ith  only tw enty-three  
d issen tin g  votes, adopted th e  report of 
the com m ittee  in  p rincip le  as far as it
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rela ted  to  th e  first part, nam ely, th a t of 
C lassification , au th oriz in g  th e  com m it­
tee  to  m ake su ch  changes in  ph raseology  
a s  th ey  fe lt  sh ou ld  be m ade grow ing  out 
o f  th e  d iscu ssion  and qu estion s raised , 
togeth er  w ith  any w h ich  m ig h t be ra ised  
by other accou nting  so c ieties .
 A  l it t le  tim e  w as sp en t in  d iscu ssin g  
t h e  second part of th e  report r e la t in g  to  
C ertificates but not sufficient for  a  de­
c is io n  to  be reached and th a t portion  of 
th e  report w as returned to  th e  com m ittee  
w ith  th e  request th a t th ey  consider su g­
g e stio n s  w h ich  had been m ade, present 
an oth er  report to  the Board w h ich  w ould  
ca ll another m eetin g  o f th e  so c ie ty  for  
th e  purpose of d iscu ssion  and a ction  on 
th a t  part of th e  report.
T he en tire  proceed ings w ere carried on  
in  su ch  a m anner a s th a t no one, even  
th ou gh  h e  opposed th e  report, w a s n ot  
w a s g iven  an opportunity  to  exp ress h is  
op in ion s. T he fact th a t a t th e  very  start  
defin ite  req uests w a s m ade of tw o  prom i­
nent m em bers o f th e  so c ie ty  to  poin t out 
th e  d isad vantages, placed every o n e  w ho  
fe lt  th a t  it  w ould be u n w ise  for  th e  so­
c ie ty  to  adopt th e  report in  p rincip le  
w h ere  he could free ly  ex p ress h is  v iew s, 
kn o w in g  th a t h e  w a s in  good com pany. 
T h e  report h a v in g  gone to  the m em ber­
sh ip  in  advance, and th e  m eetin g  hav­
in g  been called  fo r  th e  special purpose  
o f  it s  d iscussion , th e  resu lt c lea rly  show s  
th a t it  is  th e  b e lie f of th e  la rg est S ta te  
soc iety , as w e ll a s th e  o ld est S ta te  so ­
c ie ty  of certified  public accountants, th a t  
th e  profession  is  ta k in g  an advanced  step  
in  pub licly  recogn izin g  th e  fa c t th a t  
som e clear d ifferen tiation  sh ou ld  be m ade  
betw een  th e  different typ es of serv ices  
rendered, even though its  pronounce­
m en t m ay need to  be m odified from  tim e  
to  t im e  as occasion requires.
HENRY J . M ILLER AT HOME
T h e  M a ro o n , th e  stu dent paper o f  
L oyo la  U n iversity , N ew  O rleans, in  its  
is su e  o f October 23rd, presented  at th e  
head of th e  second colum n o f it s  first 
pa g e  a  cut of i t s  P rofessor o f A ccounting  
w h o  w a s e lected  P resid en t of T h e A m eri­
can S o c iety  o f Certified P ub lic  A ccount­
a n ts  a t i t s  recen t m eetin g  in  M em phis, 
T enn essee . T he a r tic le  goes on to  sa y  
th at th e  second in  a  ser ies of bu sin ess  
lectu res w a s g iven  in  th e  co lleg e  aud i­
toriu m  by  Mr. M iller, sp eak in g  on 
“N ecess ity  o f O rgan izations A m on g A c­
cou n tan ts.” T hese lectures, according to  
th e  sta tem en t, are regu lar ly  g iv en  by  
prom inent m en of th e  c ity  w h o  address  
stu d en ts  in  th e  com m erce courses.
Under date o f  October 22nd a  notice  
of  a  sp ec ia l m eetin g  o f th e  S o c iety  o f  
L ou isian a  C ertified P u b lic  A ccountants
w as called  to  convene a t 4632 F ran k lin  
A venue a t e ig h t o 'clock sharp o n  T ues­
day, October 27th. T he location  nam ed  
is  th e  hom e o f H enry M iller. T he n otice  
sa id  th at it  w as p lanned th a t th e  gather­
in g  sh ou ld  be a  com plete su rp rise  to  him  
w hen h e  returned hom e th at ev en in g  
from  h is  c lass a t L oyola and a ll of the  
m em bers w ere ask ed  to  consider th e  no­
tice  as confidential. Of course, Mrs. M il­
ler  w as a  party to  th e  conspiracy.
T he m in u tes o f th is  specia l m eeting  
furn ished  by th e  Secretary, G eorge A. 
T readw ell, ind icate  th a t H enry got hom e  
at 8:45, but th e  L ou isian a  S ociety  had  
enjoyed itse lf  under th e  gu id ance  of Mrs. 
M iller w h ile  th ey  w ere w a itin g . Only  
th e  usual house lig h ts  had been le ft  burn­
in g  and he w as taken com pletely  by sur­
prise to  find h is  accountant fr ien d s had  
pu t one over on him . The record sa y s  
that the crowd drank to  h is  hea lth  and to  
h is  su ccess as P resid en t of T he A m erican  
Society , fo llo w in g  w h ich  A rch ie M. 
Sm ith, P resident of th e  L ou isian a  So-
CA L IFO R N IA
The Los A n geles Chapter of the C alifor­
n ia  S tate  S oc iety  of Certified P ublic Ac­
countan ts he ld  a  m eetin g  on Septem ber  
14, at w h ich  there w as a record a tten d­
ance of 90. M. J. B oedeker, receiver of 
th e  John F . F orb es M edal in  1929, gave  
a  ta lk  on th e  su bject of “A ccou nting  
fo r  R eceivers.” W . H . De Sellen , ch ief  
accountant for th e  R eceiver of a  large  
concern, d iscu ssed  th e  books and  form  
of report for  a  R eceiver, and  Mr. K en t 
A llen , a ttorn ey , d iscussed  leg a l p h ases  
o f  accou nting  for R eceiversh ip s.
Form al presen tation  of a  charter to  th e  
F resn o  Chapter o f th e  C aliforn ia  S ta te  
Society  w as celebrated a t  the S u nn yside  
C ountry Club, F resn o , on  Saturday, 
October 17, 1931. T he afternoon  w a s  
devoted to  g o lf and sig h t-see in g  fo r  those  
not in terested  in  th a t sport.
D u ring  th e  course o f d inner th e  char­
ter  w as presented  by W alter K. M itchell, 
president of th e  C aliforn ia  S ta te  Society , 
w ho spoke on th e  S ta te  so c iety  and its  
w ork in  behalf o f th e  p rofession  of ac­
countancy. D u rin g  th e  d inner and a t a  
round-table d iscu ssion  im m ed ia te ly  fo l­
low ing , in terestin g  ta lk s  w ere m ade by
B . W . B ours and H . Ivor  T hom as, m em ­
bers of th e  S ta te  B oard of A ccountancy; 
Jam es E . H am m ond and M elv in  D. W il­
son , p residents, respectively , o f  th e  San  
F ran cisco  and L os A n geles C hapters; Jo­
sep h  A. G arrett, secre ta ry  o f th e  L os A n­
ge le s  Chapter; W . C. G raves, director o f  
th e  C aliforn ia  S ta te  S o c iety ; and  H arry  
J. Cooper, form er p resid en t o f th e  C ali­
forn ia  S ta te  Society .
D u ring  th e  round-table d iscu ssion  th e
ciety , presented  h im  in  th e  nam e o f th e  
S o c iety  w ith  a  so lid  ivory, silver-m ounted  
gavel inscribed , “P resented  to  H enry J. 
M iller, P resid en t of T he A m erican Society  
o f  Certified P ublic A ccountants, by  th e  S o ­
c ie ty  of L ou isian a  Certified P ublic A c­
countants, October 27, 1931.” P resident  
Sm ith  a lso , according to  th e  records, pre­
sen ted  Mrs. M iller w ith  a box o f beautifu l 
roses. H av in g  transacted  th is  routine  
b u sin ess th e  report add s th a t refresh ­
m ents w ere served  and a  v ery  p leasant 
ev en in g  w as had by  a ll.
E ven  though  no  one in  connection  
w ith  th e  ann ual m eetin g  of T he A m eri­
can Society  to  be held  n ext year a t In ­
d ia n a p o lis becom es so  obstreperous as to  
require the P resid en t to  use th is  gavel, it  
w ill in  years to  com e con tin u a lly  serve  
to  rem ind h im  o f th e  fact th at h is  own  
State  Society  appreciated him  to  th e  ex­
ten t of recogn izin g  th a t in d irectly  at 
lea st th e  S ta te  S ociety  had been honored  
by h is  e lection  to  th e  p residency  of th e  
national body.
lad ies w ere en terta in ed  a t  bridge, 
Mrs. B. B ours, o f San  F ran cisco , car­
ry in g  off first honors. T he rem ainder of 
th e  ev en in g  w as sp en t in  dancing.
T h e  F resn o  accou ntants expressed th e ir  
sin cere  g ra titu d e  to  the v is it in g  m em bers 
of th e  S ta te  S ociety  fo r  a  w onderfu l in ­
augu ration  and th e ir  m ost generou s offers 
of cooperation  in  m atters re la tin g  to  th e  
fu tu re w elfare  o f th e  n ew  chapter.
IL L IN O IS  
A t th e  annual m eetin g  of th e  I llin o is  
S ociety  o f Certified P ub lic  A ccountants, 
held  on Septem ber 25, th e  fo llow in g  offi­
cers and d irectors w ere elected  fo r  the  
e n su in g  year: P resident, W . H . A nder­
sen ; V ice-P resident, John P . D aw son; 
Secretary-T reasurer, H om er L. M iller; 
D irectors, H iram  T. Scovill, R obert E . 
Payne, E . B . M cGuinn and  G eorge D. 
W olf.
M A SSA C H U SETTS  
T he Septem ber m eetin g  of th e  M assa­
ch u setts  S o c iety  o f Certified P ub lic  Ac­
countants, Inc., w a s devoted to  a  d iscus­
s io n  of “V erification  of In ven tories” un­
der th e  d irection  o f M essrs. A rthur W . 
Yardley, N. Cary H ayw ard, R a le igh  I. 
G lynn, F rederick  L. P atton  and D onald  
L. T rouant.
M ICHIGAN  
T he M ichigan A ssoc ia tion  of Certified  
P ublic  A ccou ntan ts m et on T hursday eve­
n ing, October 15, 1931, a t  6:30, a t the  
Cadillac A th le tic  Club. Mr. Carl H . Chat­
ters, D irector o f th e  M unicipal A dvisory
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“I’ll see it through 
if you will!”
 
" T H E Y  te ll  m e  th e r e ’s five o r  s ix  m illio n  o f  
u s—-out o f  jo b s.
“ I k n o w  th a t ’s n o t y o u r fa u lt ,  a n y  m o re  th a n  i t  is 
m ine.
“ B u t th a t  d o esn ’t  c h a n g e  th e  f a c t  th a t  som e o f  u s  
r ig h t  n o w  a r e  in  a  p r e t ty  to u g h  sp o t— w ith  fa m ilie s  
to  w o rry  a b o u t— a n d  a  w o rk le ss  w in te r  a h e a d .
“ U n d e rs ta n d , w e ’r e  n o t b eg g in g . W e ’d  r a th e r  
h a v e  a  jo b  th a n  a n y th in g  e lse  y o u  c a n  g ive  us.
“ W e ’re  n o t s c a re d , e i th e r . If  yo u  th in k  th e  good  
o ld  U. S. A . is in  a  b a d  w a y  m o re  th a n  te m p o ­
ra r ily ,  ju s t  t r y  to  f ig u re  o u t som e o th e r  p la c e  y o u ’d 
r a th e r  b e .
“ B ut, u n til  tim es  d o  lo o sen  u p , w e ’ve  g o t to  h a v e  
a  l i t t le  h e lp .
“ So I ’m  a sk in g  yo u  to  g ive  u s  a  l if t ,  ju s t  a s  I w o u ld  
g ive  o n e  to  you  if  I s to o d  in  y o u r shoes a n d  y o u  in  
m ine.
“ N ow  d o n ’t  sen d  m e  a n y  m o n ey — t h a t  isn ’t  th e  
id ea . D on’t  ev en  sen d  a n y  to  th e  C o m m ittee  
w h ich  signs th is  a p p e a l.
“ T h e  b e s t  w a y  to  h e lp  u s  is  to  g iv e  a s  g en e ro u sly  
a s  y o u  c a n  to  y o u r lo ca l w e lf a re  a n d  c h a r i ty  o r ­
g an iza tio n s , y o u r  co m m u n ity  c h e s t o r  y o u r e m e r­
g en cy  re lie f  co m m itte e  i f  yo u  h a v e  one.
“ T h a t’s m y  s to ry , th e  r e s t  is  u p  to  you .
“ I’ll see  it  th ro u g h — if  yo u  w il l !”
— U n em p lo yed , 1931
T H E  P R E S ID E N T ’S O R G A N IZ A T IO N  O N  U N E M P L O Y M E N T  R E L IE F
W a lte r  S. G ifford , D irec to r
C O M M IT T E E  O N  M O B IL IZ A T IO N  O F  R E L IE F  R ESO U R C ES
O w en  D . Y oung, C hairm an
T h e P res id en t’s  O rg a n iza tio n  on U n em p lo ym en t R e lie f  is  n on -po litica l a n d  non-sectarian , i t s  p u rp o se  
is  to  a id  lo ca l w e lfa re  a n d  re lie f  ag en cies e v e ry w h e re  to  p ro v id e  fo r  lo ca l n eeds. A l l  fa c ilitie s  fo r  th e  
n a tio n -w id e  p ro g ra m , in c lu d in g  th is  a d ve r tisem e n t, h a ve  been  fu rn ish ed  to  th e  C o m m ittee  w ith o u t cost.
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Council of M ichigan, w as th e  speaker of 
the even ing.
NEW  JE R SE Y
T he Society  of Certified Public Ac­
countan ts of th e  S ta te  o f N ew  Jersey  
m et a t  th e  D ow nton Club, N ew ark, at 
6:30, on M onday even ing, October 26, 
1931.
F o llow in g  a  form al bu siness session  
th e  en tire  m eeting, sponsored by th e  
C om m ittee on C lassification  of A ccount­
ancy  Serv ices and Certificates, w as de­
voted  to  a  d iscu ssion  of th a t subject. A  
report of th e  com m ittee  prev iou sly  had  
been se n t to  th e  m em bers so th at they  
w ould be prepared to  p articipate  in  th e  
discussion . A fter  len g th y  and in terest­
in g  d iscu ssion  on th e  subject a  reso lu ­
tion  w as passed approving w ith  m inor  
changes, th a t part of th e  report re la tin g  
to  C lassification , lea v in g  th e  question of 
certificates for  la ter  consideration .
NO RTH  CAROLINA
T he T w elfth  A nnual M eeting of the  
N orth  Carolina A ssocia tion  of Certified  
P ublic  A ccountants w as held  a t D uke  
U n iversity , Durham , on October 22, 23, 
and 24, 1931.
T he fo llow in g  officers and  directors 
w ere e lected : P r e s i d e n t ,  G eorge H. 
E m ery, S ta tesv ille ; V ice-P resident, N eal
S. Z eigler, C harlotte; Secretary-T reas­
urer, Thos. P. Zum Brunnen, Salisbury. 
D ir ec to rs: H. G. B rubaker, Charlotte, 
L eslie  A. H eath, Charlotte, Jam es I. 
M ason, A sheville , and J. B ever ly  Red­
ford, Durham .
OHIO
T he F a ll M eeting of th e  Ohio Society  
of Certified Public A ccountants w as held  
a t  th e  M iam i V alley  Golf Club, D ayton, 
on F rid a y  afternoon  and Saturday, Sep­
tem ber 25 and 26, 1931, w ith  th e  largest  
a tten dan ce in  th e  h isto ry  o f the. Ohio 
Society .
T h e  O hio S o c ie ty  Cham pionship Golf 
T ournam ent w a s held  on F rid a y  a fter ­
noon w ith  forty-eight co n testa n ts  en ter­
in g  from  the five S ta te  chapters. D uring  
th e  rem ainder of th e  afternoon , those  
not p artic ip atin g  in  the tournam ent held  
in form al conferences in  th e  Club H ouse. 
A t 6:30, a  boy scout bugler from  Scout 
H eadquarters sounded “M ess” and over 
one hundred m em bers and gu ests  ga th ­
ered at the banquet w h ich  preceded the  
even in g’s en terta inm ent. Gordon S. B a t­
te lle , p resident o f  th e  D ayton  Chapter, 
presided as toastm aster.
A fter  th e  banquet a shadow -graph p lay­
le t  in  th e  form  of a  te lev is io n  broadcast, 
w ritten  and produced by  Gordon S. B at­
te lle , w a s g iven  by m em bers of th e  D ay­
to n  Chapter, a ss isted  by tw o  you n g  la­
d ies on th e  staff o f one o f th e  D ayton  
m em bers.
F o llo w in g  th e  p lay let, Mr. George P. 
Chandler, Secretary  of th e  O hio Cham­
ber o f Commerce, Colum bus, delivered a  
v ery  in terestin g  and educational address  
on th e  subject o f “T he N ew  In tangib le  
T ax L aw  of Ohio.” In  closin g , Mr. 
Chandler d igressed  from  h is  subject long  
enough  to  rela te  th e  inefficiency of the  
accounting  system  em ployed by th e  S tate  
of Ohio, and asked th e  cooperation  of the  
Ohio Society  in develop in g  a  m odern, ef­
ficient, bookkeeping sy stem  for th a t State.
T he b u sin ess sess io n  o f th e  so c iety  w as  
held on Saturday m orning, a t w h ich  tim e  
reports w ere m ade by th e  officers and  
v ariou s com m ittees. A n esp ec ia lly  sp len ­
did report w as presented  by th e  retir in g  
president, Gordon S. B attelle , w ho has  
served  th e  Ohio Society  in an  official 
capacity for  th e  la st th ir teen  years and  
w h o w ould not perm it h is  nam e to ap­
pear on th e  ba llo t for reelection .
Officers elected  w ere: P resident, B. G. 
Graham , C incinn ati; V ice-P resident, C.
E. F landers, C leveland; Secretary-T reas­
urer, H. W. Cuthbertson, D ayton ; D irec­
tors: J. D. C herrington, C incinn ati; H. 
C. M iller, Colum bus; C. H . Wi dem an, To­
ledo, and Gordon S. B a tte lle , Dayton.
A fter luncheon , W alter  D. W all, C. P. A., 
Colum bus, d iscussed  the new  in tangib le  
ta x  law  of Ohio from  th e  accountants’ 
view point. R obert E. W arren, C. P. A., 
of C leveland, brought to  th e  atten tion  
of th ose  present th e  va lue of c lassification  
and certification  of accou ntants’ serv ices.
A  round-table d iscussion  w as conducted  
b y  W alter  A. Coy, C. P. A., of Cleveland, 
on “T h e  E n la rg in g  F ie ld  for  A ccountancy  
Services.” T he subject w as divided in to  
th ree  groups, first, “C om m ercial A rbitra­
tion ,” on w hich  top ic  G eorge R. Lamb,
C. P. A., C incinnati, C hairm an of th e  
Ohio S ociety ’s C om m ittee on A rbitration , 
presented  a  v ery  in terestin g  address; 
second, “A ccountants a s  R eceivers,” by  
Mr. John L. R ich ie, Secretary of th e  Cin­
cin n ati Credit M en’s  A ssocia tion ; th ird , 
“'Putting th e  A ccountant B efore the Pub­
lic ,” by Mr. H ow ard E gbert, A d vertisin g  
M anager o f th e  D ayton P ow er and L ight 
Company.
T he g o lf tournam ent resu lted  in  the  
D ayton Chapter w in n in g  the Ohio So­
c ie ty  trophy, w h ich  is  to  be held  u n til 
the 1932 F a ll M eeting w h ich  is  scheduled  
for C leveland.
T he Colum bus Chapter of th e  Ohio 
S ociety  held  a m eetin g  on Septem ber 30,
1931, in  th e  Ion ian  R oom  of th e  Deshler- 
W allick  H otel, a t  w h ich  Mr. Raym ond  
Link, V ice-P resident of Banc-Ohio, ta lked  
on “T rends in  B ank ers’ R equ irem ents for  
A ccou ntan ts’ R eports.” T here w as a lso  
a  resum e o f  th e  fa ll m eetin g  of the Ohio 
S o c iety  w h ich  w as fo llow ed  by a d iscu s­
sion  of th e  new  O hio T ax  Law.
A t a m eetin g  held  at the D eshler-W al­
lick  on October 28, 1931, P rofessor Jacob
B. Taylor, Chairm an of th e  A ccounting  
D epartm ent at Ohio S tate  U n iversity , 
discussed  “M odern A ccounting E duca­
tio n .”
P E N N SY L V A N IA  
T he P ittsb u rgh  Chapter of th e  P en n sly ­
van ia  In stitu te  of Certified P ublic Ac­
countan ts m et a t  th e  K eystone A th letic  
Club, October 16, 1931, a t  6:30 P. M.
A fter  d inner a sh o rt bu sin ess session  
w as held. V arious com m u nication s re­
ceived by th e  secretary  w ere presented  
and reports of officers and com m ittees  
w ere heard.
W ASHING TO N
A t a recent m eetin g  of th e  W ash in gton  
S ociety  of Certified P ublic A ccountants, 
th e  so c iety  endorsed a  proposal o r ig in a lly  
presented  to  th e  Spokane Chapter by L.
F. R einhard. T he letter  addressed to  th e  
p resident of th e  W ash in gton  Society  by 
Mr. R einhard  is  fo llow s:
In  com pliance w ith  in stru ction s of 
Spokane Chapter I w ill endeavor to  out­
lin e  th e  in form ation  desired from  the  
m em bers o f  th e  associa tion  in  support of 
proposed am endm ents to  R evenue law  
as o u tlin ed  in  m y letter  addressed to  the  
chapter, w h ich  w as reprinted quite ex­
te n s iv e ly  in  th e  K ip lin ger T ax letter  of 
Septem ber 19th on th ird  page.
A t th e  su g g estio n  of Senator D ill, w ith  
w hom  I had th e  m atter  up, an am end­
m ent as proposed in  m y letter  w ill be 
sen t to  th e  S enate C om m ittee hav in g  tax­
a tion  in  charge; to  be ready to  be pre­
sen ted  in  W ash ington , D. C., Decem ber
1, 1931.
D efin ite in form ation  should  be fur­
nished  in  support thereof as fo llow s:
A  brief sta tem en t of each ca se  sub­
m itted  of th e  erroneous incom e ta x  or 
other tax  collected  by th e  C om m issioner  
o n  th e  stren g th  o f h is  regu lations, w here  
sam e have  been declared contrary to  law , 
and w h ere  refund of su ch  ta x  collected  
has been refused  on account of present 
s ta tu te  of lim ita tio n s, or of th e  Com m is­
sion er’s  d isregard o f  Federal Court De­
cisions.
To illu s tra te  I w ill c ite  cases w h ich  I 
sh all report.
(1 )  Claim  for refund denied because  
C om m issioner refu ses to  fo llo w  order of 
F ederal Court, ou tsid e of its  particu lar  
distr ict, a lth ou gh  case has not been ap­
pealed. A  D ecision  of F ederal Court of 
E astern  D istr ic t of W ash ington , th e  Com­
m ission er  holds is  not b in d in g  on him  
in  th e  W estern D istr ic t of W ash ington  or 
anyw here e lse, except w ith in  th e  lim its  
of E astern  D istr ic t of W ash ington .
(2 ) A  cla im  for refund based on F ed­
eral Court D ecision  rev ersin g  B T A  w as
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THE ETHICS OF A PROFESSION
By A. P. Richardson
A sane, well-informed and practical discussion of the opinions of accountants as to what 
constitutes ethical practice in their profession. In a conversational manner the book 
explains the various tenets in the creed of the profession of accountancy, and shows 
what temptations confront the accountant. 16mo., 159 pages. Price, $1.50.
C. P. A. LAWS OF THE UNITED STATES
Compiled by the American Institute of Accountants.
This is the only available collection of the full text of all of the laws governing the 
certification of public accountants in all of the states and territories of the United 
States. The text of each law included in the volume has been verified by competent au­
thority in the state of origin. This book should prove of great value to students of ac­
counting and to accounting firms with offices in more than one state. Limited edition.
8vo., 247 pages, $3.00.
Its Control Through Accounts
By George E. Bennett, Ph.D., L.L.M., C.P.A.
This book explains the legal aspects of fraud as it affects accounting; shows how to detect 
fraud through accounts; and suggests general remedies to prevent fraud through the 
utilization of the principles of “internal check.” It tells what methods should be used 
in an audit, what details are important for installing an accounting system, and what is 
the quickest way to uncover a suspected fraud. Royal octavo, 132 pages. Price, $1.50.
ACCOUNTING TERMINOLOGY
Preliminary Report of a Special Committee.
This glossary of accounting terms is a compilation of 600 definitions which have been 
prepared by a special committee of the American Institute over a period of ten years. 
Although many of the definitions cannot be considered as final, the volume as a whole 
reflects the present-day usages of the vocabulary of the profession. It should be of ines­
timable value to professional accountants as well as to students. Royal 8vo., 126pp. $1.50.
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denied, because th e  c la im  w as not filed  
w ith in  tim e, a lth ou gh  filed w ith in  s ix ty  
days from  date of Court D ecision .
To quote, “U pon taxpayer’s  fa ilu re  to  
file su ch  a  p etitio n  (an  appeal to  U n ited  
S ta tes Court o f A ppeals) for  rev iew  the  
duty of th e  C om m issioner to  a ssess  the  
deficiency by th e  Board w a s m andatory  
an d  "no m atter how  m eritorious, a cla im  
for  abatem ent or  refu nd cannot be con­
sidered .”
“T his section  of th e  law  S ection  284
(d )  A ct of 1926 undoubtedly w ill im pose  
a hardship  in  som e cases, but from  a  
read in g  of th e  report o f th e  S enate Com­
m ittee  on  F in ance, e tc .”
B ecau se  cost o f appeal, $750.00, on  a  tax  
of $1,169.11 m ade it  im practicab le  to  
further appeal th e  case, taxpayer lo ses  
en tire  am ount.
(3 )  I have papers in  connection  w ith  
incom e and cap ita l stock  ta x  of M ining  
Com pany. C apital stock  tax  u n it placed  
valu ation  o f $568,000.00 on property for  
capita l stock  ta x  purposes. Incom e tax  
u n it placed va lu a tio n  o f $21,000.00 on sam e  
property f or dep letion  purposes. A  re­
qu est to  th e  D epartm ent th a t both  
bureaus sh ou ld  u se  sam e v a lu ation  w as  
denied  n otw ith sta n d in g  it  w a s adm itted  
by cap ita l stock  ta x  u n it th a t va luations  
should  be not m a ter ia lly  less.
A t a h earin g  o f  th is  case  before Spe­
c ia l A d visory  C om m ittee th is  m atter  w as  
brought up and ta k en  up w ith  cap ita l 
stock  ta x  u n it w h o finally  agreed  th at  
v a lu ation  used by  incom e tax  u n it should  
be used by th e ir  bureau a n d  asked that  
cla im s for refund be filed. Such c la im s  
w ere filed im m ed ia te ly  on  m y return  to  
S p ok an e w ith  th e  resu lt th a t one claim  
w as prom ptly  paid , but four c la im s w ere  
rejected  as h av in g  been filed too  la te.
(4 )  In th e  M cLarry case C om m ission­
er  w ith h eld  h is  acquiescence to  th e  de­
c is io n  of C ircu it Court o f  A ppeals from  
F ebruary 11, 1929 u n til M ay 28, 1931.
See Memo 3879 dated June 8, 1931. Dur­
in g  a ll th is  tim e  benefit of d ecision  o f  
Court w as denied other taxpayers than  
one d irectly  affected by Court D ecision . 
C om m issioner’s  delay a lso  deprived tax ­
payers for  tw o  y ears of r ig h t to  file  
cla im  for refund on account of present 
sta tu tes  o f  lim ita tio n s.
Query: W here h as C om m issioner been  
granted r ig h t to  use  h is  ow n judgm ent 
w h eth er he w ill fo llow  orders of Court?
W here h as C om m issioner been granted  
r ig h t to  d ifferentiate  betw een  taxpayers?
I b e lieve w ith  above in form ation  on 
hand a ll p ractition ers w ill be able to  c ite  
sim ila r  cases w ith in  th e ir  experien ce and  
fo rward papers in  cases c ited  to  be as­
sem bled in  proper form  to  S enate  F in ance  
Com m ittee.
It m ust be understood th a t i t  is  hard ly  
to  be presum ed th a t th e  C om m issioner  
h im se lf h as personal know led ge of a ll
regu lations but rather th a t above condi­
tio n s  are  in  ex is ten ce  throu gh  ru lin gs  
of v ar iou s em ployees du ring a period of 
years.
W ISCO NSIN  
T he annual m eetin g  of th e  W isconsin  
S ociety  o f  C ertified Public A ccountants  
w as held on Septem ber 30, 1931, a t th e  
C ity Club, M ilw aukee.
Charles B. Couchm an, president of th e  
A m erican In stitu te  of A ccountants, w as  
th e  speaker of th e  even in g .
N ew ly  e lected  officers of th e  so c iety  
are: P resident, W illiam  C harles; Vice- 
P resident, C larence H . B e n to n ; Secre­
tary-T reasurer, John G. Conley. D irec­
to rs:  Fred C. K ellogg, A ndrew  P eterson , 
F red G. S tap les and Bernard F . Ma­
gruder.
STATE BOARD NEW S
T E N N E SSE E
A nnouncem ent is  m ade of th e  appoint­
m ent by G overnor H orton of th e  fo llow ­
in g  to  th e  S ta te  Board of A ccountancy: 
E dw ard S. E llio tt  and  C larence I. H ow ell, 
of M em phis, R obert L. B right, of K nox­
v ille , G eorge L. S tew art and D. E . Short 
of N ash v ille , w ho w ith  E. R. Thom pson, 
of C hattanooga, c o n stitu te  th e  C. P. A. 
m em bers of th e  Board. E dw in  H unt, of 
N a sh v ille , w as nam ed th e  a ttorn ey  m em ­
ber of th e  Board.
SHORT PR ESID EN TIA L TR IP
F o llo w in g  th e  M em phis m eetin g  of T he  
A m erican Society , P resid en t M iller, tak ­
in g  a l it t le  vacation  rest for th e  purpose  
of v is it in g  som e old fr iends, w as able to  
m eet the accou ntants in  th ree  different 
c ities.
Saturday noon, October 10, a  luncheon  
m eetin g  w a s held  a t N ash v ille , T ennessee, 
arranged by W m. L. M cFarland, Sr., and  
H ilary  H. Osborn, chairm an and secre­
tary  of the N a sh v ille  Chapter.
T hursday, October 15, he m et th e  ac­
countan ts a t K noxville  at a  d inner m eet­
in g  arranged by E llio tt  D. Adam s, chair­
m an, th e  secretary, G. A. C onnatser, be­
in g  out of the c ity.
F riday, October 16, w a s sp en t w ith  the  
A ccountants Club o f B irm ingham , A la­
bam a, a t a  d inner m eetin g  at the B ank­
head H otel, w h ich  m eetin g  had been ar­
ranged by C. H. M oses, president of the  
A labam a Society , and W. J. C hristian, 
m em ber of the A labam a Board of Ac­
countancy.
E ach of th e  m eetin gs w as w ell attended. 
P resid en t M iller outlined  severa l of the  
variou s serv ices rendered by T he A m eri­
can Society , urged stronger local coopera­
tion  through  chapter organization  and  
th e  stren g th en in g  o f  S ta te  so c ieties  by  
th e  a c tiv e  efforts o f  a ll local chapters.
ANNOUNCEMENTS
C. E. Neff & Com pany, Certified P ublic  
A ccountants, announce th e  rem oval o f  
th e ir  offices to  36 Peterboro Street, De­
tro it, M ich.
H orw ath & H orw ath announce th e  re­
m oval of th e ir  P h ilad elp h ia  office to  th e  
F ra n k lin  T ru st B uild ing, C hestnut at 
F ifte en th  Street.
W ayne K endrick, C. P. A., announces  
th e  ad m ission  to  partnersh ip  of T. D elos  
Paxm an, M aurice A. M artin, John H. 
Sim on and L aurence O. M anley, Certified  
P u b lic  A ccountants. T he b u sin ess w ill 
b e  conducted under th e  firm nam e o f  
W ayne K endrick  & Com pany, R u st B u ild ­
ing, 1001 15th Street N. W., W ash ington ,
D. C.
C lin ton  C ollin s, Jr., F ran k  C ollins a n d  
W illiam  R. C ollin s announce th e  open in g  
of an office for th e  practice  of account­
ancy  under th e  firm  nam e of C ollin s and  
C ollins, 516 L iberal S avin gs B u ild ing , 26 
E a st S ix th  Street, C incinnati, Ohio.
G eorge W. R ossetter  & Co., Certified  
P ublic A ccountants, 33 N orth  L a Salle  
Street, Chicago, announce th e  form ation  
of a  N ew  York partnersh ip  to  be k n ow n  
as R ossetter , Cook & Co., C ertified P ublic  
A ccountants, C ity  B ank  F arm ers T rust 
B u ild in g , 20 E xchange P lace, N ew  York  
C ity , w ith  H ow ard B. Cook, C. P . A., a s  
R esid en t P artner.
R obert D ou glas & Company, Certified  
P ublic  A ccountants, announce th e  re­
m oval o f th e ir  offices to  1 F ed era l S treet, 
B oston , M ass.
NOTES
C olonel R obert H. M ontgom ery ad­
d ressed  th e  Seventeen th  A nnual C onven­
tion  of th e  A m erican A ssoc ia tion  of P er­
sonal F in a n ce  C om panies on F riday, 
October 23, on th e  subject of “A ccou nting  
— a B u sin ess E ssen tia l.” T he convention  
w as held  in  th e  U n ited  S ta tes Cham ber  
of C om m erce B u ild ing , W ashington,
D. C.
L ew i G luick, conductor of our “T a lk in g  
Shop” departm ent, is  In structor in  A d­
vanced  Problem s, D epartm ent of A ccount­
in g  and F in ance, St. John’s  College, 
B rooklyn, N ew  York.
J. A. B oulay, C. P. A., of M inneapolis, 
M innesota, h as been appointed so le  ref­
eree to  determ ine th e  issu es upon an  
accou n tin g  betw een  tw o  litig a n ts . T he  
accou n tin g  in vo lves a  num ber o f real 
esta te  transactions, co llection  of ren tals, 
paym ent o f expenses, borrow ing, etc., the  
tran saction s ex ten d in g  over  a  period of 
e ig h t years.
NEW  BUS I NESS  EQUIPMENT
that Assures...
GREATER NET PROFITS
R EMINGTON R a n d  has always rec­
ognized that office equipment and 
methods should keep pace with ever- 
changing business conduct. In the 
past few years, particularly, Reming­
ton R and has made marked progress 
in modernizing vitally important bus­
iness aids.
A  few o f these outstanding develop­
ments are illustrated here... each one 
designed to provide maximum effi­
ciency, economy and greater net prof­
its at the task for which it is in­
tended.
Let us show you how simply and ef­
fectively greater net profits can be 
had by modernizing your office mach­
ines and office systems. The Reming­
ton Rand man in your city will gladly 
demonstrate what Remington R and 
new business equipment can do in the 
way o f saving you money which is 
now  unnecessarily . . . and perhaps 
unknowingly . . . being wasted. T he 
coupon will bring him to your office 
with proof.
Remington Rand, Buffalo, New York. 
Offices in all principal cities.
NEW  REM INGTO N RAND 
ACCO U N TIN G  MACHINE
Unit posting for banks, payroll 
and many commercial uses.
LOOSE LEAF
New light weight, heavy duty binder for 
use as a sales catalog, price book, etc.
TW O NEW  FILING 
SY STEM S 
One . . . automatic with 
colored keyboard for ac­
curacy and speed.
R E M I N G T O N  C O M ­
P LE T E LY  E L E C T R IF IE D  
A CC O U N TIN G  M ACHINE
Two . . .a  direct alpha­
betic system with greater 
expansibility.
SAFE-LEDGER TR A Y  
Protection for ledger rec­
ords . . .  at point o f  use.
SA F E -K A R D E X  
Certified fire protection 
for Kardex Records. KARDEX BO O K  
U N IT S 
New convenient hous­
ing for personal records.
N EW  K A R D E X  
CABINET 
Gives greater strength, 
durability and ease of 
operation.
A R ISTO C R A T 
F IL IN G  C A B ­
IN ETS designed 
to save floor space 
without sacrifice of 
capacity.
N EW  V IS IB L E  
RECORD BOOK 
Combining the advantages 
of loose leaf and visible 
methods of record control.
R EM T IC O  N EW  P R O ­
C E S S  R IB B O N S  A N D  
CARBONS
Remington Rand Y o u r  representative may call and prove to me how Remington Rand new business equipment can produce greater net profits.
N a m e ___________________________________________________________
Address____________________________________________ _ _________ __
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B U R R O U G H S
N E W  B O O K K E E P I N G  M A C H I N E
FOR GREATER SPEED 
AND EASE IN POSTING
T h is n ew  d evelop m en t com b in es the sp eed  o f  cylinder  
platen p o stin g  w ith  the ease and accuracy o f  flat, 
front-feed  in sertio n  and a lignm ent. T h e  tim e required  
for  in sertin g , a lig n in g  and rem ovin g  form s is  reduced  
to  a m inim um . O perator fatigue is  greatly lessen ed .
B esides p o stin g  tw o  or  m ore record s in  com b in ation , 
o n  such ap p lication s as accounts receivable, accounts  
payable, p ayroll, gen era l led ger, d istribu tion , stock  
records and so  on , the m achine a lso  p rov id es a full- 
w idth  p r o o f journal co n ta in in g  a co m p lete  transcript 
o f  all the p o stin g s.
P h o n e  the lo ca l B urroughs office for  a d em on stration , 
or  w rite  for  sp ecia l d escrip tive folder.
F R O N T  FEED  
C A R R I A G E
T h e  op era to r , sea ted  at th e  
m a ch in e , u se s  o n ly  o n e  h a n d  to  
in sert, a lig n  an d  r e m o v e  fo rm s. 
T h ere  is  n o  n ecess ity  fo r  rea ch ­
in g  to  turn  fo rm s aro u n d  th e  
p la ten . T h e  jo u rn a l, r e m a in in g  
in  th e  m a ch in e , au to m a tica lly  
sp a ces up  after ea ch  p o s t in g .
B u r r o u g h s
B U R R O U G H S  A D D I N G  M A C H IN E  C O M P A N Y , 6 4 0 1  S E C O N D  B L V D .,  D E T R O IT , M IC H .
B A C K E D  B Y  W O R L D W I D E  B U R R O U G H S  S E R V I C E
W H E N  A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T
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To those who 
plan to take 
the next C.P.A. examination
I N  addition to  its regular 
Course, the In ternational 
A c c o u n ta n ts  S o c ie ty , In c .,  
o f f e r s  a s p e c ia l  C o a c h in g  
Course for A ccountants who 
a r e planning to  take  the  C. P . 
A . Exam ination.
This Course will be supplied 
only to  those who are already 
c o m p e te n t  a c c o u n ta n ts ,  as 
no  a tte m p t is m ade to  teach 
g e n e ra l  a c c o u n t in g  in  th is  
c o u rs e .  T h e  in s t r u c t io n  is 
pointed  directly a t  the  C. P.
A. Exam ination.
S o m e th in g  m o re  t h a n  a 
know ledge  of a c c o u n tin g  is 
necessary to  insure success in 
the  exam ination room.
Solving exam ination p ro b ­
lems is vastly  different from 
t h e  u s u a l  w o rk  of m a k in g
P a rticu la rly  noteworthy 
features o f the tra in in g  are:
100 problem s in  P rac tica l A ccounting 
w ith solutions an d  com m ents
100 questions an d  answ ers in A ccount­
ing Law
100 questions and  answ ers in A uditing
100 questions an d  answ ers in  T heory  
of A ccounts
E labo ra te  explanations an d  com m ents 
th a t  include, in  add ition  to  th e  finished 
s ta te m e n ts  o r  solutions, such item s as 
suggestions for “N o tes to  th e  E xam in e r,” 
w orking sheets, side calculations, use of 
p roper term inology, an d  discussions of 
au th o rita tiv e  opinions.
P roblem s an d  questions (1 ) ac tu a lly  
used in a  C. P . A. o r an  A. I . A. exam ina­
tion , or (2 ) specially p repared  to  tra in  
th e  cand idate  in hand ling  certa in  p o in ts 
likely to  be encountered  in th e  exam ination .
Personal correction, criticism , and  g rad ­
ing of every  exam ination  p ap er b y  a 
Certified Public A ccoun tan t who h as h im ­
self passed th e  C. P . A. exam ination . 
T h ere  a re  sixteen such Certified Public 
A ccountan ts on th e  A ctive F a c u lty  of th e  
In te rn a tio n a l A ccoun tan ts Society, Inc.
audits, installing system s, o r 
c o n d u c tin g  in v e s t ig a t io n s .  
M any m en w ith little  or no 
practical experience can solve 
C. P . A. p rob lem s rea d ily — 
m a n y  o th e r s  w ith  y e a rs  of 
experience flounder pitifully in 
the  exam ination room. W HY? 
The candidate is required to  
work a t  top  speed. H e m ust 
work w ith lim ited inform ation. 
H e  h as  to  c o n s tru c t  d e fin i­
tions. Very often it  is neces­
sary for him  to  use unusual 
working sheets.
T h e  C. P .  A . C o a c h in g  
Course given by the In te rn a ­
tio n a l A cc o u n tan ts  Society , 
I n c . ,  p re p a re s  you  to  m eet 
such conditions. The fee is $42, 
and the  tex t consists of tw enty 
lessons.
A S P E C IA L  boollet, “How to Prepare fo r  the C. P . A . E x a m i n a t i o n ," is now ready fo r  those who are interested. For a free copy, ju s t  w rite your name and address below and m ail.
I n t e r n a t i o n a l  A c c o u n t a n t s  S o c i e t y , Inc.
A D ivision o f  the A L E X A N D E R  H A M ILTO N  IN ST IT U T E
To the In te rn a tio n a l A ccountan ts Society, Inc., 3411 South  M ichigan A venue, Chicago, Illinois.
Send me th e  special booklet, "H ow  to  P repare  fo r th e  C. P . A . E x am ina tion ."  
which describes your special Coaching Course for A ccountants.
N am e .... ..................... ......... ........................................ .................Com pany.
Address _______  ____________ __ ___ _ _ ____ __________ ______
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“M any persons m igh t have attained to wisdom had 
they not assumed tha t they already possessed it.”
— S e n e c a .
PRESIDENTS COLUMN
WHAT MORE CAN YO U  DO?
A R E you a  m em ber of your S ta te and N a­
tional organization of Certified Public Account­
an ts?  Do you a ttend  m eetings, fra tern ize  w ith  your 
fellow practitioner, partic ipa te  in discussions, and as­
sim ilate the  ideas of o thers? Do you serve on com­
m ittees, and perform  th e  work assigned you, giving 
your tim e and effort to  help accomplish the  purposes 
of the  com m ittees? Do you contribute your thought 
to  your official publication, fo rw ard ing  your experi­
ences or solutions to  problems of the  profession as 
you conceive them — or do you subm it your ideas 
d irect to  your President, Secretary  or Board of Di­
rectors? Do you, w ithout stin ting, give the  very best 
th a t  is in you, honestly and sincerely striv ing  to  help 
your profession through  your S ta te  and national 
organizations— doing the  job th a t  is yours to  the 
lim it of your ability  ?
If  you do any one of th e  above you a re  serving your 
profession. The dues-paying m em ber, th e  regular 
a tten d an t a t  m eetings, th e  committee m an, the  con­
trib u to r of ideas to  m agazine or directorate, th e  mem­
ber who applies him self unselfishly in any and all de­
partm en ts of S ta te  and national organization work, 
fulfills in vary ing  degrees some of the  obligations he 
owes his profession.
W hat m ore can you do ?
There is a  task , which should be undertaken by 
every member, regardless of w hat pa rticu la r type of 
activ ity  he prefers. I t  is a  task  interlocked w ith 
membership. I t  is a  ta sk  vital to  the  organization 
and the  accomplishment of its  objectives. I t  is a  
task  not always pleasing, bu t its  perform ance is a 
du ty  of every member, and well perform ed, m eans 
u ltim ate success rapidly  attained.
The s tren g th  of the  profession in a  S tate, is the  
s treng th  of its  S ta te  organization. The s treng th  of
the profession in the  United States, is the  streng th  
of its  national organization. The la rg e r the  mem­
bership, the  m ore pow erful the  organization, and 
when decisions are  made they  are  valuable in direct 
proportion to  the  num ber of its  members.
The individual, no m atte r  how competent, how 
highly respected, how influential he m ay be, can never 
m atch the  achievem ents of his organization. His 
voice is the  voice of bu t one; his organization speaks 
w ith  the voice of all. The weak and the  strong— 
united —  can accomplish Herculean tasks —  impos­
sible to  the  strongest individual in the  group.
I f  you would do more fo r your profession, take 
seriously your obligation to  secure new m em bers fo r 
your S tate  organization of Certified Public Account­
ants, and fo r your national organization, The A m eri­
can Society of Certified Public Accountants. They 
a re  your champions.
Commend them  to  every certified public accountant 
w ith whom you come in contact. Defend them  from  
u n ju st attack. S trengthen  them  by adding names to 
th e ir  rosters, fo r every new m em ber m eans g rea te r 
au thority , additional prestige, stronger united effort, 
and quicker achievem ent of the  ideals in t h e  hearts  
of certified public accountants.
H EN R Y  J. M ILLER.
TABLE D’HOTE GOVERNMENT
B y NATHAN B . WILLIAMS
T HE taxpayer is the  m an who pays the  “check” 
a t I’hotel du gouvem em ent.
Table d’hote governm ent is a  descriptive te rm  for 
governm ents— federal, S ta te  and m unicipal,— m odern 
style.
The governm ent bill of fa re  is th e  list of item s in 
the  cost of governm ent.
The “check” is largely augm ented by attem pts to  
cater to th e  frills, fads and fancies of th e  foolish.
One o rder of each of the  items on a dinner bill of a 
leading hotel recently footed up the sum of $115.70.
Quite one-half or m ore of th is  bill had no relation 
to  the  real sustenance needs of even th e  m ost cap ri­
cious appetite.
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The d isparity  between the p resent cost of govern­
m ent and w hat i t  reasonably should be, is alm ost as 
g rea t as between the cost of a  simple dinner and the 
en tire  hotel bill of fare , served table d’hote.
A m inimum  of paternal care and a modest pro­
vision of a  public n a tu re  fo r the  exigencies of exist­
ence, together w ith  guaran ties of reasonable security 
to person and property , is all th a t  the  citizen tax ­
payer desires from  his governm ent, w hether federal, 
S ta te  or municipal.
The citizen needs b u t a  simple meal, such as can be 
provided fo r a few  dollars even a t  the  m ost expensive 
places.
The num ber of servants and employees added to  
the  staff has greatly  increased.
H undreds of activities unknown to  governm ent a 
few years ago a re  now included in the  bill of fare .
We need to  avoid governm ental fa tty  degeneration.
To be healthy, governm ents m ust be kept actively 
lean and vigorous, and social san itation  be not neg­
lected.
Governmental activities m ust be in line w ith  our 
purses and desired by discrim inating citizenship.
THIS MUCH W E HAVE GAINED
T H E uses of adversity  m ay not be sweet, bu t they 
oftentim es a re  wholesome. I f  m ost of us are  
poorer in tangibles th an  we were in  1929, we are  
richer in intangibles. We are  less proud, less a r ­
rogant, less reckless, less bum ptious, less self-suffici­
en t in  sp irit. We are  m ore sym pathetic. We are  
m ore hum ane. We are  m ore humble. W e are  m ore 
charitable. We have less a rro g an t pride. We are  
less ex travagant. W e are  m ore thoughtful. We have 
a b e tte r perspective in life’s values. We have learned 
the em ptiness of ostentation. We have discovered 
th a t m ultiplication of possessions does not guarantee 
happiness, bu t th a t tru e  joy springs from  unselfish­
ness ra th e r  th an  selfishness and surfeit. F ro thy
frivolity  has lost much of its  glam or and g litte r ; we 
have a tru e r  appreciation of norm al hum an com­
panionship and friendship . We have shed artificiality  
and are  again  ourselves. Our bank accounts m ay be 
shallower, bu t we ourselves a re  deeper and broader. 
Poorer in purse, we a re  richer in  personality.
May i t  not well be th a t  our gains have outweighed 
our losses? —Forbes, fo r  October 1, 1931.
SUCCESS
U NDER date of November 19, the  Associated 
P ress carried the  following:
Bruce B arton las t n ig h t urged Am ericans to  aid 
the  unemployed fo r th e  fun they  would get out of it 
ra th e r  th an  out of a  sense of duty.
To illustrate  his theory , Barton, in a  radio address 
over a  Nation-wide hook-up, related th is  s to ry :
“The m ost successful person I  ever knew was a 
very simple, unpretentious woman. She never owned 
an automobile and never th ough t of w anting one.
“Y et she had a good tim e in alm ost every country 
on the  globe.
“H er income was only a  few hundred dollars a year. 
The secret was discovered when she died. H er sons 
and daughters w ent to  he r little  old desk a f te r  the  
funeral and looked a t  her check book.
“They held it  in th e ir  hands, th e ir  heads bowed in 
reverence. H er only idea about he r income was to  
get rid  of i t  as fa s t  as possible and m ake i t  do as 
much good as possible fo r as m any different people.
“Here was a $10 check to  a teacher in China, an­
other to  a  girl in trouble in Chicago. Checks to  boys 
and girls in college, little  checks, b u t they  reached 
thousands of lives.
“Soon a fte r  her death, le tte rs  and telegram s began 
pouring in from  all over the  world. She would have 
been very  much em barrassed.
“I  knew th is  happy-hearted little  lady very  well. I 
am  her eldest son.”
Talking Shop
A D E PA R T M E N T  CONDUCTED BY L. GLUICK, C. P . A.
ON E  of our correspondents recen tly  inquired w h y  th is  m agazine, esp ec ia lly  through  th is  depart­
m ent, w as g iv in g  so  m uch space to  th e  
N avy, and so  l it t le  to  th e  A rm y. “N one  
at a ll,” as he put it. T he answ er should  
be apparent, bu t w e w ill sta te  i t  an y­
how : N o  contrib utions concern ing  the  
A rm y have been received. W e gather  
from  th is  correspondent th a t h e  w as an  
A rm y m an; there m ust be severa l hun­
dred lik e  h im  in  our Society . W hy do 
not som e o f them  w rite  a r tic le s  on th e  
b u sin ess m ethods o f  th e  Arm y, a s  w e  
have tried  to do for  th e  N avy. Su rely
C olonels Carter and M ontgom ery are not 
th e  on ly  ones w ho could produce com ­
peten t essays.
Of course, for th e  la st  few  w eek s the  
N avy has been m ak in g  th e  front pages 
o f  th e  nation , due to  th e  unfortunate  
row  betw een  th e  P resident, Congress and  
a  w ell-in ten tioned  but ta c tle ss  outfit 
called  th e  N avy  L eague. T he B udget 
has been pared and A dm iral P ra tt m ade 
th e  n a ive  sta tem en t th a t la y in g  up 17 
w arsh ip s w ou ld  sa v e  w ear and tear. Or 
at lea st our new spaper sta ted  he sa id  it. 
You can’t be too  carefu l th ese  days; of­
ficials o f a ll k in ds are be ing  “m is­
quoted” ( ? ) .  A nyhow  som e cr itic  rep lied  
th a t d epreciation  w en t on  in  w arsh ips  
ju st th e  sam e a s an y  o ther m achinery, 
w h eth er used  or n ot; th e  ra te  m ig h t be  
s lig h tly  reduced, and operating costs  
e lim in a ted ; but depreciation  w as con­
stan t.
W e ta k e  th a t  la tter  a s sign ifican t, re­
gardless o f th e  N avy. Y oung as w e are, 
com paratively , w e  can recall th e  t im e  
w h en  depreciation  w as so m eth in g  th a t  
few  b u sin ess m en k n ew  or cared an y­
th in g  about. In  other words, u n til the  
R evenue A ct o f 1917 brought th e  incom e  
ta x  to the m ajority  o f b u sinesses, de­
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preciation w as som eth in g  for college pro­
fessors to ta lk  about but to w h ich  no 
editor w ould g iv e  space on h is front 
page. T oday w h ile  th e  princip les of de­
preciation  s t i l l  n eed expoun ding  (d id  
som e one sa y  p o u n d in g  ?) to m any peo­
ple, s t i l l  the m ajority  have at lea st a 
vague conception of w h at it  is  a ll about; 
and front page sto r ies  carry such  clear  
descrip tion  as th at above noted.
Of course, le s t  you get too  m uch en ­
couraged about th e  progress of account­
in g  in  the conciou sness of the public, 
consider th a t on ly  one in  ten  of the  
m en w e asked about th is  artic le  said  
he had read it.
T H E  C ircuit Court of Appeals, F ifth  
Circuit, in  th e  case  of th e  Central 
R eal E sta te  Com pany, handed dow n last  
M arch a  decision  w h ich  i s  o n ly  now  be­
g in n in g  to  m ake its e lf  fe lt. I f  you do 
not th in k  th at rea lty  m en feel i t  keen ly , 
ju st  take our w ord for  it ;  thed  do.
T he Court held  th a t A rtic les 1561 of 
R egula tions 69 and  561 of R egu lations  
74 are w rong in  g iv in g  taxpayers an  
option in  th e  trea tm ent of current 
charges on  unproductive property. A fter  
A ugust 6th taxpayers m u st take th e  de­
d u ctions currently . W e lik e  th e  decision .
T he Oxford P aper Com pany case  
(C ourt of C laim s) p resen ts am ong th e  
sp ecia l findings of fa c ts  a  balance sh eet. 
T he arrangem ent o f  th e  item s therein  
str ik es us as som ew h at curious, w e w on­
der if  it  is  standard for N ew  B runsw ick  
Corporations.
D e fe r r e d  C h a rg es , in c lu d in g  “discount 
on bonds” appear im m ed ia te ly  a fter  C u r­
r e n t  A s s e t s ;  w h ile  R e s e r v e  f o r  D e p r e c ia ­
t io n  in stead  o f appearing as a  deduction  
from  assets , w h ich  is  regu lar A m erican  
practice, is  placed on the L ia b ility  side.
T H E  Ben G insberg case  (C. C. of A. 2nd 
C ircu it) r ev ersin g  19 B. T. A. 81 pre­
sen ts  an in terestin g  resum é of consoli­
dated retu rn s cases, w ith  specia l appli­
cation  to  net losses. I t w ill repay study.
T RA VELIN G  from  W ash in gton  tow ards  
M em phis la st October w e lis ten ed  at­
te n tiv e ly  to  Jim  C ouncilor d iscoursin g  
about Capital lo sses. W e w onder w h at 
h e th in k s of th e  H o llie  E lk in s case  (B . 
T. A. decision  handed dow n N ovem ­
ber 3rd.)
Y O U  Coca Cola T ipp lers are earn estly  
advised  to  read th e  ca se  of C rossw ell, 
Inc. vs. Jones (E a stern  D istr ic t of South  
Carolina, October 1.)
T H E  laugh  of th e  m onth  concerns the  
s tu d en t in  C orporation F in ance, w ho  
described “an tic ip a tin g  preferred stock, 
fu ll paid and non-accessib le.”
“ W H E R E  is  B lank, to n ig h t? ” queried  
D ash.
“W orking,” rep lied  Star.
“Too bad,” sa id  the K id.
“Bad m anagem ent, som ew here,” re­
m arked O ldtim er.
“A s if  he could help it ,” sa id  Dash.
“I d idn’t  sa y  a n y th in g  about w ho w as 
at fa u lt,” sa id  O ldtim er. B ut overtim e  
work, is  n ea r ly  a lw ays the resu lt of bad 
m anagem ent som ew here. You a ll know  
th at i f  th e  natural b u siness year w ere  
u n iversa lly  in  force, our tax  season  rush, 
and m id-sum m er id len ess could be 
avoided. And i f  you take th e  trouble  
to  in v estig a te , you’ll find th at in  a ll but 
a fractional percentage of cases, n igh t 
work could  have  been avoided.”
“I don’t lik e  to  ch a llen g e  a  sta tem en t  
com ing from  a  m an of your experience,” 
sa id  Star, “B ut aren ’t  you  p u ttin g  i t  too  
strongly?  H ow  about the b ig  banks?  
N ig h t sh ifts  a lm ost as b ig  as th e  day  
forces.”
“T hat w ould seem  to  prove m y poin t,” 
sa id  O ldtim er. “N ig h t w ork of th at k ind  
is  n ecessary; and it  is  provided for. I 
m ean th at th e  day-and-night w ork such  
as a ll o f u s h a v e  done and B lank  is  doing  
ton igh t, is  avoidable; th ere  is  no proper 
excu se  for  it. A  lit t le  forethou ght w ould  
have prevented it .”
“T rue enough ,” sa id  D ash, “as far as 
law yers are concerned. T hey alw ays  
w a it to  ca ll us in  t i l l  th ey  have had the  
last postponem ent the judge w ill a llow ; 
and then  expect us to  pull out a b ig  re­
port lik e  T hurston  tak es a  rabbit out of 
h is h igh  hat. B ut how  can you help  
it? ”
“T he sam e old answ er,” sa id  O ldtim er 
“And ju st as u n satisfactory  as ever. Edu­
cation . And w h ile  law yers are flagrant 
offenders, bu sin ess ex ecu tiv es are re­
sponsib le for  p len ty , too .”
“W hy not do a s p h ysic ian s are doing,” 
sa id  th e  K id. “Charge double fees for  
su ch  engagem en ts?”
“Yeah! W hy not?” snorted  Star. “B e­
cause w e h a v e  no un ion  lik e  th e  plum b­
ers. T h at’s w hy. T here’s a lw ays som e­
one w h o w ill be g lad  to  grab the job. 
And even  th e  b ig  outfits lik e  O ldtim er’s 
aren’t refu sin g  any .”
“N ot now adays, anyh ow ," sa id  Old- 
tim er. “B ut som e day th e  ‘b ig  s ix ’ w ill  
get togeth er and show  th e  w ay.”
“Seem s to  m e you  w ere called  aw ay  
from  one of our m eetin gs la st year for  
an a ll n ig h t sess io n ,” rem arked the K id.
“Y es,” responded O ldtim er. “B ut that  
w as one of th o se  rare in stan ces of an  
act of God, th a t no am ount of good m an­
agem ent could have avoided. One of our 
c lien ts, a  Mr. X , w a s k illed  by a  ta x i  
at about s ix  in  th e  even in g . H is  part­
ners in  th e  stock  exch ange firm o f w h ich  
he w as a  m em ber d id n’t  get the word for  
an hour, and  then  in  a h asty  telephonic
conference decided th at in fin ite  trouble  
w ould be saved  in  se ttlin g  th e  firm ’s  
bu siness and Mr. X ’s esta te  by havin g  
an im m ed iate  inventory. T hey reached  
m e at th is  group as you know ; I rounded  
up m y ch ie f of staff and about ten  m en. 
W e started  at about ten  o’clock, and be­
fore th e  m arket opened the n ext m orn­
in g  w e had prepared a liquidated bal­
ance  sheet, correct, subject only  to  con­
firm ation rep lies. It w as a n ice job, if  
I sa y  i t  m yself.”
“G uess you are r ig h t,” sa id  Star. 
“T hat is  a. real exceptional case. B ut 
then th ere  are o ther cases in m y experi­
ence w here Sundays and holid ays rea lly  
w ere better .”
“G ranted,” sa id  O ldtim er. “Only in  
those cases, th e  m en em ployed on them  
ought to  have been g iven  days off to 
m ake up for th e  n ig h ts  on .”
“Sure,” sa id  th e  K id. “B ut did you  
ever try  to  get ’em ?” T he lit t le  group  
laughed.
“S tr ik es m e,” sa id  Star "That Old- 
tim er had h is  c lien ts  pretty  w ell trained . 
I f  th e  P om eroys had done th e  sam e w e  
w ouldn’t  h a v e  had th a t case  up before  
th e  B. T. A .” And as D ash gave  h im  an  
inq u irin g  look, S tar w en t on. “T he de­
c is io n  w as October 27, if  you  w a n t to  
look it  up.”
“T hanks, w e sh a ll,” sa id  B lank.
“D id you ever  m eet L oose?” asked  
O ldtim er. E veryone shook h is  head  
n egativ e ly , and O ldtim er continued . 
“W ell, he w as a jun ior for m e m any  
years ago. A  hard w orker, w ho le ft  to  
tak e  a better  job. I see  h im  occasion ally ; 
he a lw ays has reports o f la te  hours. W in­
ter or sum m er seem  to  m ake no dif­
ference. A t first I thou ght h is  firm w as  
to  blam e; but h e’s changed three tim es, 
and w h ile  he is  now  a partner and m ak­
in g  a good incom e, h is  n ig h t w ork seem s  
to  increase  rather than  d im in ish . I 
can’t pry in to  h is  affairs to  get a ll th e  
details , but w h en  overtim e w ork becom es 
the hab it th a t it  has w ith  him , th e  fau lt 
is  h is, not h is  firm ’s. Som ew here som e­
th in g  is  w rong; he e ith er  does not know  
how to  m anage h is  ow n tim e; or le ts  h is  
c lie n ts  m ism anage it  for  h im  and get 
aw ay w ith  it .”
“T hom as E dison  sa id  th a t an y  m an  
w h o didn’t  w ork tw elve  hours a day w as  
lazy ,” sa id  th e  K id.
“N ot qu ite ,” sa id  O ldtim er. “H e  
w orked m any m ore th a n  th a t h im se lf. 
B ut rem em ber th ere  w as on ly  one E d i­
son. I pred ict th at L oose is  g o in g  to  
have an un tim ely  end. Only a gen iu s  
lik e  E dison  can w ork day and n ig h t and 
l iv e  to  be e ig h ty . A  m an isn ’t  doing  
the r ig h t th in g  by h im se lf and depend­
en ts to  w ork  too  hard. A ll w ork  and no  
play— you kn ow  th e  adage.”
“Y es,” sa id  th e  K id. “A ll w ork and no  
p lay m akes jack. And believe  m e w e  
need a ll th e  jack w e can get now .”
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Four-State Meeting
A  year ago the T exas Society  of Certified P ublic A ccountants ex ­tended an in v ita tio n  to  th e  Okla­
hom a Society  and to  th e  L ou isian a  So­
c ie ty  to  he present at th e  annual m eet­
in g  of the T exas Society  to  be held a t  
D allas. A  dozen of th e  O klahom a  
certified public accou ntants accepted  
th e  inv ita tion . The L ou isian a  boys 
had previou sly  m ade arran gem ents for  
a  m eetin g  th e  day before at N ew  
O rleans a t w h ich  th e  Secretary o f The  
A m erican Society  w as to  be present on  
h is w ay  to  D allas and the L ouisiana  
boys did not accept th e  in v ita tion . T hey  
did, how ever, in d ica te  th a t th ey  w ould  
be glad to  jo in  in  a  jo in t m eetin g  in  1931.
T he T exas and O klahom a certified pub­
lic  accou ntants present at D allas fe lt  
th a t th e  m in g lin g  of rep resentatives  
from  adjacent sta te s  had been h igh ly  
help fu l and  it  w as su ggested  th a t th e  so­
c ie tie s  o f  A rkansas, L ouisiana, Oklahom a  
and T exas be requested to  appoint a  com ­
m ittee  of one from  each so c iety  for th e  
purpose of con sid er in g  w h eth er a four- 
S ta te  m eetin g  w as advisab le  and fea s­
ible, and if  so to  determ ine upon a place  
and tim e.
T he resu lt of th e ir  de liberations w as  
th a t th e  m eetin g  w as held  at Shreveport, 
L ouisiana, M onday and T uesday, N ovem ­
ber 16th and 17th. In  th e  o r ig in a l com ­
m ittee , Caddie H. K inard represented  
A rkansas, T hom as A. W illiam s, L ouis­
iana, P. W . F itzk ee, O klahom a and F or­
rest M athis, T exas. A fter  th e  location  
had been determ ined , H . M. Sn ider w as  
appointed C hairm an of th e  Shreveport 
C om m ittee and Mrs. B uford D. B attle  as 
Chairm an of th e  L adies C om m ittee. F o l­
lo w in g  an accident w h ich  la id  W illiam s  
up for a  couple o f m onths and finally  
prevented h is  a tten dan ce upon th e  m eet­
ing, the resp on sib ility  so far as L ou isi­
ana a s a  w hole  w as concerned fe ll on 
L ucien J. Moret.
Sunday afternoon , N ovem ber 15th, th e  
advance guard arrived at th e  W ash in g­
ton-Y ouree H otel w here headquarters 
w ere estab lished .
Monday m orning th e  first sess io n  w as 
opened at ten  o’clock by W illiam  J. Law, 
P resid en t of th e  O klahom a Society. In ­
vocation  w as delivered by M. E. Dodd, 
p a sto r  of th e  F ir s t  B a p tist Church and  
P resid en t o f  Dodd College. The m ayor  
of Shreveport w as unable to  be present 
but a cord ial w elcom e w a s extended  by  
John Ford, C om m issioner of F inance, 
after  he had been properly introduced  
b y  H arry  L . V iser, one of the Shreveport 
com m itteem en. R esp onse to  th is  ad­
dress w as m ade by W. M. A ikm an, P resi­
dent of th e  T exas S o c iety .
T h e  first paper o f th e  m orning w as
given  by E m ile  B ienvenu, o f N ew  Or­
leans, a m em ber of the L ouisian a  Board, 
on th e  “L ou isian a  R egulatory A ccount­
in g  L aw .” Lloyd B. Sm ith , of D allas, 
w as to  have d iscussed  the subject, 
“Should A ll P ublic A ccountants B e U n­
der a R egulatory Law.'’ Mr. Sm ith  w as 
unavoidably  detained and F orrest M athis 
su b stitu ted  for him . H om er C. H am ­
m onds, of O klahom a City, a m em ber of 
th e  O klahom a S ta te  Board, d iscussed  
“T he P ublic A ccountant’s P la ce  Under  
S tate  R egu la tion .” T he la st paper of 
th e  m orning w as by Caddie H. K inard  
on “P rofession al P rerequ isites to A t­
ta inm ent of S ta te  C ertificates.” F o llow ­
in g  th e  papers an  hour w as devoted to  
a d iscu ssion  of th e  general subject of 
regu lation .
The afternoon  sess io n  w as presided  
over by J. C. F u ller , V ice-P resident of 
the A rkansas Society  of Certified Pub­
lic  A ccountants, i t s  P resident, E . L. 
Gaunt, being  unable to  be in  attendance.
T he paper of th e  a fternoon  w as pre­
sen ted  by R. B. M cPherson, V ice-P resi­
dent of th e  F ir s t  N ation a l B ank of 
Shreveport, w h o discussed  th e  question, 
“C operation B etw een  B ank ers and Ac­
countan ts.” T h is paper provoked a 
liv e ly  d iscussion , occu pying  th e  en tire  
tim e u n til half-past three w hen  th e  m em ­
bers p resen t from  th e  sev era l s ta te s held  
in form al m eetin gs, except in  th e  case  
of T exas, w h ere  th ey  e lected  th e ir  of­
ficers for th e  en su in g  year.
T he officers e lected  by th e  T exas So­
c ie ty  w ere: P resident, F orrest M athis, 
D allas; V ice-P resident, W . F . Carter, Jr., 
A u stin ; Secretary-T reasurer, H . T. N el­
son, D allas; D irectors, E . R. B urnett, 
J. G. B ix ler , A. V. Seay, C. H . M orris, C.
E. Sm ith , B. M. D avis, J. E . H utch in ­
son, Jr.
A t seven  o’clock  th e  banquet w as held, 
presided over by A rch ie M. Sm ith , P res­
ident of th e  Society  o f  L ou isian a  C erti­
fied P ublic A ccountants. Mr. Sm ith , in  
presid ing, christen ed  th e  gavel pre­
sen ted  by th e  L ou isian a  S o c iety  to  H enry  
M iller, recen tly  e lected  P resid en t of The  
A m erican Society .
G eorge T readw ell, perm anent Secre­
tary of th e  L ou isian a  Society , w as pre­
sen ted  a s toastm aster  for th e  occasion. 
T he speakers w ere  D urand W . Springer, 
Secretary of T he A m erican Society , w ho  
spoke on “A  Forw ard L ook” ; G eorge 
A rm istead, V ice-P resident of T he Am er­
ican In stitu te , w ho rev iew ed  very  en ter­
ta in in g ly  th e  developm ent of th e  sou th ­
w est sec tio n  of th is  country, referring  
to  the part p layed by th e  accountant in  
bu siness m a tter s; and H enry M iller, 
P resident o f T he A m erican Society , w ho  
discussed  “T he O pportunities and R e­
sp o n sib ilitie s  of the Certified Public Ac­
countant.”
T he T uesday m orning session  w as pre­
sided over by W. M. A ikm an, P resident  
of th e  T exas S oc iety  of Certified P ublic  
A ccountants. One paper w as presented  
by R ene Le Gardeur, of L ouisiana, on  
“Organized Cooperation A m ong A ccount­
an ts .” T his paper produced considerable  
d iscu ss io n  w h ich  should  be help fu l to 
each  o f th e  so c ie tie s  represented at the  
m eeting. Several tim es du rin g  th e  m eet­
in g  reference w as m ade to  th e  fact that 
th e  four sta te s  cooperating  in  th e  m eet­
in g  con stitu ted  th e  ten th  d istr ict of The  
A m erican Society . T he fact th at en ­
tire ly  independent o f  rela tion sh ip s to  
T he A m erican S ociety  th e  four-State  
m eetin g  had developed through th e  in it i­
a tive  o f  th e  sta te s  com prisin g  th e  ten th  
d istr ict w as ev idence that, a t lea st in  
o n e  case, d istr ic t lin es  had resu lted  in  a 
natu ral grouping of sta tes.
A m ong other p oin ts brought out by 
L e Gardeur w as th e  su g g estio n  th a t the  
idea  involved  in  th e  four-State m eetin g  
m ig h t w ith  profit be broadened to  even  
in c lu d e  th e  en tire  South. T he tren d  of 
th e  d iscu ssion  w as to  th e  effect th a t th e  
b est resu lts w ould  be obtained by de­
v e lop in g  th ese  in ter-S tate  m eetin gs in  
a natural order rather than  by  any  a r ti­
ficia lly  prescribed boundaries. T h e  m em ­
bers presen t recom m ended to  th e  four- 
S tate  so c ieties  th a t each appoint a  com ­
m ittee  of one to  consider th e  subject of 
a  m eetin g  in  1932 w ith  pow er to  m ake  
su ch  arran gem ents as seem ed best. T he  
O klahom a d elegation  extended  an in v ita ­
tio n  to  hold th e  m eeting, i f  one w as held, 
at O klahom a City, w h ich  in v ita tio n  w as 
accepted w ith  th an k s and referred to  the  
com m ittee. T he variou s officers of the  
S tate  so c ie tie s  w ere in troduced . The  
C om m ittee on R eso lu tions reported  
th rou gh  its  chairm an, W . F . Carter, of 
T exas, th a n k in g  a ll w ho had a ss isted  in  
an y  w ay  in  m ak in g  th e  m eetin g  a suc­
cess.
D u rin g  th e  e n tire  m orning rain  had 
threatened  to  in terfere  w ith  th e  go lf  
tournam ent in  th e  afternoon  but it  
cleared  in  t im e  for th e  sam e to  be held. 
F o llo w in g  th e  tournam ent th e  v is ito rs  
w ere taken  to  C halk’s  for a ch ick en  din­
ner and dan cin g  thereafter.
D u ring  th e  tw o  days th e  local L adies 
C om m ittee en terta in ed  th e  v is it in g  
lad ies. T he program  started  w ith  a  th e ­
atre party M onday m orning, a  bridge  
luncheon  at noon and a garden party  in  
th e  afternoon . T he T uesday m orning  
program  w as in terfered  w ith  to  a  con­
siderab le  ex ten t by th e  ra in  but the  
s ig h tsee in g  fea tu re  w as carried out in  
th e  afternoon .
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The Interrelationship of the Legal and 
Accounting Professions
B y  L E G R A N D  B . K E N N A , L .L .B .I T is  rem arkable, som etim es, how  w e  m ay asso c ia te  w ith  each other oyer  a long  period o f tim e  and never  
rea lize  th e  c lo se  re la tion sh ip s, of one  
kind or another, w h ich  ex is t  betw een  us. 
T ake th e  in stan ce  of th e  tw o  brothers 
w ho w ere w ork in g  for a  large ind u str ia l  
plant in  B eth lehem , P en n sy lvan ia . T hey  
had been separated sin ce  boyhood, and in  
som e extraordinary  w ay becam e em ­
ployed by th e  sam e organ ization  after  
th ey  had  grow n to  m anhood. F or nearly  
ten  years th ey  to iled  under th e  sam e  
roof, not kn ow in g  each  other, u n til one  
day du ring a sh ort conversation  th ey  
realized  th ey  w ere brothers.
F o r  nearly  four years, we, of the Law  
D epartm ent, have been w ork ing  here  
under th e  sam e roof w ith  th e  stu d en ts  
of th e  A ccountancy D iv ision . W e have  
been  th in k in g  in  term s of precedents and  
procedure, ev id en ce and ordinances, 
codes and con stitu tion s. T he graduates  
of th e  A ccountancy D epartm ent have  
been th in k in g  in  term s of cash books and  
journals, balance sh eets and sta tem en ts  
of profit and loss.
D u ring  th ese  years that w e have been  
w ork in g  in  th e  sam e un iversity , our  
th ou gh ts have been w id ely  d ivergent. 
L ike the tw o  w orkers to  w hom  I have re­
ferred, w e m eet to n ig h t, as BRO TH ERS, 
not o f th e  sam e profession , but o f tw o  
professions— separate and d istin ct in  
m any w ays, yet in  others, a s c lo se ly  re­
lated and as in terdependent as th e  m edi­
cal and n u rsin g  professions, th e  arch i­
tectural and en g in eer in g  professions.
Our respective fields m ay, to  th e  s tu ­
dent of law  or th e  stu d en t of accounting, 
be sep arate  and d istin ct; but to  th e  prac­
tit io n er  it  is  obvious that one w ill be 
handicapped in  reach ing  th e  h e ig h ts of 
success in the lega l profession  w ithou t a 
know ledge of accounting, and a certified  
public accountant can better  serve  h is  
c lien ts  w hen  he possesses a knowledge of 
th e  law.
T h is in terrela tion sh ip  e x is ts  w hether  
the m em bers of th ese  great professions  
are  con sid er in g  m atters o f governm ent,  
bu siness, or hum an w elfare. H ow  can a 
public accountant su ccessfu lly  aud it the  
records o f  a  m un icipa lity , for  exam ple, 
i f  he is  not fam iliar  w ith  its  ordinances  
and the provisions o f th e  codes app lying  
to  governm ental su bd iv ision s?
On th e  other hand, how  can  a c ity  at­
torney advise  the a u d itor  or th e  control­
ler upon m atters o f m un icipal finance, 
i f  h e  does not have a t lea st  a  grounding  
in m unicipal accounting?
C onsidering the subject from  th e  v iew ­
point of th e  b u sin ess m an, it  w ould  be
C om m encem ent address, Southw estern  
U n iversity , L os A ngeles, Calif.
a lm ost im possib le  for  a public account­
a n t to  handle  an y  incom e ta x  m atter if  
he w ere not fa m ilia r  w ith  th e  Incom e  
T ax Law. T ax  m atters are handled  
largely  through public accountants, y e t  
our w h ole  sy stem  of in tern al revenue is  
a  m atter of law .
S im ilar ly , i t  is  im possib le  for an ac­
countant to  ad v ise  h is  c lien ts  regarding  
the financing of corporations, consolida­
tion s, m ergers, and th e  lik e, i f  he is  not 
fam iliar  w ith  th e  law  p erta in in g  to  them .
Let us now  consider th e  attorney-at-law . 
Suppose he is  engaged in  the laun ch in g  
of a  new  corporation. T he ar tic les  of in ­
corporation and the by-law s contain  ref­
erences to  the cap ita l stock structure—  
essen tia lly  an  accou nting  m atter. F urther­
m ore, balance sh eets, sta tem en ts of profit 
and loss, and other sta tis t ica l and ac­
counting  data  m ust be subm itted  to  the  
corporation com m issioner before he w ill 
issu e  a perm it for th e  sa le  of secu rities  
to  th e  public. C ertainly, u n less  th e  attor­
ney understands th ese  data, he cannot 
even  hope to exp la in  them  to th e  com ­
m issioner.
In cidentally , th e  n ecessity  for account­
in g  kn ow led ge on th e  part of an  attorney  
is  not confined to  c iv il m atters. On the  
contrary, a  very  thorough understand ing  
of accou nting  princip les and procedure is  
necessary  for attorn eys engaged  in  crim ­
inal practice. L et m e g iv e  you an ex ­
am ple. R ecently  a  m an w as fa lse ly  
charged w ith  em bezzlem ent of h is em ­
p loyer’s funds. T he S tate  w as repre­
sented  by an a ttorn ey  w e ll grounded in  
accounting. H e w as a ss is ted  at th e  tr ia l 
by an accountant w ho had audited  the  
books. On th e  defence w ere three law ­
yers, not one of w hom  knew  a n yth in g  
about accounting. T hey could not ask  
th e  accou ntant an  in te llig en t question on 
cross-exam ination , w h ereas th e  attorney  
for th e  State , because of h is know ledge  
of accountancy, w as able to present a  
strong  case to  the jury, w ho w ere ignor­
ant o f accounting. N eed less to  say, the  
defendent w as convicted . A  law yer  
trained  in  accou nting  and ab le to  exp la in  
th e  TRU E sta tu s of th e  accounts w ould  
have secured an acquittal.
It is  inconceivab le  th at an a tto rn ey  
can su ccessfu lly  ex p la in  accou nting  tech ­
nique to  a  jury w h en  he h im se lf is  ig ­
norant of its  fun dam enta l princip les. I 
am not advocating  th e  com bined prac­
tice  of law  and accounting, but I do be­
liev e  th at ev ery  law yer  sh ou ld  ha v e  a  
genera l un derstand in g  of accounting. 
L ikew ise , a ll accou ntants should  be  
tra in ed  basica lly , a t least, in  th e  law .
P ublic accountants have  lo n g  recog­
nized th e  n ecessity  for  lega l know ledge. 
T his is  w itn essed  by th e  fact th a t a ll 
sta tes  g iv e  exam in ation s in  com m ercial 
law  to  those app ly in g  for  th e  C. P . A. cer­
tificate. U nfortunately , the lega l profes­
s io n  has been slow  to  rea lize  its  depend­
ence upon accou nting  know ledge, a lthough  
m any of th e  larger law  schoo ls have  
added accou nting  to  the ir  pre-legal cur­
riculum .
Our m essage to  you, brothers of the  
accou nting  profession , is th at you  obtain  
all th e  in form ation  you  can regarding  
th e  law ; and to  our brothers in  th e  law  
w e advocate  a  carefu l stu dy  of th e  basic  
princip les of accounting. N ot on ly  should  
each of us obtain som e know ledge of th e  
other’s profession , but w e should  s tr iv e  
to  understand each other and to  a ss is t  
and cooperate w ith  each other.
T he groups represented here  to n ig h t  
are en ter in g  honorable and necessary  
professions, and th e  m em bers of th o se  
groups w ill occupy honored and respected  
places am ong th e ir  fe llow  m en. L et us 
work for th e  advancem ent and e levation  
of these  p rofessions— let us w ork tow ard  
the atta inm ent of th e  h ig h est standards  
of eth ica l conduct—-let us w ork for h igh er  
standards of serv ice  to  th o se  w h o seek  
our help and counsel. L et us becom e  
builders of better business, gu iders of 
good governm ent, and prom oters of pub­
lic prosperity! 
STATE BOARD NEW S
M ASSACH USETTS  
John J. B arry, of Boston, h as been ap­
pointed  to th e  M assachusetts Board of 
R egistra tion  of Certified P ublic A ccount­
ants to  succeed D an iel B. L ew is.
M ICHIGAN  
A nnouncem ent is  m ade of th e  appoint­
m ent o f N orval A. H aw kins, of D etroit, to  
th e  M ichigan Board of A ccountancy to  
succeed Fred W. M orton, w h ose term  has  
expired.
P H IL IP P IN E  ISL A N D S  
Ir ineo  J. R eyes, of M anila, h a s  been ap­
poin ted  to  th e  Board of A ccountancy of 
th e  P h ilip p in e  Islan ds to  succeed V. Car­
m ona. T he Board has reorganized w ith  
Salvador L agdam eo as P resident, D. T. 
D ik it, as Secretary-T reasurer, and Irineo  
J. R eyes as Member.
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Some Important Factors In Credit Granting
UN W A R R A N TED  value and re li­ance is  som etim es placed on the  im portance of th e  C urrent R atio, 
w h ile  insufficient consideration  is  g iven  
to  the c a u se  o f th e  c h a n g e s  from  the  
previous sta tem en t. T he borrow er’s  
p r e s e n t  debt pay in g  capacity  is, of course, 
dependent upon its  current position .
H ow ever, i f  sufficient a tten tio n  is  g iven  
to  th e  cause  of th e  change, th en  th e  
reader w ill be better  able to  e stim a te  the  
borrower’s  f u tu r e  debt pay in g  capacity, 
w h ich  a fter  a ll, is  th e  real question  to  be 
answ ered.
T here are tw o  independent factors in  
an y  typ ica l B alance S h eet w h ich  cause  
changes in  th e  current position . T he  
first is  th e  am ount of th e  o r ig in a l w ork­
in g  cap ita l w ith  w h ich  th e  firm w a s en ­
dow ed w h en  i t  began  operations, to ­
gether  w ith  th e  ad d ition s or subtractions  
m ade thereto . T he second is  th e  ex ten t 
of trad in g  on th e  w o rk in g  cap ita l equity.
T he tw o factors should  be kept separate, 
i f  w e  are to  avoid  the un fa ir  notion  that  
changes in  th e  current ratio  are  usually  
a  sp ecie  o f “W indow  D ressin g .”
T h e W orking Capital is  th e  ex cess of 
Perm anent C apital over A ssets. (P erm a­
nent Capital as used here m eans Invested  
C apital and F ixed  L ia b ilit ie s ) . T h is im ­
portant ratio  w ou ld  be show n a s fo llow s:
P e rm a n en t C a p ita l ............................  $800,000.00
C a p ita l A s s e t s  . .  ............................ 600,000.00
W o r k in g  C a p ita l ..............................  200 ,000.00 F ix e d  A s s e t s
B y  O. V . W A L L IN , C. P . A .
Current L ia b ilities , or invested  in  such  
item s as in ventories, receivables, cash, 
etc. I f used to  reduce current indebted­
ness, th e  ratio  w ill show  a greater im ­
provem ent th a n  if  it  w as em ployed for  
th e  expansion  of current assets.
M any firms, in  a ttem p tin g  to  “w indow  
dress” a t sta tem en t tim e are  m isguided  
in  the b e lie f th a t a  strong  cash  position  
is  th e  m ost im portant factor. B y on ly  a 
casual in sp ection  of th e  sta tem en t it  can  
usu a lly  be seen  th a t th is  excess cash  
w ill im m ed iate ly  be used to  reduce th e  
lia b ilit ie s  a fter  it  has served its  purpose  
as “w indow  d ressin g .” (F urtherm ore, 
such w indow  dressin g  is  a t th e  expense  
of th e  Current R a tio  a s  is  ind icated  in  
E xam ples No. 2 and No. 3 below .) N eed­
les s  to say  th a t a  stron g  cash  position  is  
desirable, but not a t  th e  ex trem e ex ­
pense of th e  current ratio . A fter  th e  cur­
rent ra tio  h a s reached a  p o sitio n  of say, 
6 to 1, th en  th e  bu ild in g  up of the cash  
p osition  a t th e  expense of th e  current 
ratio  m ig h t be considered good sta te ­
m ent build ing.
T he fo llo w in g  cases w ill serve to  il­
lu strate  :
E X A M P L E  NO . 1
C u r r e n t A s s e t s  .................................  $400,000.00
............................  600,000.00
T he w orking capita l of $200,000.00 w as 
furn ished  by th e  stockholders and bond­
holders; it  supplied th e  foundation  upon 
w h ich  the pyram id of current financing  
w as carried on. T he m anagem ent is  not 
en titled  to  credit for  th is  condition , its  
cred it begins w hen th is  current position  
is  im proved upon.
A s th e  firm progresses, a ssum ing  it  to  
be norm ally su ccessfu l, th is  w ork ing  cap­
ita l w ould be increased through e ith er  
(1 ) th e  reinvestm ent of profits, (2 )  the  
reinvestm ent of a ll types of reserves, 
(3 ) th e  flotation of M ortgages or other 
types of F ixed  L ia b ilities (th a t portion  
of th e  m oney not invested  in  F ixed  A s­
s e t s ) ,  or (4 ) from  the sa le  of F ixed  A s­
se ts . In each  case  w here th e  m oney w as 
used for expand ing  th e  current a ssets or 
reducing current lia b ilitie s, an im prove­
m ent in  th e  current ratio  resulted , u n less  
counterbalanced by opposing factors  
noted below. In  short, any  increase  in  
th e  w orking capita l w ill cause a greater  
disp arity  to  a r ise  betw een th e  am ount 
of the debits com pared to  th e  credits. 
Care should be taken  by th e  reader of 
balance sh eets to  note w h eth er or not 
th e  new  m oney has been used to  reduce
C u r r en t L ia b i l i t ie s  
F ix e d  L ia b i l i t ie s  . .  
I n v e s te d  C a p ita l . .
C u r r en t R a t io  2 to  1.
1 , 0 0 0 , 00 0 .0 0




E X A M P L E  NO. 2
C u r r en t A s s e t s .................................  $500,000.00
F ix e d  A s s e t s ......................................  600,000.00
1,100 ,000.00
C u r r e n t L ia b i l i t ie s  .......................  $200,000.00
F ix e d  L i a b i l i t i e s ............................  600,000.00
I n v e s t e d  C a p ita l .........................  300 ,000.00
1 , 1 0 0 , 0 0 0 .0 0
C u r r e n t R a t io  2 ½ to  1.
E X A M P L E  NO. 3
C u r r e n t A s s e t s  ..............................  $400,000.00
F ix e d  A s s e t s  ...................................  600,000.00
1 , 0 0 0 ,0 0 0 .0 0
C u r r e n t L ia b i l i t i e s  .......................  $100,000.00
F ix e d  L ia b i l i t i e s  ............................  600,000.00
I n v e s te d  C a p ita l ............................ 300,000.00
1 , 0 0 0 ,0 0 0 .0 0
C u r r en t R a t io  4 to  1.
The im provem ent in  th e  current ratio  
from  2-1 to  2½-1 w as the direct resu lt 
of an increase  in  w ork ing  capital. The  
im provem ents from  2½ to  4-1 w as pos­
sib le because of th e  proper application  
of the new  capital produced by increas­
in g  the F ixed  L iab ilities, (M ortgages 
P a y a b le).
In E xam ple No. 2 th e  additional $100,-
000.00 w as used to  increase th e  cash ac­
count w h ile  in  E xam ple No. 3 it  w as  
used to  pay off an  equal am ount o f cur­
rent lia b ilitie s .
I f the new  funds had been secured from  
N et Profits or R eserves for D epreciation  
th e  resu lts w ould of course, have been 
the sam e.
The Current R atio  w ill be autom atically  
reduced by:
(a )  A dditions to F ixed  A ssets
(b ) D iv idend s paid in excess of N et 
Profits
(c )  R eduction of F ixed  L iab ilities
(d ) N et L oss in  excess of D eprecia­
tion  Charges
u n less sim ultaneously  counterbalanced  
by paym ents of Current L iab ilities out 
of Current A ssets in  an equal am ount.
T he reader should then  determ ine  
w hether the change in the Current R atio  
w as due to th e  increase or decrease in  
th e  w ork ing  capital, or to  a change in  
th e  am ount o f current credit carried as 
a resu lt o f the  w ork ing  capital equity.
Current A ssets have been treated  as  
one group. It is, of course, obvious that  
in  credit granted, th is  group should  in  
itse lf  be analyzed to  determ ine w hat pro­
portion of th e  to ta l is  represented in  
each class. A com m on proportion is:
C a sh  .................................... 20 p e r  c e n t.
A c c o u n ts  R e c e iv a b l e .  30 p e r  c e n t .
I n v e n to r y  ....................... 50 p e r  c e n t .
100  p e r  c e n t .
T he second fundam ental cause for a 
change in  th e  current ratio  is  due to  
trad in g  on th e  W orking Capital. The  
greater the reduction  of Current L iab ili­
tie s , th e  h igh er  becom es th e  Current 
R atio.
F o llow in g  is  a sim ple  exam ple of how  
a current ratio  position  can be im proved  
w ithou t the add ition  of any new  capita l:
E X A M P L E  NO. 1 
C u r r e n t  A s s e t s  ...................................................  $500,000.00
C u r r e n t L ia b i l i t i e s  .......................... $400,000.00
C u r r e n t R a t io  1.25 to  1.
W o r k in g  C a p ita l to  C u r r en t L ia b i l i t ie s  
1 to  4.
E X A M P L E  NO. 2
C u r r e n t  A s s e t s  . . .  
C u r r e n t L ia b i l i t ie s
$400,000.00
$300,000.00
C u r r e n t R a t io  1.33 to  1.
W o r k in g  C a p ita l  to  C u r r e n t  L ia b i l i t i e s  
1 to  3.
E X A M P L E  NO. 3 
C u r r e n t  A s s e t s  ..................................................  $300,000.00
C u r r e n t L ia b i l i t i e s  .................... .... $ 2 0 0 ,0 0 0 .0 0
C u r r e n t R a t io  1.50 to  1.
W o r k in g  C a p ita l to  C u r r en t L ia b i l i t ie s  
1 to  2 .
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T he ex is ten ce  of $100,000.00 w ork­
ing  capital is  w h at m ade possib le  th e  im ­
proved Current R atio  from  1.25 to  1.50-1. 
T he reduction of the pyram ided credit 
w as on ly  secondary. H ad there been no 
w orking  capita l th e  ra tio  could not have  
been changed. The ratio  of th e  w orking  
capital to  th e  Current L ia b ilities  governs 
th e  size  of the Current R atio. A s it  in ­
creased from  1-4 to  1-3 and to  1-2, the  
C urrent R atio  increased  from  1.25-1 to  
1.33-1 and to  1.50-1.
Just to  say  th at there has been an im ­
provem ent in  th e  w ork ing  capital is not 
sufficient. The balance sh eet should be 
analyzed to  determ ine h o w  th e  im prove­
m ent w as m ade. A lthou gh  th e  bank  
cred it m an w ill u sually  say  th at he g iv es  
lit t le  consideration  to  the a sse ts  below  
the current position , n everth eless th ese  
a ssets  are rea lly  a  secondary reserve in  
h is m ind.
It is  h ig h ly  im portant to  determ ine  
w hether the im provem ent in  w orking  
cap ita l is  th e  resu lt of in v estin g  in sid e  
or outside m oney.
O utside m oney increases overhead  
co sts  and, in  the case of m ortgages as 
w ell as som e typ es of Preferred Stock, 
carry a foreclosure featu re. Com m on 
Stock is  not so exacting , but s t ill  it  ex­
pects a norm al return on investm ent.
In sid e  m oney (su rp lu s and r eserv es), 
does not m ake th e  sa m e dem ands on the  
com pany’s fu tu re  earn ings.
T he sa le  of F ix ed  A sse ts  w eakens th e  
secondary reserves, but n ext to  net pro­
fits, is  th e  m ost desirable w ay  to  im prove  
th e  Current R atio . It is  understood of 
course th at on ly  su ch  F ixed  A ssets could  
be sold a s  are not n ecessary  in  producing  
net profits.
A  h asty  g lance  to  determ ine w hether  
th ere  has been any change in  th e  Current 
R atio  is  a  ser io u s and so m etim es fatal 
error. In E xam ples No. 1 and No. 2 be­
low , there w as no change in  e ith er  the  
C urrent R atio  or the ratio  of W orking  
Capital to  Current L ia b ilities .
H ow ever, in  E xam ple No. 2 th e  credit 
position  is  w eakened, w h ile  E xam ple No. 
3 a ctu a lly  in d ica tes an  im provem ent from  
2-1 to  2.66-1. R egard less of th is  apparent 
im provem ent, E xam ple No. 1 is  the  
choicest credit risk .
E X A M P L E  NO. 1
C u r r e n t  A s s e t s .................................  $400,000.00
F ix e d  A s s e t s ......................................  600,000.00
1 , 0 0 0 , 0 0 0 .0 0
C u r r e n t  L ia b i l i t ie s  .......................  $200,000.00
F ix e d  L ia b i l i t i e s  .......................... 400 ,000.00
I n v e s te d  C a p ita l ............................ 400,000.00
1 , 0 0 0 , 0 0 0 . 0 0
C u r r e n t  R a t io  2 to  1.
W o r k in g  C a p ita l to  C u r r en t L ia b i l i t ie s  
1 to  1 .
E X A M P L E  NO. 2
C u r r en t A s s e t s  ..............................  $500,000.00
F ix e d  A s s e t s  .................................... 600,000.00
1 ,1 0 0 ,0 0 0 .0 0
C u r r en t L ia b i l i t i e s  ....................  $250,000.00
F ix e d  L ia b i l i t i e s  .........................  450,000.00
I n v e s t e d  C a p ita l ............................ 400,000.00
1 , 1 0 0 ,0 0 0 .0 0
C u r r e n t  R a t io  2 to  1.
W o r k in g  C a p ita l  to  C u r r e n t L ia b i l i t ie s  
1 to  1 .
E X A M P L E  NO. 3
C u r r en t A s s e t s .................................  $400,000.00
F ix e d  A s s e t s  ...................................... 600,000.00
1 ,0 0 0 ,0 0 0 . 0 0
C u r r en t L ia b i l i t ie s  ....................  $150,000.00
F ix e d  L ia b i l i t i e s  ............................  450,000.00
I n v e s te d  C a p ita l ............................  400,000.00
1 , 0 0 0 , 0 0 0 . 0 0
C u r r en t R a t io  2.66 to  1.
W o r k in g  C a p ita l to  C u r r en t L ia b i l i t ie s  
1 .66  to  1 .
C hanges in  th e  Current R atio  are  
fundam ental, therefore, the re a so n s  for  
these changes should be analyzed to de­
term ine w hether or not the financial 
structure has been im paired in  order to  
m ainta in  a good position , w h ich m ay be 
a perm anent drain on future profits, as in  
the case of m ortgaging F ixed  A ssets and  
u sin g  the funds to im prove the Current 
Ratio. In case th a t has happened, then  
m aturity  dates of such debts should be 
considered, as th ey  w ill at som e tim e re­
quire e ither refinancing or paym ent in  
full, in  eith er case th e  Current R atio  
w ill be affected. I f  refinanced, certain  
expenses are a lw ays involved and som e­
tim es cannot be paid from  the new  m ort­
gage m oney.
Changes in  th e  W orking Capital R atio  
brought about by pyram iding and en­
tren ch in g  on credit operations should be 
considered independently in  analyzing  
the credit statem ent, a s th ey  are secon­
dary to th e  orig inal w orking capital and  
its  norm al add ition s or deductions.
In creasing  Current A ssets through a 
sim ilar  increase  in  Current L iab ilities de­
creases th e  Current R atio. T he Current 
R atio  is  increased eith er by payin g  down  
th e  Current L iab ilities or through funds  
secured from  any  account below  th e  Cur­
rent L ia b ility  lin e.
THE EXAMINATION PROBLEM
In th e  N ew  York S u n  som e tim e since, 
“P erplexed” presented an inquiry to  
w hich  the Secretary of The A m erican So­
c ie ty  replied. B oth  C om m unications fo l­
low:
LAW  A N D  TH E C. P. A.
To the W hat Do You T hink E ditor—  
Sir: In a recent fr iend ly  d iscussion  the  
fo llow in g  inform ation w as brought to  m y  
atten tion .
L ast year 40 per cent of the  num ber of 
candidates ta k in g  th e  S tate exam ination  
in law  handed in  papers th at w ere ac­
cepted as passing.
Only 2 per cent o f  the num ber of can­
didates s itt in g  for the State C. P. A. ex­
am ination  w ere successfu l.
I would lik e  v ery  m uch to  learn from  
any of your readers w ho know s w h eth er  
th ese  s ta tis tic s  are correct. I f  th ey  are  
correct I would lik e  to  know  the reason  
for such a great difference in  th e  percent­
age o f  p assin g  papers.
Is  it  th a t our prospective accountants  
are of low er m ental p lane than  th at o f  
our future attorneys? Are the candidates  
for the C. P. A. degree unprepared for  
th e ir  exam inations? Or w h at is  it  th a t  
m akes for such a m arked difference in  re­
su lts?  PE R PL E X E D .
LAW YER—ACCOUNTANT S
T o  th e  W hat Do You T hink E ditor—  
Sir: My atten tion  has been called to  an  
inquiry  appearing in  your page in  May 
in  w h ich  a com parison is m ade betw een  
the percentage of candidates passin g  a 
S tate  bar exam ination  and th e  percentage  
of those passin g  a State C. P. A. exam in a­
tion. The percentages quoted in  that in ­
quiry w ere 40 per cent for th e  law yers  
and 2 per cent for  the accountants.
T he u sually  quoted average percentages  
of su ccessfu l accountancy candidates 
throughout the U nited  S tates run from  
12 to  16 per cent. It is  believed th at  
the average percentages o f successfu l ex ­
am inees in  law  run from  75 to 80 per 
cent.
I have before m e S tate  averages in  ac­
countancy exam in ation s ranging from  5 
to  75 per cent in  different S tates and  
from  20 per cent to 75 per cent in  differ­
en t exam in ation s in  th e  sam e State. That 
i s  a  m uch w ider variation  in  passin g  per­
cen tages th a n  w ill be found in  the law  
exam in ation s.
T h is  greater variation  is  ea s ily  ac­
counted for. L aw  courses have becom e 
very w ell standardized. A ccountancy  
courses, w h ile  better than  form erly, are  
s t ill  in  an experim ental stage. Compara­
t iv e ly  few  app licants s it  in  law  exam ina­
tion s w ho have not taken a  regu larly  pre­
scribed law  course. T he m ajority of can­
d idates for C. P. A. certificates have pur­
sued th e ir  accounting stu d ies “on the  
side.” In  accountancy there is  consider­
able variation  in  the prelim inary exper­
ience requirem ents. Som e S ta tes have  
none; others require one, tw o, three, four  
or five years.
In th e  S ta te  hav in g  th e  largest per­
centage of su ccessfu l candidates, referred  
to  above, the  board, according to  the  
law , is  th e  so le  judge a s  to  th e  typ e  of 
practical experien ce w h ich it  w ill recog­
nize in  p erm ittin g  candidates to  take the  
exam ination . T he law  does not require  
m erely  a definite am ount of experience, 
but adds th a t “the efficiency of th e  exper­
ience is  to  be judged by the board.” In  
another S ta te  any one who has $25 m ay
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ta k e  the exam in ation , a lthough he does 
not receive h is  certificate u n til he has  
m et th e  regu lar requirem ents o f th e  law . 
T hese ex trem es illu s tra te  w h y there m ay  
leg itim a te ly  be a  greater d iv ers ity  in  
percentages of candid ates p a ssin g  th e  ac­
countancy exam in ation  than  th e  la w  ex­
am ination .
M ost la w  exam in ation s are taken  im ­
m ediately  fo llow in g  th e  com pletion o f a  
regu lar law  course. T he candidate is, 
therefore, r e la tiv e ly  w e ll prepared for  
th e  sam e. In  general th e  accountant, fo l­
lo w in g  h is  theoretica l tra in in g , spends  
th e  required tim e  in  secu r in g  th e  neces­
sary  practical experience. H e th en  takes  
a  h a sty  rev iew  “cram ,” w ith  th e  resu lt 
th at he does not approach th e  exam in a­
tio n  in  as good p h y sica l or in te llectu a l 
co n d itio n  as does th e  prosp ective  at­
torney. D. W. SPR IN G ER ,
Secretary of The A m erican Society  of 
Certified P ub lic  A ccountants.
In  E ngland  and Scotland , w here for 
m any years sp ec ia l a tten tio n  h as been  
g iven  to  th e  tr a in in g  of artic led  clerks 
and others for th e  chartered accountant 
exam in ation s, w e find th a t as a  ru le  the  
percentages o f exam in ees w h o passed  
ranged from  about 45 to  60. T he resu lt 
o f th e  M ay exam in ation s of th e  In stitu te  
o f  Chartered A ccountants in  E ngland  and  
W ales g iv es  u s  th e  la tes t ava ilab le  s ta t is ­
tics . Three exam in ation s are g iven , each  
of w h ich  m ust be passed w ith  in terv en in g  
tim e, before the su ccessfu l candid ate  se­
cures h is  C. A . certificate. In  th e  May 
ex a m in a tio n  there w ere 341 candidates  
for th e  p relim inary  w ith  55.71% passing;  
706 candidates for  th e  in term ed iary  w ith  
50.14% passin g , and 501 candidates for  
th e  final e x a m in a tio n  w ith  53.69% pass­
ing.
COMPETITIVE BIDDING
T he fo llo w in g  ru lin g , w h ile  m ade in  
P en nsylvan ia , i s  app licab le to  conditions  
a r is in g  in  o th er  sta tes. C om petitive bid­
d ing is, according  to  th e  ru lin g , not nec­
essary  w ith  reference to  contracts for  
serv ices w h ich  depend for th e ir  v a lu e  on  
sc ien tific  kn ow led ge and personal sk ill. 
Of course, serv ices rendered by  account­
a n ts are  of th a t character.
D E PA R TM EN T OF JUSTICE  
H arrisburg, Pa.
No. 7 M arch 30, 1931.
Hon. W. M. D enison ,
D eputy Superin tendent of 
Public In struction ,
H arrisburg, Pa.
SIR ;
W e have exam in ed  the letter  addressed  
to  your departm ent by Mr. W illiam  T. 
Budd, Secretary of th e  School D istr ic t  
o f  th e  C ity o f Carbondale, Carbondale, 
P en nsylvan ia , under date of F ebruary 24, 
1931, in  w h ich  he requests to  be advised
w hether a school d istr ic t m ay award a  
contract, w ith ou t ad vertisem ent or com ­
p etitiv e  bids, for  appraisal of school 
bu ild in gs and contents for  the purpose  
of determ in ing  th e  am ount of insurance  
a ga in st fire to  be placed thereon and to  
a ss is t  the d istr ict in  se ttlem en t of fire 
losses, i f  an y  m ay occur:
(a )  W here the appraiser is  an ind i­
v idual, and
(b) W here the appraiser is  a corpora­
tion .
Property  app raisa ls require know ledge, 
experience and sk ill in  a scerta in in g  and  
determ in ing  the v a lu e  of labor and m a­
ter ia ls  in  bu ild in g  construction , construc­
tion  costs, a scerta inm ent and determ ina­
tion of land  va lu es as estab lish ed  or 
conditioned  by location  and other cir­
cum stances, ascerta inm ent and determ in­
ation  of sound va lu es and rep lacem ent 
costs, and th e y  lik ew ise  involve  sk ill in  
a n a lyz in g  and  sta tin g  the com ponent 
parts of appraisal values, capacity  to  
present th e  r e su lts  o f appraisal, a s  w ell 
as in teg rity  and know n responsib ility . 
Sim ilar  qualifications are req u isite  in  the  
ascerta inm ent and determ ination  of ap­
praisal v a lu es of personal property.
T he A ct o f M ay 18, 1911, P. L. 309, in  
Section s 617, 706, 707 and 708, as  
am ended, provides for  com petitive  bids 
on construction , etc., contracts and pur­
chase of supp lies. There are no other  
provisions in  th e  School Code rela tive  
to  aw ard ing  contracts.
S ta tu tes req uiring  com petitive  b idding  
have been construed not to  apply to  con­
tracts for serv ices w h ich  depend for their  
va lu e  on scien tific  know ledge and per­
sonal sk ill, or for supp lies of a  peculiar  
character, depend ing for th e ir  va lue upon  
th e  personal sk ill of th e  m anufacturer.
C ontracts o f th e  first c lass h a v e  been  
held to  include serv ices of accountants, 
arch itects, a ttorn eys, engineers, survey­
ors, su p erv isin g  engineers, stenographers, 
and ta x  a ssesso rs’ a ss is ta n ts;  and con­
tracts of th e  second c la ss  have  been held  
to  include th e  purchase of firew orks and  
patented  artic les.
T he reasons for th ese  excep tion s to  th e  
sta tu to ry  ru le  are stated  in  II D illon  on 
M unicipal C orporations, (F ifth  E d itio n ),  
Section s 804 and 1203, and th e  cases there  
cited : S t r a t t o n  v . A l l e g h e n y  C o u n t y ,  
245 Pa. 519.
W e are of op in ion  and advise  th at con­
tracts for app raisa ls of property are w ith ­
in  th e  c la ss excepted because th ey  re­
quire sc ien tific  kn ow led ge  and personal 
sk ill, w heth er the contract for  such  ap­
praisa l is  m ade w ith  an  ind iv idu a l or 
w ith  a corporation  incorporated to  fu r­
n ish  such service.
W e are not to  be understood as advis­
in g  th at p rofessional serv ices w h ich  can  
la w fu lly  be furn ish ed  only  by a  person  
licensed  to  practice  an  art or profes­
sion  m ay be furn ish ed  by a  corporation,
nor are w e here u n dertak in g  to  express  
an opin ion as to  w h eth er  a  corporation  
m ay be created  in  P en n sy lvan ia  for th e  
purpose of m ak in g  appraisals of real or 
personal property.
V ery tru ly  yours, 
D E PA R T M E N T  OF JUSTICE, 
By:
S. M. R. O’H ara, 
D eputy A tty . Gen.
PRICE CUTTING
S o u th e rn  C a lifo rn ia  B u s in e s s , official 
organ of th e  Los A n geles Chamber of 
Com m erce, carried in  it s  M ay issu e  a  
d ig est o f a  speech  m ade by Charles F . 
Abbott, E x ecu tiv e  D irector of th e  A m eri­
can In stitu te  of S tee l C onstruction , Inc., 
w h ich  conta ined  severa l sen ten ces th at  
should  be of in terest to  accou ntants l iv ­
in g  in  com m u n ities w here price cu ttin g  
has developed du rin g  th e  present bu si­
n ess conditions. H ere th ey  are:
“T he danger to  A m erican ind ustry  is  
not en tire ly  a  lack of business, but the  
fa ilu re  to  m a in ta in  prices th at include a  
reasonable profit.”
“P ressure from  higher-ups h as forced  
the sa les m anager, a g a in st h is  own judg­
m ent, to  ob ta in  volum e, no m atter w hat 
price or m ethods m ig h t be necessary  to  
get it .”
“W e m ust learn  th a t fa ir  volum e, 
coupled w ith  fa ir  profit is  far  m ore de­
sirab le  th a n  m axim um  vo lum e coupled  
w ith  m inim um  profit or no profit a t  a ll.” 
“There is  on ly  o n e  w ay to  m ake m oney  
in  business. T hat w ay  is  to  se ll th e  prod­
uct a t a  profit. It tak es courage to look  
a large order square in  th e  face and say  
‘no’ if  i t  is  not in  accord w ith  estab lished  
term s and prices. T here are concerns in  
h ig h ly  com p etitive  in d u str ies th a t are  
disp lay in g  th a t courage year in  and year  
out. T hey m ay not have th e  b ig  volum e, 
but th ey  have not been drowned in  red  
ink .”
“There is  no creditor for any one w hen  
an order is  tak en  a t a  cu t price. T he  
buyer m ay ga in  a  tem porary benefit, and  
the se ller  has th e  order, but in  the end  
both lose  far  m ore th an  th ey  g a in .” 
Som e prosp ective  accou nting  engage­
m ents net m ore to  th e  accountant, i f  not 
secured a t th e  prices quoted, th an  th ey  
w ould if  obtained and proper serv ice  w as  
rendered th e  c lien t.
NOTICE
T he A m erican A ssoc iation  o f U n iver­
s ity  In structors in A ccou nting  w ill hold  
its  annual m eetin g  a t W ash ington, D. C., 
M onday and T uesday, Decem ber 28 and  
29. R epresen tatives of th e  v ar iou s local 
schools g iv in g  courses in accou nting  are  
p lan n in g  to  en terta in  th e  v is it in g  m em ­
bers. W m. M. D eviny  is  chairm an and  
J. E. G illis  is secretary  of the com m ittee.
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 361
Personal Qualifications of A Bank 
Comptroller-Auditor
OR th e  purpose of defin ing th e  
scope of th is  subject, I am  first 
esta b lish in g  tw o  th in g s , i. e. 
Scope of th e  B ank’s O perations and  
Scope of th e  Com ptroller-A uditor’s Ac­
tiv it ie s .
S c o p e  o f  t h e  B a n k ’s  O p e r a t i o n s — It  
is  presum ed that th e  bank is  large  enough  
and so  located  th at it  p articipates in  a ll 
of th e  a c tiv it ie s  of a  m odern bank, in ­
clu d ing  fiduciary fun ctions, foreign  bu si­
ness and sid e  serv ices of a ll k inds.
S c o p e  o f  t h e  C o m p t r o l l e r - A u d i t o r ’s  
A c t i v i t i e s — The C o m p tr o l le r  u su a lly  reg­
u lates, through a n a lyses of resu lts and  
through m ethods, to  insu re conform ance  
w ith  th e  p o lic ies of ad m in istra tion  
(Board of D irectors). T he A u d i to r  i s  
u su a lly  considered to  be responsib le  for  
th e  exam in ation  and certification  of 
tran saction s and  conditions.
F requ en tly  one m an fills both of th e  
fun ctions, but if  th e  bank has a  Comp­
tro ller  and an A uditor, th e  A uditor is  
responsib le to  th e  C om ptroller; so  in  any  
event, th e  Com ptroller should  have all 
th e  qualifications. In  th is  d iscourse th e  
C om ptroller’s and th e  A uditor’s qualifi­
ca tion s w ill be d iscussed  jo in tly  rather  
than  separately .
I t  is  presum ed th a t th e  Com ptroller- 
A uditor i s  looked to  for  counsel on or­
g a n iza tion  problem s; is  th e  ch ief ac­
cou n tin g  and budget officer; is in  charge  
of research  program s; is  responsib le  for  
form s, m ethods and standards, and for  
in sp ection  and aud itin g , and is  a  per­
s is te n t a n a ly st and constructive  critic  
of a ll o f  th e  bank’s  po licies, p lans and  
transactions, actual and proposed.
It is  presum ed th a t the Com ptroller- 
A uditor is  a d irect and official represen­
ta tiv e  of adm in istration . H e fu n ctio n s  
w ith  a ll th e  au th ority  of the board or 
of th e  com m ittee of the board, if  one  
has been appointed. N o transaction  nor  
th e  resu lt of a n y  departm ent, officer or 
em ployee should be exem pt from  h is  
scrutiny. H e should  report d irec tly  to  
th e  board and th e ir  an sw er and instruc­
tio n s should  be as d irect to  him .
P e r s o n a l i t y — E very  ban king  in stitu tio n  
has a p ersonality  and since its  person­
a lity  can be on ly  a com posite of the per­
so n a lities  of its  d irectors, officers and  
em ployees, it  im m ed iate ly  becom es im ­
p erative  th a t th is  po in t be stressed  in  
se lec tin g  personnel— C om ptroller-Auditor  
included. From  h ig h  a u th ority  has com e  
th e  sta tem en t th a t in to  th e  p ersonality  
there en ters a t lea st  four large groups of 
tra its . T hey are th e  w ay a  m an deals  
w ith  h im s e lf  (c h a ra cter ); th e  w ay he
B y  E . W . PO LLO CK ,
A ssista n t V ice P resident, F ir s t  N ational 
B ank and T rust Com pany o f T ulsa, 
T ulsa, O klahom a.
(N ote— T he A m erican  B ank ers A ssoci­
a tion  recen tly  printed  a booklet, “D u ties  
and Q ualifications o f E x ecu tive  B ank Of­
ficers,” from  one chapter o f w h ich  th is  
artic le  is taken  by perm ission . The  
sp ec ia l top ic  has an  in terest for a ll ac­
countants.)
deals w ith  p e o p le  (h is  socia l s e n s e ) ; th e  
w a y  h e  d ea ls w ith  th in g s  (som etim es re­
ferred to  as h is  dexterity , especia lly  in  
m echanical m a n ip u la tio n s); and th e  w ay  
h e  deals w ith  id e a s  (h is  in te llig en ce ). 
T he author of th is  sta tem en t says th at 
a ll four o f th ese  con stitu te , if  not th e  
w hole, th en  su re ly  a lm ost th e  w hole of 
h is personality .
Som e of th e  hum an characteristics  
w h ich  th e  C om ptroller-A uditor should  
p ossess are  th e  fo llow in g:
H o n e s t y — H onesty , to  m y m ind, is  
abso lu tely  th e  prim e p rerequ isite  quality  
of ev ery  m an for an y  position  of even  th e  
s lig h te st resp on sib ility , and becom es in ­
crea sin g ly  im perative as responsib ility  
increases. I t  is  indeed essen tia l if  a  m an  
is  to  a tta in  an y  h ig h  p osition  and keep  
it. Probably no officer in  a  bank, out­
sid e  of th e  Sen ior E xecu tives, has h is  
s ta tem en ts relied  upon so  often  and to  
su ch  an ex ten t a s does th e  Com ptroller- 
A uditor, w ho, in c id en ta lly , holds in  h is  
hands th e  d estin y  of so  m any persons 
and projects. W ith  every  p riv ileg e  com es 
an  equal am oun t of responsib ilty , w h ich  
is  as it  should  be. E very  report should  
conta in  th e  fu ll fa c ts  and cond itions and  
th e  accom p anying  com m ents should  be 
in ten se ly  fa ir, both to  th e  departm ent or 
person under review , and to  th e  m anage­
m ent. I am  a lw ays im pressed by th e  
th o u g h t exp ressed  by Charles R. Gow, 
P rofessor  of H um anics at th e  M assa­
chusetts In stitu te  of T echnology— “H on­
e s ty  is  a fter  a ll th e  b asic  sta r tin g  point 
of character. A n em ployer m ay over­
look th e  fa c t th a t a  m an is  stupid , i f  he  
has other qu a lities th a t are valuable. H e  
m ay overlook  th e  fact th at he is  lazy  
or ind olent, or th a t he is  care less or 
som etim es ind ifferent. T hose th in g s can  
be se t  off a g a in st possib le  valuab le quali­
ties . B ut no em ployer can overlook th e  
fact of a  m an’s d ish onesty . Above all, 
he cannot pu t m en in to  responsib le  
charge of im portant fun ction s u n less he
fee ls  th at he is  abso lu tely  able to  rely  
on the ir  rep resentations, and tru st them  
w ith  h is  m oney, h is  in terests, and th e  
rep utation  of h is  concern.
“H on esty  is  th e  ind ispensab le  e ssen tia l 
of ev ery  w o rth w h ile  su ccess.”
M o r a l s  a n d  H a b i t s — Good m orals and  
c lean  hab its w ill a ss is t  any  m an to  suc­
cess m ore th an  m ost of us are conscious  
of. E ven th ose  w h o are care less in  th e ir  
ow n in d u lgen cies have great adm iration  
for  o thers w ho conduct th em selves on  
h ig h  planes. So  m uch of our life  is  
m ade up of h a b its  th at m uch can be  
gained  sim p ly  by esta b lish in g  good hab its  
th e  sam e a s  a  b u sin ess en terp rise  adopts 
good polic ies for its  guidance.
T h r i f t — T h rift is  one of th e  first fu n ­
dam entals of life . If a  person cannot 
save, he  cannot perm anently  succeed. A  
m an w ho is  w eighted  dow n w ith  per­
son a l financial difficulties and w ho wor­
ries, is  ap t to  ta k e  t im e  from  h is  bu si­
n ess for a tten tion  to  th ese  difficulties. 
H is efficiency du ring the t im e  he does 
spend in  th e  office is  u su a lly  lessened . 
A lso, su ch  pressure m ight cause h im  to  
w ron gfu lly  appropriate som e of th e  
bank’s a ssets  for h is  own use. C ustom ers 
w ho kn ow  such  a condition  e x is ts  w ith  
a bank officer, are prone to le t  it  affect 
th e ir  op in ion  of th e  bank, in  w h ich  th ey  
are  justified.
C i t i z e n s h i p —Good c itizen sh ip  on th e  
part o f a  sufficiently h ig h  percentage of 
th e  persons in  a com m u nity  is  w h at  
m akes th e  com m unity  a  good p lace in  
w h ich  to  liv e , and a  profitable and pleas­
a n t terr ito ry  in  w h ich  to  conduct a  busi­
ness. T o be a law -abiding c itizen  and  
to  pay taxes is  m erely  to  do th e  th in g s  
We are com pelled to  do; som e few  w h o  
a re  capable of leadersh ip  m u st con sen t  
to  g iv e  m ore, if  the com m unity  is  to  a f­
ford p rosp erity  su ch  as bu ilds bank de­
posits . A  bank h a s a r ig h t to  exp ect  
superior c itizen sh ip  in  each of its  officers.
M a n n e r s — M anners in d ica te  one’s edu­
cation  and character. T hey affect th e  
confidence and respect others have for  
the officer and, incid en ta lly , to  som e ex ­
tent, for th e  bank h e  represents.
C a r r i a g e - P o s t u r e — A  quick step , posi­
t iv e  m ovem ents about the office, and an  
erect p o sition  at th e  desk can r ig h tly  be  
regarded as an in d ica tion  of definite pur­
pose and concerted action  in  b u sin ess  
transactions. A t an y  rate, a dropped  
po sitio n  and draggy m ovem ents are not  
in d ica tiv e  of reserve en ergy  or superior  
resu lts.
D r e s s — D ress is  an  outw ard in d ica tion  
of inner ch aracteristics and su rely  m akes
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its  im pression; therefore, c lean lin ess and  
n eatness d eserve earn est consideration , 
to  be fo llow ed by appropriate se lection  
o f garm ents.
P r e j u d i c e  —  The Com ptroller-A uditor  
sh ould  be abso lu tely  unprejudiced. E very  
in c id en t should  be en tire ly  free  from  any  
personal fe e lin g  w hatsoever. A ny Comp­
troller-A uditor w orth  h a v in g  w ill m eet 
som e opposition  and if  he is  the careful 
and progressive  type, he w ill con stan tly  
be con v in cin g  som e one th a t a  result, 
theory, system , procedure should be 
changed. H is  job is  an  ever rep eating  
proposition  of d iagn osing , reporting, pre­
scrib ing, a ss is t in g  and su perv isin g , and 
he m ust be open m inded and free from  
prejudices, both as to persons and as to 
th ings.
F a i r n e s s  —  The Com ptroller - A uditor  
m ust have not only ab ility , be efficient in  
exam in ation s, lo g ica l in  conclusions, ju st 
in  cr itic ism s and  con stru ctive  in  recom ­
m endations, but he m ust ex erc ise  self- 
control and be open and above board in  
all h is  work. F ortu nate is  th e  m an w h o  
holds no grudges, w ho is  free  o f jea l­
ousies tow ard others, w ho finds it  easy  
to  be fa ir  and square in  a ll situ ation s, 
and w h o rem em bers and practices the  
G olden R ule.
C h e e r f u l n e s s — C heerfu lness is  a  w on­
derful a sset. A  su n sh in y , agreeable, op­
tim is tic  a ttitu d e  w orks w onders in  th is  
world. C heerfu lness not only keeps one  
in  a w holesom e, hea lth y  atm osphere, but 
in sp ires your a ssocia tes w ith  in terest 
and en th u sia sm  to  jo in  in  your endeavor. 
I f  you  w ill rev iew  th e  l iv e s  o f  our great 
m en you w ill find th a t on th e  w h ole  th ey  
w ere cheerfu l and optim istic . It w as  
probably th e ir  cheerfu ln ess th at helped  
to  m ake them  great, as w ell as th e ir  
greatn ess th at m ade them  cheerful.
C o o p e r a t i o n —C ooperation is  an abso­
lu te  e ssen tia l i f  a  person is  to  advance  
perm anently  very  far. T he m ore com ­
p lex  a bu sin ess becom es th e  m ore neces­
sary  i t  is  th a t every person be a good  
team  w orker. T here is  no position  that 
requires a conten tious, cr itica l and stub­
born person w ho a lw a y s in s is ts  on hav­
in g  h is  own w ay. M ost em ployees and  
officers w ill ta k e  su g g estio n s presented  
in  the r igh t m anner. T he Com ptroller- 
A uditor should  secure for  h im se lf th e  
advantages to  be had by a  sp ir it o f help­
fu lness and cooperation. H e u su a lly  w ill 
have enough to  overcom e in  th e  other  
person w ith o u t com plicating  th e  situ a ­
tio n  by an y  of h is  ow n short-com ings. 
B esides, if  he is  not careful, h e  can never  
be sure w heth er the o ther person objects 
to  h is  proposition  or to  h is  m anner of 
presenting  it. B oth  th e  Com ptroller- 
A uditor and th e  bank suffer from  lack of 
cooperative efforts on h is  part.
C o n s t r u c t i v e n e s s — In  m ak in g  an ex­
am ination , th e  Com ptroller - A uditor’s 
poin t of v iew , of n ecessity , should  be
rig id  and h is report should  be uncom ­
prom ising; but h is  a ttitude, sp ir it and  
critic ism s, a lthough firm, should  be beam ­
in g  w ith  help fu ln ess. R em em ber, th e  
bank w ants, not on ly  the findings, but it  
a lso  w an ts the s itu a tio n  corrected and  
it  is  o ften  up to  the Com ptroller-Auditor, 
not on ly  to  convince the other officer of 
h is  error, but to  “poin t the w ay .”
A  m ost va luab le  qualification  any  
C om ptroller-Auditor can have is  an in ­
qu iring  m ind. H e m ust be con stan tly  
search in g  for better m ethods, better  
form s and better operations. B ecause  
so m eth in g  has been done in  a  certa in  
m anner for  years is, on its  very  face, 
an ind ica tion  th at it  is  probably an­
tiquated, and  is  a good reason  w hy the  
C om ptroller-Auditor should  inquire as to  
w hether th is  operation  could be im ­
proved.
T a c t f u l n e s s — Oil is  used to  lessen  fr ic ­
tio n  betw een tw o  p ieces of m etal that 
m ust w ork n ext to  each  other. T act is  
th e  o il th a t lessen s fr ic tio n  betw een  tw o  
persons. It h a s been sa id  th a t “Tact 
seem s to  be a com bination  of self-re­
stra in t and com m on sense. It does not 
need to  in v o lve  deception. T act goes  
around an obstacle  in stead  of c lim bing  
over it  or endeavorin g  to  sm ash  it. Tact 
ta k es  th e  path  of lea st resistan ce  and  
thereb y  avoids th e  expenditure o f a 
need less am ount of effort or force. Tact 
is  genera lly  conciliary , but not neces­
sa r ily  so. It w ill em ploy th e  strong  arm  
w hen th a t serv es th e  purpose better .” 
To a  Com ptroller-Auditor, or to  any one 
in  a lik e  position  of cr itic is in g , correct­
ing, and in stru ctin g , the ab ility  to  w ork  
ta c tfu lly  in  harm ony w ith  others is  a 
m ost va luab le  possession .
A m b i t i o n — A m bition  m ust ex is t  before  
w orth w h ile  accom plishm ent can be ex­
pected. A  d esire  to  keep constan tly  im ­
proving the effectiveness o f th e  en tire  
in s titu tio n  m ust com e from  w ith in  if  
m ore th an  ordinary routine m atters are  
to  be accom plished by th e  Com ptroller- 
A uditor. T he creation  or co n ceiv in g  of 
new  th in g s can not be expected  from  one 
w ho lack s am bition.
E n t h u s i a s m — E n th u sia sm  is  w ith o u t  
doubt a good th in g  to  have— th a t is  gen­
era lly  conceded. I t is  th e  force th at car­
ries one a long  to  do th e  th in g  he asp ires  
to  do. I f  th e  C om ptroller-Auditor is  an  
en th u sia stic  leader, m uch can be ex­
pected, for en th u siasm  is  contagious.
C o n f i d e n c e — Confidence is  a  valuab le  
quality, both  in  oneself and in  others. 
E ith er  can be overdone. N eith er  should  
be accepted too read ily . E xperience is  
th e  best proof of both. I f th e  Com ptrol­
ler-A uditor d isp lays lack  of confidence in  
h im self, h e  should  not expect o thers to  
place confidence in  him . H e should  take  
care, how ever, not to  d isp lay  an attitu d e  
of cock-sureness. E x ecu tives, to  be good  
executives, m ust m u ltip ly  th em selves
through  others, w h ich  natu rally  n ecessi­
ta tes p lac in g  confidence in  th o se  sub­
ordinates. I t is  w ell to consider a t  
len g th  th e  m en you recom m end or in  
w hom  you put dependence, lest th e ir  con­
duct cause you em barrassm ent.
I n i t i a t i v e — N o idea str ic tly  w ith in  it­
se lf  is  w orth  very  m uch. A n id ea  is  
m erely  a  sp ecu lation  as to w hat m igh t  
be done, but in it ia tiv e  causes th e  actual 
a ccom p lish in g  of th e  proposed resu lt. 
T he m an w hom  a busy execu tive  va lues  
m ost is  the one to  w hom  he can a ss ig n  
a ta sk  by sim ply  sta tin g  th e  desired re­
su lt  w ith ou t g o in g  in to  detail about w ays  
and m eans, th en  com pletely  forg et it, 
w ith  th e  assurance th at at th e  appointed  
tim e a report w ill be on h is  desk sta tin g  
that th e  task  is  com pleted.
I m a g i n a t i o n — The Com ptroller-Auditor  
should  have an im a g in a tiv e  m ind. E ven  
thou gh  he m ay be possessed  of a ll the  
facts in  a  case, to  render judgm ent he  
m ust use the tool of im ag in ation  through  
w h ich  he is  able to  foresee  th e  cond itions  
th at are apt to  develop. From  the facts, 
he m ust be able to  understand m otives  
and conduct of others. H e m ust be able  
to  put h im se lf in  th e  other fe llo w ’s  place. 
It is  necessary  th at h e  perceive the pur­
pose both behind and beyond th e  know n  
conditions.
T h o r o u g h n e s s — T horoughness is  one  
of th e  m ost essen tia l qu a lities e sp ec ia lly  
in  a Com ptroller-Auditor. In  fact i t  is  
partly  th e  lack  of thoroughness in  others 
th a t m akes a u d itin g  necessary. Errors, 
w h ich  are the ch ief pursuit of th e  Comp­
troller-A uditor are u su a lly  of tw o  types, 
a c c id e n ta l  and in te n t io n a l .  M ost errors 
are of the accidental typ e  and the la rg est 
per cent of them  are preventable. T he  
operator by  sim p ly  being  in ten se ly  thor­
ough could prevent them . P erfection  in  
hum ans, how ever, is  som eth in g  to be ap­
proached, but never to  be a tta ined . T he  
Com ptroller-Auditor, throu gh  carefu l at­
ten tio n  and deta iled  checking, is  the best 
assurance of in stitu tio n a l thoroughness. 
T h is should  be a  part of h is  natu ral 
make-up, and he should  bear the best 
rep utation  of an y  in  the in stitu tio n  for  
dependability  in  th is  respect. A ltogeth er  
too  m any persons stop short of the goal 
of thoroughness.
A c c u r a c y  —  T he Com ptroller - A uditor  
should  be th e  la st word in  accuracy. If 
th is  is  not a  purely  natural and ea sy  
tra it  w ith  h im  then  he should  cu ltiv a te  
it. U n til th e  tim e it  is  accom plished , h e  
should  em ploy th e  p lan o f h av in g  every  
report double checked, preferably by 
som e one other than  its  author, before it  
leaves th e  departm ent. I t  is  a good plan  
to  fo llow , even  later. E ach tim e th e  
P resid en t accepts your recom m endation, 
your position , both  w ith  th e  P resid en t 
and w ith  th e  D epartm ent H ead is  
stren gthened , and gradually  your word  
approaches th e  sta n d in g  of authority .
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R e s p o n s i b i l i t y — A  rep utation  for re­
sp o n s ib ility  under a ll c ircum stances is  a  
m ost valuable asset to  have. E x ecu tives  
m u st have  m en to head im portant pro­
jects and departm ents, w ho are w illin g  to  
accept resp on sib ility  and on w hom  they  
feel th ey  can abso lu tely  depend.
T h i n k i n g — T h in k in g  or reason ing  is  a  
facu lty  m ost essen tia l to  a Com ptroller- 
A uditor, for  he, w ith  th e  possib le  e x c e p ­
t io n  of th e  C hief E xecu tive , com es in  
m ore in tim ate  contact w ith  th e  m any  
phases of th e  b u siness and w ith  the re­
su lts  of em ployees than  does an y  other  
officer. H e has a m ost varied  and com ­
plex  fun ction  and m ust m atch h is  w its  
a g a in st those of every  other person, from  
th e  h ig h est E xecu tive  Officer to  the low ­
est em ployee. H ow ever, the use of th e  
fo llow in g  s ix  steps in  reasoning , as out­
lin ed  by O rdway Tead in  h is  book on 
“H um an N atu re and M anagem ent,” w ill  
s im p lify  and fa c ilita te  h is  han d lin g  of 
problem s ar isin g:
1. R e c o g n it io n  of the problem .
2. A c c u m u la tio n  of a ll possib le data  
w h ich  throw  lig h t on th e  nature of the  
problem  and, perhaps, therefore, on its  
solution .
3. C la s s if ic a tio n  of a ll the data in to  
sign ifican t groupings— groupings w hich, 
i f  in te llig en tly  m ade, supply c lues as to  
th e  probable nature of th e  so lution .
4. F o r m u la tio n  of a  ten ta tiv e  conclu­
sion , a  so lu tion , or “w ork in g  b a sis” or 
“h y p o th esis” (a s  it  is called  in  sc ien tific  
in q u ir ies) w h ich  is  to  be tried  out in  
action  to  see  if  it  w orks.
5. T e s t in g  of th e  ten ta tiv e  so lu tion  in  
action , and if  it  w orks:
6. A d o p tio n  of the so lu tion  as a w ork­
in g  m ethod considered to  be effective as 
long  as a ll the supporting  cond itions of 
th e  case rem ain  th e  sam e.
W i l l  P o w e r — Strong w ill is th e  force  
th at puts over m any seem in g ly  im pos­
sib le  tasks. It is th e  pow er by w h ich  
one chooses and determ ines, w ith in  
reasonable bounds, th a t a ll th in g s  are 
possib le. T h is m ay seem  a questionable  
statem en t but you w ill find it  hard to d is­
prove. I t  should  be borne in  m ind that 
a lthough  stubbornness is  an excessiv e  de­
gree of w ill pow er and a th in g  m uch d is­
liked , i t  is  m ore o ften  regarded so be­
cause th e  offender’s a ttitu d e  is  offensive  
or because th e  th in g  h e  w ills  to  do is  
not sou nd ly  conceived . T he Com ptroller- 
A uditor w ill avoid  b e in g  called  stubborn  
i f  he:
1. G ets a ll th e  facts.
2. C onsiders and com pares th e  facts  
thorough ly .
3. C onsiders the goal or resu lts  to  be 
obtained.
4. M akes a final d ecision  and stays by
it.
I t som etim es happens th a t after th e  
Com ptroller-A uditor’s m ind is  m ade up 
he see s  fit to  change it  and it  is  w ell he
should  if  it  develops th a t he w as not in  
p ossession  of a ll th e  fa c ts  on w h ich  to  
base a  decision , or if  conditions have  
changed s in ce  th e  d ecision  w as m ade.
P e r s i s t e n c e — P ersisten ce  is  th e  ac tiv ­
ity  e lem ent of decision . W ithout i t  very  
lit t le  is  accom plished and courage is  lost. 
In rea lity , p ersisten ce  is  th e  only out­
w ard in d ica tion  or proof of d ecision  and  
a real dem onstration  of courage. I t  is  
a good s ig n  of sound judgm ent based on 
com plete and accurate know ledge. T he  
C om ptroller-Auditor needs to  be p ersis­
ten t.
G e n e r a l  B a n k i n g  E x p e r i e n c e  —  The  
C om ptroller-Auditor should  thorough ly  
understand h is  job. T o handle the m ul­
titu d e  of du ties to  th e  best advantage he  
should be in tim a te ly  fam iliar  w ith  the  
problem s of bank operation . W ithout 
th is  kn ow led ge h e  can not in te llig en tly  
su g g est im provem ents in  in tr ica te  opera­
tions, e lim in a te  duplication  and lo st m o­
tion  nor design  sy stem s and form s. The  
object of a ll th ese  should  be to  approach  
the only  justification  for th e  ex isten ce  of 
th e  bank by providing:
1. Superior serv ice  and products for  
the custom ers a t reasonable se llin g  
prices.
2. G enerous incom es to  a ll officers and  
em ployees responsib le  for th e  su ccess of 
th e  bank.
3. H igh  rate  of return  on cap ita l em ­
ployed.
4. S trong  financial p osition  at a ll 
tim es.
It is  difficult to  ga in  th is  fa m ilia r ity  
even  in  a  m edium  sized  bank because  
there is  so  m uch of so  m any th in g s to  be 
done th a t a ll of th e  tim e  of one, yes, even  
of m any persons m ay be concentrated on 
a sin g le  c la ss of transactions. T he only  
opportunity  th e  Com ptroller-Auditor m ay  
get to  learn other departm ents is  to read  
about them  or attend  ev en in g  c lasses. 
T herefore, I am  firm ly of th e  opinion  
th at it  is decided ly  to  the Com ptroller- 
A uditor’s advan tage to  have been so m e­
w h at seasoned  in  a sm all un it bank or 
branch, as there w e  find one person is  
responsib le  for  var iou s duties. Should  
th e  C om ptroller-Auditor be fortu nate  
enough  to  have occupied a ll five or s ix  
of th e  p o sition s th e  sm all bank affords, 
in  a  com paratively  short tim e h e  w ill  
have com e in  con tact w ith  a ll of th e  
phases of th e  ban k ing  bu siness. I t  is  
tru e  th a t som e ph ases need be touched  
upon on ly  s lig h t ly  by th e  Com ptroller- 
A uditor. I t is  not c la im ed th a t he should  
becom e 10 per cen t proficient in  a ll de­
partm ents of a  m edium -sized bank, but 
he does need a  thorough un derstand in g  
of th e ir  objectives and procedures and, 
w h at is  v ery  im portant, an  appreciation  
of how  each departm ent fits in to  the  
com pleted b u sin ess structure of the bank.
O r g a n i z a t i o n — O rganization in  busi­
n ess has becom e in crea sin g ly  im portant.
P robably th ere  is  no phase of m anage­
m ent w h ich  deserves m ore consideration . 
Two of th e  principal reasons are th at:  
C onsolidations and m ergers have  throw n  
su ch  vo lum es of b u siness under one m an­
agem en t th a t w ith ou t organ iza tion  th ese  
large  concerns w ould be un w ield ly . A lso, 
com petition  is  gradually  narrow ing  th e  
profits to  th e  poin t w here su rv ivorsh ip  
depends m ore and m ore on efficiency. It  
is  very  lik e ly  th a t th e  Com ptroller-Audi­
tor  w ill be expected  to  take th e  lead in 
plans and organization  and i t  is  lo g ica lly  
h is responsib ility . T o do th is  effectively  
he should  be fam iliar  w ith  th e  p r incip les  
of organ ization  and have a kn ow ledge  
of th e ir  application .
A c c o u n t i n g  K n o w l e d g e — The Comp­
troller-A uditor, as th e  ch ief accou nting  
officer of th e  bank, in terp rets th e  re­
qu irem ents of governm ental au th orities , 
outlines th e  accou nting  po licy  for th e  
bank, e sta b lish es th e  control accounts, 
prescribes th e  m ethods to  be follow ed , 
se ts  up rep ort schedu les, analyzes depart­
m enta l reports and prepares or super­
v ise s  th e  preparation  of specia l reports.
D e p a r tm e n ta l  a n d  u n it  c o s t  a c c o u n tin g  
should  be a  fa m ilia r  subject to him . Com­
p e tition  dem ands th a t a  fine break-down  
o f a bu sin ess be m ade in  order to  ascer­
ta in  and im prove th e  degree of efficiency 
and profit of th e  severa l phases of bank  
operations in  order to  in su re  adequate  
resu lts for  th e  w hole. H e  m ust know  
the fun dam enta l bases for  th e  d istribu­
tion  of expense and a llocation  of incom e. 
H e m ust be able to  d istin g u ish  betw een  
charges for add ition s, im provem ents, re­
placem ents and repairs, contracts and  
leases, etc., w h ich  have  any accou nting  
aspects.
A c c ru a l A c c o u n tin g  no doubt, even t­
ua lly  w ill be th e  b asis on w h ich  banks  
w ill operate. B anks are learn in g  th at  
th e  m ost effective  safeguard  and control 
of expense is  secured by scien tific  daily  
adjustm ent accrual accounting. M anage­
m ent requires current, accurate inform a­
tion  as to  n et earn ings, w h ich  on ly  th is  
type of accou nting  provides. N o  longer  
is  it  sufficient to  estim a te  th e  resu lts to  
th e  end o f an  accou nting  period or w a it  
u n til th e  end of a  com plete cycle  to  learn  
the n et profit. A ccrual accou nting  takes  
in to  account incom e earned but n o t re­
ceived , suspends incom e received  not 
earned, and  se ts up ex p en se  accrued but 
not paid, w ith  th e  resu lt th a t for  prac­
t ica l purposes the bank know s a t th e  
close  of each day’s b u sin ess ex a ctly  w hat 
its  n et earn in gs are. In cidenta lly , any  
upw ard or dow nw ard trend  is  presented  
th e  very  day th a t it  com m ences, and cor­
rective  m easures m ay be started .
B u d g e t in g  has proved to  be a very  de­
sirab le  in stru m en t in  bu sin ess m anage­
m ent. I f  resp o n sib ilitie s  have  been estab­
lished  and accou ntab ilities have been ef- 
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Y OUR CH AIRM AN requested th at  I ta lk  to  you about b u sin ess condi­tions. F ran k ly , th ey  are terrib le. 
T hey are so  bad th a t on e  of m y c lien ts  
in  T acom a w h ile  w a lk in g  across th e  big  
bridge over th ere  m et anoth er c lien t w ith  
h is  coat and h is  sh oes off, preparatory to  
co m m ittin g  su icide. T he first c lien t to ld  
h im  to  com e w ith  h im  and ta lk  i t  over  
and he w as sure th at he could help  him  
and convince h im  th at t im es  w ere not as 
bad a s  pictured. T hey w alked  across the  
bridge and back m any tim es ta lk in g  it  
over. T he n ex t m orn ing  tw o  pairs of 
sh oes and tw o  coats and  hats w ere found  
on th e  bridge.
G etting  back to  real facts of the m atter, 
I am  g o in g  to  shock som e of you by te ll­
in g  you th a t I b e lieve  a goodly num ber  
of you w ill look back over th is  try in g  
period w e  are h a v in g  and w ill g lory  in  
th e  su ccess th a t you  m ade. Som e day  
you w ill becom e convinced th a t th is  try ­
in g  period w as ju st ex a ctly  w h at you  
needed to  rea lly  g e t you dow n to  brass 
tacks to  do th in g s  and  th at throughout 
th e  rest of your liv e s  you w ill profit 
by it.
J u st rea lize  th at th e  m ain  th in g  th at  
w e needed in  th is  country  w as an oppor­
tu n ity  to  th in k — and h ere  w e  h a v e  th at  
opportunity. M ost of us go through our 
liv e s  in  som e defin ite p o sitio n  and reap­
in g  a  reasonable am ount of success, and  
w e han g on ind efin itely . If som eth ing  
w ould o n ly  happen so th a t w e could lose  
our jobs or be forced out aw ay from  our 
assured incom e, w e  w ou ld  get busy and  
do th in gs.
I took four boys ou t o f  a  large  office 
a  num ber of years ago. T hey a ll decided  
th a t th ey  w ere not g e ttin g  anyw here. 
T hree or four m onth s afterw ards one of 
th em  becam e fr igh ten ed  and ran back to  
cover. Of th e  other three, one o f them  
is  cash ier  in  a bank in  th e  southern  part 
of th e  S tate; another holds a  very  desir­
able position  w ith  a bond organization , 
and th e  th ird  is reap ing a fu ll m easure  
of success in  C aliforn ia. S om eth ing  had 
to  happen to  them  and did happen, to  
get them  aw ay from  th e ir  stead y  jobs, 
and ev ery  one of them  w ho stayed  aw ay  
profited by it. The fourth  boy is  s t ill  
on th e  job w ith  a  sa la ry  th a t none of 
the other three w ould ev en  look at.
It is  th in k in g  that m akes opportunities. 
It is  the constan t change th a t occurs in  
A m erica th a t m akes it  a  place w orth­
w hile. It is th e  a b ility  w e  d isp lay  in  
ta k in g  ad van tage of th ese  changes that 
d eterm ines w h eth er w e  are g o in g  to  be 
su ccesses or fa ilu res. It is  ju st as easy  
to  m ake m oney on a  fa llin g  m arket as  
it  is  on a r is in g  m arket provided only  
that w e are on th e  r igh t side. It is  just
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as easy  to  m ake m oney during hard tim es  
a s i t  is  d u rin g  good tim es. C ertain ly  th e  
op p ortu n ities to  get hold of som eth in g  
w o rth w h ile  and carry  i t  on are greater  
du rin g  periods of hard tim es th an  during  
periods o f good tim es. W hen m ost m en  
lack  th e  courage to  do, i t  is  th e  brave  
m an w ho accom p lish es th e  th in g  w orth­
w h ile . I can  look over a  dozen organi­
zations, m y own for in stan ce, and I can  
se e  a  num ber o f  cases w h ere I have  been  
forced to  do th in g s w h ich  I never w ould  
have  done had th is  period of stress  not 
com e upon us. T hese v ery  th in g s should  
have been done tw en ty  years ago and  
h a v in g  been done w ou ld  have insured a 
success w h ich  I can hardly  m easure a t  
th is  tim e. E v ery  com pany and every  or­
g a n iza tion  h a s opportunities a w a itin g  it, 
but so m any lack th e  courage to  take  
hold and do th in g s . I t  is  th is  fear th at  
w e w on’t be a b le  to  pay th e  b ills  n ext 
m onth  th a t causes us to  hold back.
F r a n k ly ,  th e  r e a l  p r o b le m  i s  to  g e t  
d o w n  to  s iz e . W e have been sa ilin g  a long  
at h ig h  speed and n ow  w e have to  com e  
to  a  rest. A t h igh  speed w e  paid b ig  
sa la r ie s  to  execu tives, and a  w hole  flock 
of stenographers. M ere m oney w as noth ­
ing. There w as a  t im e  in  th e  careers of 
every  one of us w hen  w e  w ould have been  
w ell p leased if  w e  could do as m uch  
b u siness as w e are doing r igh t now . I 
know  a firm th a t  had $100,000.00 w orth  
of bu sin ess la st year. F rankly , for over 
15 years of th e  ex isten ce  of th is  organi­
zation, it  operated w ith  a m uch less v o l­
um e than  th is . W hy should  th ey  k ick  
at a  $100,000.00 volum e? I f  th ey  don’t 
m ake m oney it  is  th e ir  own fau lt. It is  
just up to  them  to  m ould th e  organiza­
tion  in to  shape so  th at i t  w ill m ake m on­
e y  on a $100,000.00 volum e. I f th ey  can ’t  
do th is, they  are  fa ilu res. T he sam e is  
tru e  of you. You m ade m oney on a  m uch  
less volum e than  you have r ig h t now . 
T he on ly  reason  you don’t m ake m oney  
now  is  th a t you  have  too  m any flossy  
ideas about the th in g s th a t you are doing.
M y  s u g g e s t io n  i s :  g e t  d o w n  to  s iz e .  I t  
is tru e  m any of us are tied  down by lease­
hold agreem ents and th in g s of th a t sort 
w h ich  m ake it  difficult for us to  get down  
to  size. B u t w h y  not face  th e  p icture  
and get our m inds back to  th e  place  
w here it  w as a few  years ago  w hen  our 
present vo lum es w ould  have  caused  us 
to  stru t around in  our fro n t yards and  
te ll th e  w orld in  exu lta tion . I t  is  purely  
a m ental sta te . W hen you  rea lize  th at  
your p resent vo lum e is  am ple to  m ake
m oney for  you and you g e t your hou se  
dow n to  th e  present-volum e size, th e  rest  
w ill be easy . You are go ing  to  sa y  i t  
can ’t  be done, but I am  te llin g  you  th a t  
i t  is be ing  done. I have a  logger c lien t  
w ho n early  lo st  h is  sh ir t  la st year. T h is  
year he is  m ak in g  m oney ev ery  m onth. 
H e w as in  m y office a  few  days ago and  
told m e th a t a fter  tw en ty  years o f log ­
ging, h e  has ju st discovered how  to  log  
econ om ically . H e  i s  g e ttin g  logs out 
cheaper today th an  h e  ever did in  h is  
experien ce and h e  i s  m ak ing  m oney a t it.
I have i n  m ind a  stee l m ill. T hey  lo st  
m oney la s t  year  and are s t ill  lo sin g  m on­
ey , but th ey  h a v e  sta r ted  off on a  ne,w 
idea, p u ttin g  a new  product on th e  m ar­
k et ju st a s  fa s t  a s th ey  can. Ju st a  change  
in  th e  m enta l reaction  to  th e ir  job i s  go­
in g  to  m ake m oney for th em  in  1931, and  
th a t is tru e  w h eth er  th e  new  venture is  
a su ccess or not. My own b elie f is  th at  
it  w ill be a  pronounced success.
I have organ iza tion s on m y l is t  of 
c lien ts  th a t n early  doubled th e ir  cap ita ls  
in  1930 through profits; and th ey  did  
th is  in  lin es  o f  b u sin ess in  w h ich  com pet­
in g  organizations nearly  w en t broke. 
T hey didn’t  kn ow  th a t  hard tim es w ere  
upon us and  probably never w ill know .
T h e  b ig  p ro b le m  is  to  g e t  d o w n  t o  s iz e .  
You are confronted, it  is true, w ith  th e  
problem  of e ith er  cu ttin g  w ages or d is­
chargin g  em ployees. A ll of th e  b ig  bu si­
n ess m en and financial experts in s is t  
th a t w e  should  not cut w ages. F rankly , 
I fa il to  see  th e  difference. N o organiza­
tion  can pay out m ore m oney th a n  it  
takes in . T he problem  is  purely  one of 
w h ich  w ill cau se  th e  lea s t  d iscom fort. 
E conom ically  it  m akes no difference  
w heth er you cut th e  w ages o f th e  en tire  
force  or cu t dow n th e  force. T he resu lt 
is  ex a ctly  th e  sam e. F rankly , m y opin ion  
is  th a t th e  m ost im portant job w e  have  
before us tod ay  is  to  keep our boat in  
tr im  so th at n o tw ith stan d in g  th e  fact 
th a t it  gets battered in  th e  storm , w e at 
least w ill have enough o f a  boat le ft  to  
t ie  our sa ils  on and to  get going. I f w e  
w reck th e  boat, w e  are  a ll g o in g  down. 
In  order to  keep th e  boat afloat, w e, no  
doubt, m ay have to  do a  lo t of th in g s  w e  
don’t lik e  to  do, but le t ’s not try  to  do 
som eth in g  th a t w e can’t possib ly  hope  
to  finish . L et’s not cripp le our organiza­
tio n s  w ith  th e  fa lse  hope th a t tim es are  
g o in g  to  get better  quickly. I am  te llin g  
you r ig h t now  th a t  th e  difficulty is  not 
hard tim es, i t  is  on ly  th a t w e  are not 
g o in g  a s rap id ly  as w e w en t before and 
w e are unable to  adjust ourselves to  th e  
new  speed.
M y  su g g e s t io n  i s  th a t  w e  t r im  o u r s a i ls  
a n d  g e t  d o w n  to  s iz e .  One of th e  surpris- 
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U N D E R  date of Septem ber 19, 1931, th e  P resident of G erm any issu ed  a decree cover in g  regu lations  
concerning sh are  corporations (co n sist­
in g  of regu lations under, or am plification  
of, th e  sta tu tes  em braced in  th e  Commer­
cia l C ode).
W e are presen tin g  a  translated  syn op­
s is  of th e  decree w h ich  w as g iven  its  
first pu blicity  in  th is  cou n try  at th e  All- 
D ay M eeting of th e  N ew  York S ta te  So­
ciety , October 14, 1931.
A rticle  I
T h is  a r tic le  deals w ith  the lim ita tio n s  
im posed upon corporations in  connection  
w ith  th e  acqu isition  of ow n shares. Such  
acq u isition  is  restr icted  to  specific  cases, 
a s  by foreclosure (w h ere such stock  has  
been pledged to th e  corporation) or for  
purposes o f protectin g  th e  corporation  
a g a in st dam age; shares acquired m ust 
not exceed ID per cen t o f th e  corpora­
tio n ’s  authorized capita l stock. T he ar­
tic le  a lso  conta ins p rovisions concerning  
th e  reduction of cap ital stock.
I t  is  in terestin g  to  note, as a s ig n  that 
th e  sign ifican ce of th e  conso lidation  sta ­
tu s  i s  b e in g  m ore and m ore recognized  
in  Germ any, that th e  restr ic tio n s gov­
ern in g  a  com pany’s acqu isition  of its  own  
stock  a re  m ade to  apply a lso  to  the acqui­
sit io n  by a  su b sid iary  of th e  parent com ­
pan y’s  stock.
A rtic le  II
T h is a r tic le  in terp rets a  section  of th e  
Com m ercial Code w ith  regard to  stock­
holders’ righ ts.
A rtic le  III
T h is a r tic le  requires th e  executive offi­
cers to  m ake at lea st quarterly  reports  
to  th e  Board of D irectors. It further im ­
poses restr ictio n s upon advances and  
loan s to  ex ecu tiv e  officers.
A rticle  IV.
T h is  artic le  con ta in s in stru ctio n s re­
gard ing  th e  ca llin g  o f sp ecia l m eetings  
of th e  Board of D irectors. It further re­
qu ires th e  execu tive  officers of a parent 
com pany to  report to  th e  Board of D irec­
tors upon su bsid iary  and affiliated com ­
panies.
A rticle  V
T h is artic le , r e la tin g  to  annual reports 
to  stockholders, m ay be b est surveyed  
according to  its  ch ie f com ponent parts, 
v iz . :
(a) G eneral in stru ctio n s a s  to  su ch  re­
ports (Sec. 260)
(b) In stru ctio n s on  specific item s (Sec. 
261)
(c) T h e balance sh eet (Sec. 261 (a)  
and 261 (b ))
(d) T he incom e account Sec. 261 (c ))
(e) F orm s and consolidated  accounts
V  ( a ) —T h is  sec tio n  ca lls  for  specific  
in form ation  to  stockholders in  annual re­
ports concern ing  im portant changes m ade  
in  th e  m anner of m ak in g  th e  annual c los­
in g  of accounts from  th a t of th e  preced­
in g  year; in form ation  about su bsid iary  
and affiliated co m p a n ies; fu ll deta ils  
about tra n saction s in  own stock; th e  d is­
closure of lia b ilit ie s , etc., not revealed  by 
th e  balance sh eet itse lf  (in  th is  connec­
tion  it  is  in terestin g  to  observe th a t the  
con tin gen t l ia b ility  on com m ercial paper 
discounted, not form erly  required to  be 
stated , is  now  required to  be sh o w n ); 
th e  to ta l o f  a ll rem uneration, of w h at­
ever kind, of executive  officers and direc­
tors ; m em bersh ip  of th e  com pany in  
price-control, or territory-allotm ent sy n ­
d icates; tran saction s of especia l sign ifi­
cance sin ce  the c lose  of th e  elapsed  fiscal 
year. T he artic le  s tresses th at th e  report 
is to be so c lear and com prehensive a s to  
give th e  in terested  reader of it  th e  u t­
m ost possib le  dependable v iew  of the cor­
p oration’s affairs.
V  ( b ) — T h is part o f A rticle  V  rela tes to 
the va lu ation  of p lan t property, secu r ities  
owned, etc. It i s  in terestin g  to  observe  
th a t a  d istin ction  i s  m ade, in  the case of 
secu r ities  owned, betw een  th o se  in  the  
nature o f a  m ore or less  perm anent in ­
vestm en t (in  w h ose case  m arket value  
m ay be d isregarded) and th ose  w h ich  are 
m erely  th e  tem porary in vestm en t of cur­
rent fun ds; th e  la tter , as also  in ventories  
and com pany's own stock, are to  be v a l­
ued on th e  b asis o f th e  low er of cost or 
m arket. G ood-will is  not to be reflected  
as an asset, u n less it  is  the purchased  
good-w ill of an acquired bu siness,— and  
th en  it  i s  to  be subjected to  proper an­
nual am ortization . Debt D iscount is to  
be treated  a s  an am ortizable asset, to be 
am ortized over th e  l if e  of the related  in­
debtedness.
V  ( c ) — T h is  part of A rticle  Y sta tes  
that, excep t in  so  far a s the particu lar  
ind ustria l requirem ents of a  com pany  
m ay d icta te  deviations, the annual bal­
ance sh eet m ust sh ow  at lea st th e  fo llow ­
in g  deta iled  item s (m ore, i f  d e s ir ed ):
A s s e ts
I. U npaid su bscr ip tion s to  capital 
stock
II. P lan t Property:
1. Land
2. B u ild in gs:
Office and R esidentia l  
Factory, etc.
3. M achinery and E quipm ent
4. T ools, Im plem ents, and F u rn i­
tu re
5. C oncessions, P aten ts, L icenses, 
T radem arks, etc.
III. In vestm en t in  su bsid iary  and affili­
ated com panies. I t i s  in terestin g  to  
note  in  th is  connection  th a t th e  de­
cree sta te s  th a t w hen  one com pany’s  
in vestm en t in  the stock  of another  
reach es 25% of th e  ou tstand in g  
stock  of th e  la tter , th e  la tter  com ­
pany is  to  be regarded as a  poten­
tia l or prospective  su bsid iary; th e  
o w n in g  com pany i s  to  group i t s  in­
vestm en t in  such  a  com pany in  th is  
balan ce sh eet category.
IV. Current A ssets. It is  h ig h ly  in terest­
in g  to  n ote  th e  official recogn ition  of 
current a sse ts  a s  such; th e  concept 
is  n ew  in  G erm any. It is  d isap­
po in tin g  though  to  n ote  th a t (as  
su bseq uently  sh o w n ) no lik e  segre­
gation  of l ia b ilit ie s  b etw een  cur­
rent and others is  required. It is  
further to  be noted th a t accounts  
h ith erto  throw n in to  one group  
called  “A ccounts R eceivable,” in ­
c lu d in g  m ost an y th in g  th at had a 
debit balance, are in  th is  decree re­
quired to be separately  stated . Som e  
o f  th e  “C urrent A sse ts ,” how ever, 
are not so  treated  by us. T he re­
quired segregation  is  as fo llow s:
1. M aterials and Supplies
2. Goods in  process
3. F in ish ed  Product and M erchan­
d ise
4. S ecu rities owned (except th ose  
show n in  III (preceding) and 
and in  IV— 5 (fo llow in g)
5. Com pany’s own stock, s ta tin g  
th e  par v a lu e  a s w ell
6. M ortgages R eceivable, etc.
7. A dvance paym ents (th e  decree  
does not d ifferentiate  betw een  
such  as m ay apply to  in ven to ­
r ie s , such  as m ay apply to  p lant 
properties, and others)
8. A ccou nts R eceivable  a r i s i n g  
from  sa le s  or serv ices rendered
9. A ccou nts R eceivable  from  sub­
sid ia ry  and affiliated com panies
10. A ccounts due from  execu tive  of­
ficers (or th e ir  rela tiv es or rep­
resen ta tiv es) ; th is  app lies a lso  
to  executives of su bsid iaries
11. N otes R eceivable
12. Checks
13. Cash, in c lu d in g  ba lan ces on de­
p o sit w ith  b an ks o f issu e  and  
P osta l cheek  accounts
14. D eferred D ebits
V. D eferred D ebits
L ia b i l i t ie s
I. C apital Stock. P reference sto ck s of 
different c la sses to  be separately  
sh o w n ; furtherm ore, differences in  
C o n tin u e d  on  p a g e  377
366 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T December,
What Price Security?
T H E SE  p ast tw o  y ears have seen  thou san ds of S tate  and national  banks, stock  brokers and in v est­
m ent tr u sts  through out th e  U n ited  S ta tes  
do th e  seem in g ly  incredible, becom e in ­
so lv en t and bankrupt. T h ese  conditions, 
th e  in ev itab le  resu lt o f  pan ics or depres­
sions, tra g ica lly  leave  th e ir  m ark upon  
a ll, w ith o u t exception , d irectly  or in ­
directly . W e are  s t i l l  l iv in g  in  th e  very  
th ick  of th e  econom ic hyster ia . The  
im portance and sign ifican ce of th e  pres­
en t s itu a tio n  is  enough  to  w arran t and  
m otivate  a  detailed  stu dy  for th e  pre­
vention  of a  recurrence of su ch  condi­
tio n s  th a t th reaten  the financial struc­
tu re  of our country and even augur com ­
p lete  collapse of th e  le s s  courageous or 
w eaker com ponents. I t  is  not necessary  
to  perm it th e  m alady of bu sin ess depres­
s io n s  to  en gu lf us, lik e  a  contag ious d is­
ease, to  break dow n and  sick en  our en­
t ire  financial con stitu tion . W hile  w a it­
in g  and hop ing  for  th e  c r is is  to  be fav­
orably passed, a  b itter  price is  paid. 
R esistan ce  is  w eakened, confidence is  
lost, cred it is  w ithdraw n, fa ilu res be­
com e m ere com m onplaces, unem ploy­
m ent is  w idespread and law lessn ess  
reigns. A ll of w h ich  tak es its  to ll in  
suffering, m isery  and discontent.
T hough m any th eses  have been offered  
for th e  econom ic factors and causes of 
th e  depression, i t  seem s m ore v ita l th at  
a plan for th e  cure or part rem edy be 
devised. A  thorough an a ly sis  happily  
recognizes and ind icates constructive  
m easures w h ich  would, w ith  tim e, e ith er  
bridge th e  chasm  or leve l out th e  finan­
c ia l depressions. It is  e ssen tia l th at 
politico-social in fluence be put in to  har­
n ess to  bring  about p reven tive m eas­
u res w ith ou t unnecessary  delay, p etty  
argum ents or se lfish  obstructions.
I t seem s of param ount im portance that 
fa c ts  concern ing  particu lar fa ilu res be  
m ade know n to  th e  public. W e need  
m erely  to  recall th e  ou tstan d in g  bank­
ruptcies and financial scandals of th e  
la st tw o y ears to  rea lize  th e  ex ten t of 
th e  dangerous period in  w h ich  w e  are 
liv in g . W e sh ould  be g iven  com plete  
and detailed  in form ation  concerning  
m anipu lation s in v o lv in g  the hoarded sav­
in gs and com m ercial deposits by frenzied  
pyram iding  of finances and by over­
ex ten sion  of cred its. T he m ach inations  
by w h ich  related  and affiliated com panies 
have been used to  hoodw ink and to  take  
advantage of th e  public should  a lso  be 
brought to  lig h t. W hether or n o t a ll 
th is  w ill be m ade ava ila b le  to  laym en  
as ex trem ely  en lig h ten in g  read in g  m at­
ter, rem ains to  be seen. N evertheless,
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th e  facts are th a t th ere  have been un­
believable  betrayals of trust.
T he im portance of such  revelations  
should be princip ally  for  guidance aga in st  
th e  recurrence of sim ilar  catastrophes. 
F irst, how ever, th ere  m ust be a restora­
t io n  of public confidence before even  the  
tran q u ility  of a  norm al sta te  of affairs 
m ay occur, to  be fo llow ed  in  turn  by a  
prosperous period. O bviously, i t  is  e s ­
sen tia l th at every  effort be m ade to  
create th is  desired  confidence.
F or purposes of com parative h istory, i t  
is w ell to  read th e  fo llo w in g  quotations 
from  th e  a r tic le  by E lto n  B urroughs, 
Esq., w h ich  appeared on page 21 in  th e  
N ew  York W orld of Novem ber 3, 1930:
“In th e  great cr is is  o f 1893, lon g  be­
fore th e  F ed eral R eserve  B ank A ct w as  
probably even  dream ed of, 158 national 
banks fa iled , 172 S ta te  banks suspended, 
177 private banks w en t out of ex isten ce, 
57 sa v in g s  banks w ere w iped out, 13 loan  
and tru st com panies and 16 m ortgage  
com panies collapsed, thus com pletely  
p rostra tin g  trade to  the ex ten t th at one- 
fourth  of a ll th e  railroads of th e  country  
w ere in  h e  hands of receivers and socia l 
un rest and la w lessn ess w as far  m ore  
ram pant than to d a y ,  the cris is  la stin g  
th ree  years. E tc. . .”
It is  th e  current b e lie f th a t th is  pe­
riod is w orse than  th a t of 1893 and m ore 
far reach ing  than  t h at of 1907. Our 
theory of econom ic cycles ackow ledges 
th e  in ev ita b ility  o f  periods of financial 
depression; a lthough the causes are still 
debated, th e  resu lts are defin itely  and 
d ev a sta tin g ly  present. B ut w h at pro­
gress in  face of all th is , had been m ade  
to  d im in ish  th e  lo sses to th e  public  
through these  periods?
L et us not be fo o lish  enough to  pre­
sum e that th ere  can be a to ta l e lim in a ­
t io n  of in flation  and deflation  in  com ­
m ercial trends. E ven  w ere th a t possible, 
it  w ould not be desirable. H ow ever, it  is  
log ica l to  expect th a t w h en  m ajor rem ed­
ies are applied to  ou tstand in g  and neg­
lected  econom ic needs, th e  graphs w ill  
sh ow  few er  peaks and va lleys, and in  
th e ir  place w ill be su bstitu ted  gentler  
upward curves in  d irect ratio  to  th e  
h ea lin g  process.
E ven  w ith  th e  obvious v irtu es and  
prim e n ecessity  of needed regu lation  for  
public sa fe ty  and policy, i t  is  natural 
that a plan w ill be m et w ith  opposition . 
One need m erely  recall th e  difficulty a t­
ten d in g  th e  passage  of th e  U. S. Food  
and D rug Act, th e  W orkm en’s Compen­
sa tio n  Act, th e  Child Labor L aw  and
sim ila r  sta tu tes. Such opposition u sually  
sp rings from  th e  se lfish  few  upon w hom  
regu lation  has financial effects. If, how ­
ever, a  plan is  in  accord w ith  sound eco­
nom ic princip les and is im bued w ith  the  
sp ir it of public policy  and benefit, it  
should  be g iv en  its  due consideration . 
T his p lan p rim arily  concerns banking, 
one of th e  im portant phases of th e  pres­
en t crisis .
B ank s hold th em selves out as in stitu ­
tion s of tru st and place th em selves in  a 
fiduciary capacity  by in v itin g  th e  public  
to  place funds in  th e ir  charge and care. 
In 1914, th e  S ta te  of N ew  York re­
enacted  a ban k ing  la w  and thereby  
undertook to  provide for th e  e sta b lish ­
m ent of m oneyed corporations w h ich  
w ould fu rn ish  to  th e  public a sa fe  and  
reliab le  c ircu la tin g  m edium  for the tran s­
a ction  of it s  bu siness, and secure so l­
v en t depositories for the custody of such  
m oneys as w ere  needed for th e  current 
u se of th e  bu siness public. It is  m ost d if­
ficult for a n y  S tate  ban k ing  departm ent, 
even  w ere su ch  to  fu n ction  in  com plete  
efficiency, to  be held  responsib le  for not 
detectin g  all irreg u la ritie s in  th o se  banks  
w h ich  a re  headed and m anaged by not 
altogeth er honorable and e th ica l officers. 
A s cond itions are  a t present, the rela ­
tionsh ip  betw een  a  bank and its  deposi­
tor i s  m erely  th a t  of debtor and creditor.
N ow , if  banks and trust com panies  
serve in  a fiduciary capacity  in  that such  
are franchised  by a S ta te  or by th e  F ed­
eral governm ent and so are perm itted  to  
en terta in  the confidence of and receive  
funds from  th e  public, then provision  
m ust be m ade to  safeguard the proper­
tie s  so entrusted  and deposited in  a  m ore  
definite w ay, th an  up to th e  present, and  
should  not be le ft  en tire ly  to  th e  m an­
agem ent and tru st of not en tire ly  d isin ­
terested  bank officers and directors. N ot­
w ith sta n d in g  the sp lend id  efforts of the  
variou s official ban k ing  departm ents, 
other sources of secu rity  are needed to  
bring about financial and econom ic un i­
form ity  in  protection  to  depositors w h ose  
funds are u tilized  in  daily  banking busi­
ness operations.
L et us for the purpose of com parison, 
d eviate  from  banks and tru st com panies  
and consider other fiduciaries, such as, 
a trustee, an executor or an adm in istra­
tor. The law  clearly  holds th at executors  
and adm in istrators are charged w ith  a 
trust. T herefore, th ey  are liab le  for th e  
w ant of due care and consideration , such  
as prudent m en w ould ex ercise  in  m an­
a g in g  th e ir  own affairs. In add ition  m ost 
of th e  sta tes  provide that both execu tors  
and adm in istrators sh a ll be required to  
g iv e  bond before receiv in g  the ir  letters.
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from  the probate au th ority . Such  require­
m ents have  been held  to  im pose on the  
execu tors and ad m in istra tors no new  
duties, bu t m erely  to  effect an  add ition al 
rem edy to  creditors, lega tees and d istr i­
butees. In som e ju r isd ic tio n s i t  is  qu ite  
u su a l to  find a  provision  in  th e  w ill d is­
p en sin g  w ith  th e  g iv in g  of th e  bond by 
th e  executors and su ch  in d ica tion  o f the  
w ill of th e  testa tor  is  respected. It has  
been held, how ever, th at w here such a 
prov ision  e x is ts  th e  executor is  at a ll 
t im es  subject to  th e  control of th e  courts.
If the properties of th e  dead are so  
ca refu lly  protected by th e  law , is  it  not 
a s  im portant to  protect th e  property of 
our liv in g ?
The plan h erein  recom m ended i s  lo g i­
cal and en tire ly  practicable. I t is  th a t of 
indem nification  by su rety  com panies. The  
la w  sh ou ld  provide that su ch  secu rity  in  
th e  form  of insurance, be g iven  to  depos­
itors as a  guarantee  th at no lo ss  sh a ll be 
su sta in ed  on an y  fun ds placed on deposit 
w ith  in stitu tio n s  w heth er S ta te  or N a­
tiona l, fu n ctio n in g  by v ir tu e  of a u th o rity  
given  under charters for ban k ing  oper­
ations.
T his, of course, w ill e n ta il  a  com pre­
h en siv e  stu dy  in to  th e  past experien ce in  
ban king  affairs and operations by a body  
of com petent persons to determ ine th e  av­
erage  lo sse s taken  by banks, th e ir  causes, 
th e ir  cap ita l structures, reserves, safety- 
m argins, locations, h isto r ies , personnel 
and a m ultitude  of other contributory  
factors w h ich  w ill be required in  prom ul­
g a tin g  prem ium  rates for  th e  com m ence­
m ent and for  th e  first few  years. W ith  
tim e, th e  ra tes m ay be prescribed in  ad­
vance based upon th e  experience of the  
previous fiscal periods— fo llo w in g  sim ila r  
m ethods of a com bined procedure govern­
in g  rates o f both w orkm en’s com pensa­
tio n  insurance and life  in su ran ce w hich  
recognizes current lo sses and reserves for  
possib le fu tu re  requirem ents. In other  
words, actuarial fun dam enta ls should  
prescribe prem ium  rates.
The insurance com panies w ill have a 
direct in terest in  the banking in stitu ­
tion s by v ir tu e  of the r isk s covered and  
the prem ium s resu ltin g  therefrom , and  
w ill therefore be com pelled to c losely  
w atch  th e  operations and conditions of 
th e  banks. Thus n ecessita tin g  continu­
ous aud its and exam in ation s other than  
and in  add ition  to  th o se  conducted by the  
official ban king  departm ents. C losely and  
carefu lly  and freq uently  w atched, an  in ­
stitu tio n  or its  officers w ill not be tem pt­
ed to  m isgu id e and speculate the funds  
belonging to  depositors. M oreover, should  
lo sses occur through m ism anagem ent, in ­
solvency, fa ilu re  or otherw ise, the depos­
itors w ould s t il l  be secured and, that is  
the im portant stab ilizer . It w ould prove  
a ready so lu tion  to  ex is tin g  storm y con­
ditions. I t  w ould insp ire  confidence in  the  
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Realizing th a t  they m ust ask fo r a  composition from  th e ir m erchan­
dise creditors, the  owners of the  Style Clothing Company call a cred it­
ors' m eeting on M arch 1, 1930. Open-account creditors agree to a  25 
per cent reduction of the liability to  them ; secured creditors, holding 
notes, agree to  re tu rn , and thus to cancel, notes am ounting to  20 p e r 
cent of th e ir  claims. The creditors are  convinced th a t th is ac t is neces­
sary  in  order th a t  bankruptcy and dissolution m ay be avoided, and they  
look fo rw ard  to  fu tu re  profitable relations w ith the company.
Y our advice is solicited as to the  trea tm en t of the liability reduc­
tion on the  books and on the  Federal income tax  re tu rn  fo r 1930.
Question 2 :
On Ju ly  18, 1930, the MacMillan M anufacturing  Company suffered 
a fire which destroyed certa in  of its  p lan t facilities. As a result, tem ­
po rary  quarters, a t  an annual ren ta l of $12,000.00, payable m onthly in  
advance, were procured fo r one year, the  lease expiring on Ju ly  31, 
1931. The new plan t was completed A pril 30, 1931, and the ren ted  
property  vacated and subleased fo r  $1,500.00, payable on May 1, 1931, 
covering the  period from  May 1 to  Ju ly  31, 1931.
In  aud iting  the  books on June 30, 1931, you find th a t  the  ren t paid 
(11/12 of $12,000.00) had been added to  the  cost of constructing the 
new p lan t and th a t  the  $1,500.00 collected in  May from  the  sublessee 
had been trea ted  as a  reduction of the  cost of the new plant. W hat ad­
justm ents, if  any, do you believe are  necessary properly to  record these 
transactions ?
Question 3 :
D uring  the audit of a  m anufactu ring  concern an addition of 
$50,000.00 is found in the  p a ten t account representing, as explained in 
the jou rnal entry, the  value of certain  patents, p a ten t righ ts  and p ro­
cesses purchased from  the  president of the company. The offsetting 
cred it is to  capital stock.
(a) W hat verification fo r purposes of valuation will be necessary?
(b) How and where will th is item  be shown on the  balance sheet?
Question 4:
In  1920, the  X Corporation erected a m anufactu ring  p lan t in Mid­
dletown, Ohio, on land donated to  it  w ithout restric tion  by the city. The 
land had a  fa ir  m arket value a t  th a t  tim e of $10,000.00. In  1925, 
the company sold its land and building in Middletown fo r $115,000.00, 
and moved to  Gary, Indiana. The city  of G ary provided a  site, having 
a fa ir  m arket value in 1925 of $20,000.00, on which a  p lan t was erected; 
the  g ift was subject to the  stipulation th a t  title  to  the  property  would 
pass when the  company (1) had conducted its  m anufactu ring  business 
on th a t location fo r five years, (2) given continuous employment to  an  
average of not less th an  fifty employees during  th a t period, and (3) paid 
a t least $75,000.00 annnually in wages. All provisions have been com­
plied w ith and the X Corporation has now acquired title  to  the  prop­
erty , the  m arket value having  increased to $30,000.00. How will the 
above facts be shown in the sta tem ent of profit and loss fo r the  year
1930, and on th e  balance sheet a t  December 31, 1930?
Question 5 :
An aud it of M Company’s records on June 30, 1931, reveals the 
necessity of m aking only m inor ad justm ents to  book figures, all of which 
a re  agreed to by the company’s officials. The president of the company, 
however, states th a t he has subm itted a ten ta tive  balance sheet to vari-
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ous creditors and to  the  company’s bank and requests th a t  a fte r  m aking 
the  necessary adjustm ents, you certify  to the  balance sheet in the  form  
prepared  by the  company’s accounting departm ent.
A review  of the  company’s records reveals the  following f a c ts :
(1) “Cash” included bank deposits and petty  cash; of the  la tte r  
item, $1,550.00 was made up of I. O. U ’s signed by the  company’s 
officers.
(2) A large num ber of receivables had been discounted w ith  a  
finance company. The balance in  the  individual accounts so discounted 
represented the  10 per cent cash w ithheld by the  finance company until 
th e  account had been paid in  full.
(3) Inventory of finished goods included stock in w arehouse in a 
d istan t city, receipt fo r which had been deposited w ith  the bank as col­
lateral.
(4) The values of real estate, m achinery and equipm ent were in­
cluded a t  appraised values, the offsetting credit having been included 
w ith capital surplus.
(5) P rincipal and accrued in te rest of a first m ortgage loan ap­
peared in a  separate  classification below cu rren t liabilities. A pay­
m ent of $15,000.00 was due on the  principal A pril 10, 1932, and in­
te res t was payable on A pril 10th and October 10th of each year.
(6) U nder the general classification of surplus, were the following 
rese rv es :
Bad debt reserve.
Contingent reserve.
Sinking fund  reserve.
Depreciation reserve.
Would you feel th a t the company’s method of classifying assets and 
liabilities differed from  your own to an extent th a t would prevent 
your certify ing  to  a balance sheet so prepared, or would you insist th a t 
certain  a lterations of form  be m ade? If  you assum e the la tte r  a ttitude  
on any of the  above items, w hat changes would you m ake?
Question 6:
In  m aking an audit of a  publishing house in which a m agazine sales 
departm ent is m aintained, you find the  following fac ts :
A. Cash received—
(1) F or one to  five-year subscriptions to quarterly  m agazines is 
credited directly to income.
(2) From  the sale of advertising  space in the  magazines, billed 
a fte r  each issue is p rin ted  and mailed, is credited to income.
B. The cost of p rin tin g  a  reference book given as a prem ium  w ith 
subscriptions is charged to advertising expense a t  the  tim e printed.
W hat changes in  the  above procedure will be required to  reflect the 
proper income and cost of sales fo r each issue of the m agazine ?
Question 7 :
A m anufactu rer of household appliances m aintains a  separate set 
of custom ers’ ledgers fo r rep a ir-p a rt sales and service work. Several 
thousands en tries are  made in  the ledgers each m onth, the average 
en try  being fo r not more th an  $5.00. M any rem ittances a re  in currency.
D uring the  course of an  audit you find th a t these ledgers have not 
been in balance fo r several m onths. The office m anager explains to 
you th a t any differences between the ledgers and the  controlling account 
a re  charged or credited to bad debts a t the  end of each m onth. Inquiry 
reveals th a t the  clerk who enters the  receipts and sales in the  journals 
and posts them  to  the  ledgers also opens the  incom ing mail.
Under the  above conditions w hat procedure would you outline in 
order to  determ ine th a t  all cash receipts on repair-part sales and service 
w ork fo r the  p ast year have been properly recorded and w hat sugges­
tions would you have to  m ake?
Question 8 :
In  analyzing the  changes in the  p lan t assets of a  company you 
find the  following ite m s:
(a) Cost of paving s tree t adjacent to  factory, charged to  land 
account.
(b) P roperty  taxes and m ortgage in te rest charged to land held fo r 
fu tu re  expansion.
(c) Used vats and tanks fo r electro plating, appraised a t  $475.00, 
and containing p lating  liquid w orth $25.00, were purchased a t a  bank­
rup tcy  sale fo r  $200.00 and were charged to  m achinery.
The vats and tanks were installed in the  pu rchaser’s facto ry  a t  a  
labor cost of $300.00, which w as charged to  “m achinery installation 
expense.”
Discuss the  proprie ty  of the  above charges and subm it a  b rief 
explanation of the  theory  involved in each instance.
Question 9:
The Central Laundry Company authorized an  issue of 6 per cent, 
10-year first m ortgage gold bonds, pa r value $250,000.00, on A pril 1, 
1927. Of th is amount, bonds having a par value of $200,000.00 were 
imm ediately sold a t a  10 per cent discount, the  balance rem aining un ­
disposed of.
D uring  1930, 50 one-thousand dollar bonds were repurchased a t 
93. On May 1, 1931, these were given to the bank, along w ith the un­
issued bonds, as security fo r an $80,000.00 bank loan.
Indicate how you would set up the bonds and bond discount on a 
balance sheet dated May 31, 1931.
Question 10:
In  aud iting  the salesmen’s accounts of the  Raymond Sales Cor­
poration you find the  following conditions:
(a) Salesmen are  given perm anent advances to  pay traveling  ex­
penses. On the  balance sheet date (June  30, 1931) these advances 
totaled $10,500.00. Each salesman prepared expense vouchers a t June 
30, 1931, which appeared in  vouchers payable in the  am ount of 
$6,318.26.
(b) C ertain salesmen are  perm itted to  draw  against th e ir com­
missions. The excess of draw ings over commissions credited to  them 
was $26,351.12. In  both cases, the salesmen in question a re  still in 
the  employ of the  company.
How should salesmen’s accounts appear on the balance sheet of 
June  30, 1931?
Question 11:
W hat disposition would you make of the  following item s in the 
prepara tion  of a balance sheet fo r a m anufacturing company?
(a) Dividends which had not been paid fo r th ree  years on 
$750,000.00 of 7 per cent cumulative preferred  stock.
(b) An investm ent of $175,000.00 which represented 100 per cent 
ow nership in a  subsidiary.
(c) Notes on which the  company is a guaran tor.
(d) Collateral deposited w ith  the  company on the note of a debtor.
(e) Cash received from  sale of company’s bonds.
( f ) Second-mortgage bonds of a hotel corporation which had been 
received a t p a r in p a rt  paym ent of equipment sold.
(g) A net credit balance labeled “salesmen’s account.”
(h) U nabsorbed overhead.
(i) Claims which have been made against a  c a rrie r  fo r damages.
( j)  Good-will which w as purchased  fo r stock a t  the  inception of
the  company.
Question 12:
The balance sheet and profit and loss statem ent of a  custom er of 
one of your clients has been subm itted fo r  credit purposes. The client 
asks your opinion of the  debtor company’s condition. You find the fol­
lowing certificate attached to  the  s ta tem en ts :
“We have inspected the books of The M arvel Supply Company and 
hereby certify  th a t the  attached balance sheet and statem ent of profit 
and loss reflect accurately the  condition of the  company and the opera­
tions fo r the  year according to  the  books.
H a r r y  T a y l o r  & C o m p a n y ,  
A uditors.”
Discuss the  value of th is certificate.
Question 13:
D uring the  course of the audit of the  L. M. N. Company, you in­
spect the  stock certificate book held by the secretary. You find th a t  no 
Federal revenue stam ps have been attached to  the  stubs and th a t al­
though th e  stub records indicate th a t  a  num ber of stock tra n sfe rs  
have taken  place, only tw o of the  cancelled certificates are  to be found. 
The tre a su re r sta tes th a t  the res t have been destroyed. You also find 
th a t  100 shares have been issued to  the president of the  company, fo r 
which you la te r determ ine he gave the company his note. The president, 
in tu rn , has deposited these shares as collateral on a personal loan not 
connected w ith  the business.
Do you believe any of these points of sufficient im portance to in­
clude in your aud it report?
Question 14:
How would you verify  the following accounts in m aking a balance- 
sheet aud it of a  construction company which had been in business fif­
teen years and whose books had been audited by other accountants an ­
nually?
(a) T rade notes payable
(b) W ork in process.
(c) Surplus




The net w orth  of the Ohio M anufacturing Company is as fo llow s:
C apital stock, 10,000 shares authorized, 6,000 shares issu ed  and out­
stan d ing , par va lue $100.00 _________________________ __________________ $600,000.00
E arned surplus ---- ---------------------------------------------------------------------------------------- 400,000.00
T otal n et w orth  __________________________________________________ _ 1,000,000.00
(a) W hat effect would a 6% cash dividend have on:
(1) Total net w orth
(2) Book value per share
(b) W hat effect would a 10% stock dividend have on:
(1) Total net w orth
(2) Book value per share.
Question 16:
S tate several methods which can be used to  create secret reserves. 
Would the purpose fo r which a balance sheet was prepared  influence 
your decision to disclose such item s?
Question 17:
The dry  kiln of B Company, a fu rn itu re  m anufactu ring  p lan t was 
badly damaged by fire on December 28, 1930. In  m aking an aud it of the 
books on Jan u ary  15, you determ ine th a t the  original cost of the  kiln 
bu ilt in 1914, was $26,652.00 and the accrued depreciation to  December
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28, 1930, was $13,256.41. I ts  net sound value according to  the  recent 
report of appraisers was $20,000.00. I t  was covered by a  $15,000.00 
insurance policy which contained the  standard  80% co-insurance clause. 
The m anagem ent estim ates, and the insurance ad ju ste r agrees, th a t  the 
to tal loss sustained was $12,000.00. W hat disposition would you make 
of these values on the balance sheet you set up as of December 31,1930?
Question 18:
The Moore M anufacturing  Company is under contract to  ship its 
en tire  production to the  Lom bard Sales Company on a m anufacturing- 
cost-plus basis. On Jan u ary  1,1930, the  Moore M anufacturing  Company 
purchased the p lan t prev iously  rented by them ; the purchase price 
was $250,000.00.
The costs on which billing was based, fo r the  two years follow:
P articu lars 1929 1930
R ent ______ __ ________ ___ ________________________ $24,000.00 __________
T axes, depreciation  and insu ran ce _____________  __________ $9,000.00
In terest on in vestm en t a t 6 per c e n t ________________ ________  15,000.00
Other m anu factu ring  costs ---------------------------------- 350,000.00 350,000.00
T otal m anu factu ring  cost ________________________  374,000.00 374,000.00
P lu s 20 per cen t ___________ -____________ ________  74,800.00 74,800.00
B illin g  price  ____________________________________ - 448,800.00 448,800.00
The president of the  Moore M anufacturing Company defends the 
inclusion of in te rest in 1930 costs because production in both years was 
identical and because the  same p lan t and equipm ent was used in both 
years.
S tate your views.
Question 19:
On Ju ly  1, 1930, a  syndicate of five men, each holding a one-fifth 
in terest, purchased fo r $750,000.00 100% of the  stock of a corporation 
which owned and fo r  th ree  years had prom oted the  sale of lots in a 
large tra c t of subdivision property . Brown, one of the syndicate mem­
bers, obtained his one-fifth in terest in the pro ject by assum ing a m ort­
gage of $200,000.00 which the company years before had placed on the 
property . In  evidence of th is  obligation, Brown tendered the  corpora­
tion his personal note fo r $200,000.00 secured by good collateral. The 
cash required fo r the  purchase of the stock was supplied by the  rem ain­
ing four m em bers of the  syndicate. The net w orth  of the  corporation 
on the date of sale was $922,000.00.
On December 30, 1930, the  syndicate was incorporated as the  Q 
Company and issued 3,000 shares of no-par-value stock to each of the 
five syndicate members. Brown was perm itted  to w ithdraw  the collat­
eral supporting his note and substitu te  therefo r his 3,000 shares of 
stock of the Q Company. On the  same date he paid $20,000.00 on the 
m ortgage.
W hat disposition would you make of these facts on the consoli­
dated balance sheet?
Question 20:
In  your audit of the  H ardy  Iron Company fo r the year ending Oc­
tober 31, 1931, you discover a checking account of $18,635.24 in a 
bank which was closed by the S tate exam iners on October 26, 1931. A t 
the  same tim e, the  H ardy  Iron  Company was obligated to the bank fo r 
$15,000.00 as evidenced by an unsecured note due November 30, 1931. 
A t the  date of your audit no statem ent could be obtained from  the bank 
other than  th a t  an a ttem p t to  reorganize, a t a  m inim um  loss to deposi­
tors, was being planned.
How should the  cash in  bank and bank loan be stated  on the 
balance sheet of October 31, 1931 ?
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public, w h ich  now  su spects and fears  
banks as depositor ies and custod ian s due 
to  th e  recent num erous bank fa ilu res. I t  
fu rn ish es a constructive  m eans of tax ­
in g  a ll periods to  care and pay for p ossi­
b le lo sses incurred during lean  ones. It  
w ould be practical econom ics through  
socia l and p o litica l m easures.
D eposits of th e  S tate  and su bd iv ision a l 
governm ents req uire  bonds and secu r ities  
from  the in stitu tio n s in trusted  w ith  such  
funds. B e in g  a requirem ent, th is  protec­
tion is o b ta in e d . B a n k in g  in stitu tio n s  
know  th is  and ra ise  no  objection to  th e  
pre-requisite guarantee.
O ppositions a n d  argum ents m a y  
th o u g h tlessly  be raised  because of the  
apparent hu gen ess of the project; th e  
cost of operation and th e  question  a s to  
who sh a ll be burdened w ith  th e  expense  
—bank or depositor. T hese and other  
controversia l sta tem en ts w ill be pre­
sented by obstru ction ists and procrastin ­
ators.
T he cost of such insu ran ce sh a ll be 
considered an expense of ban k ing  oper­
ation . There should  be no question  as to  
th is, w h en  one considers th e  fact th at  
borrowers are a lw ays expected to  protect 
the lenders e ith er  by collateral or other­
w ise . B ank s are m ore th an  borrow ers—  
th ey  are tru stees. B ut banks m ay u tilize  
th e  su b tle  m eans o f dem anding larger  
m inim um  average balances or m ake ser­
v ice  ch arges w here su ch  m inim um  re­
qu irem ents are  not su sta ined  and by 
th ese  m ethods, w h ich  are already w ell 
know n, th e  burden is  g en tly  transferred  
in d irec tly  upon th e  depositors.
L ife, fire, property dam age, w orkm en’s 
com pensation , m arin e and other form s  
of in su ran ce  are no less g igantic. Insur­
ance has becom e a n ecessity  and is  no 
longer a th in g  entertained  only  by th e  
ultra-conservative. M ortgagees dem and  
a ll form s o f  insu ran ce from  m ortgagors, 
coverin g  property m ortgaged. Corpora­
tio n s  in su re  th e  liv e s  of th e ir  active  
officers as a m eans of overcom ing d is­
a sters resu ltin g  through such deaths. 
M arine insu ran ce covering cargoes as 
w ell as vesse ls  have defin itely  been rec­
ognized as n ecessitie s  and not as being  
gam bling  contracts. W herever a  protec­
tiv e  and insu rab le  in terest ex ists, in su r­
ance has been u tilized  and dem anded.
Insurance provides m oral support in  
th a t it  e lim in a tes fear; it  a lso  provides 
practical protection  in that it  indem ni­
fies. Shall ban k ing  in stitu tio n s, th e  de­
p ositor ies of th e  public, th e  financial 
backbone o f  the country, be exem pt from  
g iv in g  a protection to  th ose  accepting  
th e  in v ita tio n s of tru st and confidence?  
W ould it be b lasphem y to  request or to  
even expect ind em n ity  from  the h o ly  in ­
stitu tio n s o f deposit?
1931 T H E  C E R T I F I E D  P U B L I C  A C C O U N T A N T 371
Corporate Earnings And The Stockholder
I T is  custom ary to  sta r t any  d iscus­sion of corporations, w h eth er in  the  field of econom ics, law , or account­
ancy, w ith  a  r in g in g  re-affi rm ation  of that 
A th anasian  Creed of Corporations, the  
D octrine of Corporate E n tity . T he Cor­
poration, w e in tone sonorously , is  a Crea­
ture of the State, w h o lly  subject to  the  
Statu te, h av in g  an ex isten ce  separate  
from  th a t  of any hum an ind iv idu al. I ts  
stockholders are m erely  ow ners of a  type  
of personal property— stock  certificates—  
and th e  corporation itse lf  ow ns its  a ssets  
and owes it s  debts. T his m yth ica l being, 
w e continue, is  brought in to  ex isten ce  a s  
a resu lt of a  contract betw een  itse lf  and  
the S ta te  under w h ich  th e  la tter  confers  
su b stan tia l p r iv ileg es upon it, the  m ost 
notable of w h ich  are “perpetual su cces­
s io n ” and lim ited  lia b ility .
N o  one w ill deny that, on an e lem en t­
ary  plane, th is  conception is a  usefu l one 
to  accountants. C arrying it  in to  effect 
on th e  corporation’s books produces e f­
fects th at approxim ate th e  facts and work  
sa tisfa c to r ily . P erhaps it  m ay be the sim ­
plest m eans of presenting , by m eans of 
a sort o f parable, a  sta tu s o f corporate  
affairs w h ich  never a tta in s  com plexity. 
B ut w hen  com plex ities do arise, the Doc­
tr in e  of Corporate E n tity  tends to  slip  
from  our m inds. L et a  corporation, for  
exam ple, acquire a  m ajority  ho ld in g  in  
other corporations, and th e  application  
of th e  doctrine im m ed ia te ly  becom es so  
su b versive  of th e  e ssen tia l in terests of 
hold in g  com pany stockholders, directors, 
and creditors, th a t th e  accou ntant prom pt­
ly  drops it  overboard, d isregards a ll sub­
s id ia ry  en tit ie s , apportions equ ities be­
tw een  m ajority  and m in ority  in terests  
as i f  he w ere d ea lin g  w ith  a partnership, 
and presents “C onsolidated S ta tem en ts.” 
A gain, le t  corporate stocks be held in  a 
tru st e s ta te  w hose beneficiaries are a 
life  ten an t and rem ainderm an. N ext, let 
th e  corporation declare a  stock  dividend , 
and then put in to  the hands of th e  courts 
th e  job of decid ing w heth er th e  dividend  
is  corpus or incom e. H ere is  a  case, 
clearly, w here the doctrine of corporate  
en tity  could lo g ica lly  be invoked to pro­
vide a fa ir ly  conclusive  decision . I f the  
corporation has a separate esta te  in  its  
assets, and  th e  stockholder has only a 
chose in  action  in  h is  stock certificate, 
then  there ought to  be no m ore question  
about the sta tu s of a  dividend paid in  
add itional certificates than  there w ould  
be about the in terest on a note paid by 
th e  issu ance of add ition al notes. A s a  
m atter o f fact, th e  courts have decided  
the case in  p o in t  in  a lm ost every  con­
ceivable  m anner, and a lm ost a ll o f them  
outrage th e  doctrine of corporate en tity
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by trea tin g  capital stock  as i f  it  repre­
sented  som e sort of undivided in terest  
in  corporation property.
Space forbids th e  c ita tio n  of add itional 
exceptions, but th ey  are fa ir ly  num erous. 
I t  is  one of th e  stran ge  quirks of the  
hum an m ind th a t it  can discover hole  
after ho le  in  one of its  a rtic les of fa ith , 
cover them  w ith  en tire ly  incongruous  
patches, and go blandly  on its  w ay  w ith ­
out any consideration  w h atever of the  
v a lid ity  of th e  n ew  ensem ble. N everthe­
less, basic  princip les, if  they  are to  be 
serviceable, ought to  be tru e  a  rea­
sonable num ber of tim es in  succession , 
and it therefore does not seem  im proper  
to  g ive som e critica l exam in ation  to  th is  
battered and torn  doctrine of corporate  
en tity  before p erm ittin g  ourselves d ocile­
ly  to  be im pelled  and inh ib ited  by it  for  
all tim e to  com e.
The resu lts  of such an exam in ation  are 
not im pressive  affirm atively. H istorica l  
ex p lan ation s can be adduced for th e  no­
t io n  th at th e  sta te  has brought forth , in 
th e  corporation, a  fictitous m onster, and  
lega l decision s can be produced in  specific  
support of it. B ut on th e  log ica l s id e  it  
rem ains ex trem ely  dubious. P u ttin g  im ­
pressions of th e  antecedent probab ility  of 
th e  idea to  one s id e  as a  m atter  of per­
son al opinion, w e find th e  corporation i t ­
se lf , ob jectively  considered, to  be very  hu­
m an in  character. It fun ctions by m eans  
of v is ib ly  hum an in stru m en ta litie s  to  ac­
com plish  obviously hum an ends. It 
w ields, in  th e  aggregate, w hat is  probably  
the greatest effective pow er over hum an  
beings, in  so c iety  as it  is now  organized, 
ever held  and exercised  by any so c ieta l  
form . It w ould seem  th a t such an or­
gan ization  deserved ration al and serious  
stu dy as a currently  im portant incident 
of hum an liv in g , in stead  of be ing  treated  
as a  m etap hysica l concept, h a lf in  term s  
of m yth. Su rely  our great ind u str ia l 
corporations are no m ore “fictitious en ­
t it ie s ” than  a re  our leg isla tu res, our col­
leges, our c ities . Y et in stead  of deplor­
in g  th e  su rv iv a l o f  p r im itive  an im ism  
w h ich  leads to  th e ir  personification , as  
th ey  do in  stu d y in g  th e  la tter  socia l 
form s, our m ost thou ghtfu l soc ia l and  
econom ic stu d en ts content th em selves  
w ith  a m ere restatem ent of th e  old defi­
n ition . I am  convinced  th at th is  v iew  of 
them  has done su b stan tia l hurt to  the  
sou nd ness o f the treatm ent of th e  corpor­
ation. I t has led  leg is la tu res to  perse­
cute them  as th e  dragons of industry, so­
cia l sc ie n tis ts  to  ignore them , stock­
holders to evade th e ir  jo in t responsi­
b ility  a s  tru stees for  the resources of hu­
m an soc iety . And, finally , it  seem s to  be 
th a t it  has influenced our profession  to  
trea t certa in  phases o f corporation pro­
cedure from  th e  standpoin t of a  fa u lty  
prem ise.
W hat of th e  specific  argum ent of th e  
doctrine? D oes th e  sta te  actually  “cre­
a te” th e  corporation, and, by  “contract” 
w ith  it, a c tiv e ly  confer su b sta n tia l p r iv i­
leges upon i t  and endow  it  w ith  a  sepa­
rate ex isten ce?  M any textb ook  w riters  
have poin ted  to the case of the E a st In d ia  
Com pany, or som e sim ila r  early  corpora­
tion  of lik e  variety , and answ ered “Y es!” 
I f  th e  F ed era l G overnm ent were, by leg is ­
la tiv e  enactm ent, to  ach ieve a  su b stan tia l  
equ ivalen t of th ese  early  organizations; 
if  it  should  create, for exam ple, th e  W est 
Coast of A m erica  Corporation, w ith  m on­
o p o listic  r ig h ts to  extract, reduce and  
m arket a ll ores and m eta l products in  
the S ta tes of W ash ington , Oregon, C ali­
fornia, Idaho, U tah, and N evada, togeth er  
w ith  th e  pow ers to  m in t m oney, convert 
the heathen  and adm inister  th e  h igh , low  
and th e  m iddle ju stice  w ith in  th e  sa id  
territory, I should  be inclined  to  adm it 
th e  app ositen ess of th e  illu stra tio n  w ith  
respect to  th at particu lar corporation. 
B u t I should  s t i l l  have  grave doubts 
about its  a p p ositen ess to  th e  ca se  of 
Jones and Sm ith , Inc., form erly  Jones, 
S m ith  & Company, a  co-partnership, Ford  
dealers in  Zero, M ontana. O bjectively  
considered, can it  rea lly  be sa id  th at the  
State  created th is  Jones & S m ith  corpora­
tion ?  Or did it  perm it M essrs. Jones  
and Sm ith  to  form  an a ssocia tion  o f a  
sp ec ia l k in d  and record notice  to  th at  
effect? D id it  endow  th is  a ssocia tion  
w ith  “perpetual su ccession ” or did M essrs. 
Jones and Sm ith , by adopting th is  spe­
cial k ind  of form , agree betw een  them ­
se lv es as to  th e  tra n sfera b ility  of th e ir  
in terests?  D id it  confer upon them  th e  
r ig h t of lim ited  lia b ility , or did th e ir  
creditors, by  a ssen tin g  to  th e  new  ar­
rangem ent and ex ten d in g  them  cred it  
w ith ou t the personal guarantees of 
M essrs. Jones and Sm ith , accord them  
th is  favor? W hat, in  short, has th e  sta te  
a ctiv e ly  contributed to  th e  affair? In  
w hat m anner has it  assum ed th e  ro le  of 
a party to  a contract? Surely  a  detached  
exam in ation  of th e  tran saction  revea ls  
it  to  have been a m ere m atter  of con­
tract betw een a Mr. Jones and a Mr. 
Sm ith, in  w h ich  th e  S tate  played no m ore  
than  th e  p assive  part of th e  recorder o f  
an instrum ent, th e  recordation  o f w h ich  
w as to  g ive  n otice  to  a ll parties in  in ter­
est of the term s upon w h ich  th e  form er  
partners w ould, in  th e  future, co n d u ct
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th e ir  bu sin ess— a  notice  w h ich  rendered  
th e  contract b in d in g  upon a ll w ho did  
not d issen t from  it. T here is  no th in g  
m ore active  in  th e  part p layed by th e  
S ta te  as a  recorder in  th is  case  th a n  in  
th e  case  of recordation of a land t it le  
or a conditional sa les  contract or a  m ort­
gage, w ith  respect to  non e of w h ich  is  it  
claim ed that the S ta te  is  a  party to  the  
contract.
W hat w e have to  deal w ith  in  th e  case  
o f th e  contem porary bu sin ess corporation, 
then, is su re ly  no m ore th an  a group of 
v ery  hum an in d iv id u a ls  fu n ctio n in g  for  a  
jo in t purpose under a  contract, th e  term s  
of w h ich  th ey  have m ade effective  upon  
a ll parties in  in terest by m a k in g  it  a 
m atter of public record and specific s ta t­
utory in terpretation . W e m ay accept the  
doctr in e  th a t th ey  have created a  sepa­
rate e n tity  through  m ystic  un ion  w ith  
th e  S ta te  as a  sort o f convenien t sym bol 
of a  certain  u t il ity  in  k eep ing  th e  ac­
cou n ts of Jones and Sm ith , Ltd., in  
g iv in g  continued n o tice  to  th e ir  creditors  
in  financial sta tem en ts of th e  nature of 
th e  contract under w h ich  th e  en terp rise  
fun ctions, and in  p rosecuting  or defend­
in g  a c tio n s a t law — but it  m ust be ob­
v iou s th at it  is  no m ore th an  th at. The 
personal s ta tu s  of th e  tw o  stockholders 
is  qu ite unchanged in  e ssen tia ls . It is  
possib le  to  c ite  m ore or le s s  im portant 
superficial changes— alth ou gh  th ese  are 
attrib utable  sim ply  to  th e ir  new  contrac­
tu a l rela tion sh ip , su ch  as th e  crim inal 
character o f certa in  ac ts  for  w h ich  only  
c iv il rem edies can be enforced in  a  part­
nership , or th e  tra n sfera b ility  of the ir  
in terests— but th e  cen tral fact is  that 
they , as ind iv idu als , s t i l l  control their  
property just as th ey  d id  w h en  th ey  w ere  
partners, decide upon and execu te  th e ir  
policies, and exercise  control over the  
incom e of the enterprise . I f  th ey  have  
parted w ith  leg a l t i t le  to  th e  en terp rise  
assets, then  so  has th e  grantor of a tru st  
deed parted ev en  m ore hazardously w ith  
lega l t i t le  to a  pledged property. B ut in  
n either case has ac tu a l o w n e r s h i p  
changed, except as a  m atter  of tech n ica l 
legal convention. Jones and S m ith  still,  
in  point of com m on-sense a c tu a lity , own  
th e  a ssets  of th e ir  b u sin ess and th e  earn­
in gs from  it.
A nd so  do a ll other stockholders, a l­
though th e  ex ten sio n  o f th e  p rincip les in ­
volved in  th e  Jones and Sm ith , Ltd., case  
to  cover m in ority  stockholders w ho in ­
v est th e ir  sa v in gs in  com m on stock s re­
quires a  certa in  am ount of construction . 
T he w ay to  it, how ever, i s  paved by our 
contem porary financial practice, w h ich  
teach es stockholders to  take  n ote  o f the  
book va lu e  of th e ir  h o ld in gs and to  a t­
tach  m ore im portance to  corporate earn­
in gs per sh are  th a n  to  dividends. W hy  
not? U nquestionably, the ea rn in g s per 
share, a t least, are m ore sign ifican t than
dividends, because, even  i f  th e  book earn­
in gs are not d istr ibu ted  th ey  enhance  
th e  v a lu e  of th e  stockholder’s  sh are  a s  
a  sort of enforced re-investm ent, and are  
thus, constru ctively , incom e to  h im . More 
yet, th e y  are, a t least theoretica lly , re­
a lizab le  incom e— realizab le  through  th e  
sa le  o f th e  proper pro-rata o f the stock­
holder’s h o ld in gs a t th e ir  enhanced value. 
T hese are th e  objective facts of th e  case, 
and an  accou n tin g  procedure th at relies  
on a  dubious and half-fabulous theory  in  
preference to  objective fa c ts  is, I subm it, 
rather w eek ly  supported.
I, therefore, w ish  to  su g g est an  a lter ­
n ative  procedure for consideration  by the  
profession. It is m odelled on th e  prefer­
able m ethod of han d lin g  hold in g  com pany  
investm ent accounts, and I believe th at 
it is  th eo retica lly  sound and practically  
desirable. L et us assum e th a t A  pur­
chases one hundred shares of X Y  stock at 
$150.00 ex-dividend on M arch 31. A n ex­
am ination  o f th e  XY  Com pany’s balance  
sh eet at D ecem ber 31, sh ow s a book va lue  
of $125.00, th e  quarterly  ea rn in g  s ta te ­
m ent sh ow s a  n et incom e of $2.50 per 
sh are  and a d iv idend o f $1.50. Book va l­
ue a t M arch 31 w ould be $126.00. I f  the  
purchase had been m ade at any  other  
tim e, book va lue w ould have had to  be 
estim ated  by pro-ration of incom e. I t  is  
obvious A  has paid $24.00 per sh are for  
som e excess o f va lue  over tan g ib le  n et  
w orth— the k ind  of un identified  excess  
that, in  other s im ila r  cases, w e  a g ree  to  
call Good W ill for  w an t of a  better term . 
A ccepting th is  term inology  for th e  mo­
m ent, I su ggest the fo llo w in g  entry  on 
A’s books:
I n v e stm en t in  X Y  Co.
( a t  b o o k  v a lu e )  . . .  $12,600.00  
P u r c h a s e d  g o o d  w i l l
o f  X Y  C o......................... 2,400.00
C a sh  ....................... $15,000.00
T o r e c o r d  p u r c h a s e  o f  o n e  h u n d r e d  
s h a r e s  o f  X Y  Co. s to c k .
On June 30, X Y  Company issu es a sec­
ond quarterly sta tem en t sh ow ing  a  net 
earn in g  of $1.00 per share, and declares  
its  regular 1½%  d ividend, $1.50. Isn ’t 
it notew orthy th at m any accountants  
agree th a t th e  50 cen ts excess of dividend  
over earn in g  is a  return of capital w ith ­
out n o tic in g  that th is  v io la tion  of th e  cor­
porate e n tity  doctrine would, i f  log ica lly  
pursued, lay  them  under an equal obli­
gation to  recognize an excess o f earn ing  
over dividend? In  a n y  event, I propose  
the follow ing:
I n v e s tm e n t  in  X Y  Co.
( a t  b o o k  v a lu e )  . . .  $1 0 0 .0 0  
In c o m e  fr o m  in v e s t ­
m e n ts  ............................... $ 10 0 .0 0
T o r e c o r d  e a r n in g s  o f  X Y  Co. a p p lic a b le  
to  o n e  h u n d r e d  s h a r e  h o ld in g .
Ca s h  ......................................  $150.00
I n v e s tm e n t  in  X Y  Co.
( a t  b o o k  v a lu e )  . . .  $150.00
F o r  d iv id e n d s  r e c e iv e d .
E arnings, of course, exceed d iv idends  
in  norm ally  profitable tim es, and so  th is  
plan has been critic ised  as lack in g  in  
conservatism . T his is  a critic ism  th at  
leaves m e unim pressed. “C onservatism ” 
is  undoubtedly the p rettiest term  ever  
coined to  serv e  as a su bstitu te  for  the  
word “inaccuracy,” but I should  s t ill  pre­
fer to  be accu rate  rather th an  “conserva­
tiv e ” w h en  a  choice m ust be m ade. I 
have tr ied  to po in t out that, from  the  
standpoin t of econom ic and accounting  
theory, su ch  a choice m ust lead to  an  
abandonm ent of th e  lega l fiction of sep­
arate e n tity  and a  recognition  of share­
hold ings as a type of undivided estate. 
Also, I have  tried  to  su ggest theoretica l 
objections to  th e  c lassic  doctrine to  ju stify  
such an abandonm ent. W hat of the  
practical considerations?  W ell, consid­
ered from  a  practical standpoint, I be­
lieve  th at th e  case for abandonm ent is  
even stronger. Let m e illu stra te  rather  
than explain .
I have before m e the 1930 annual re­
port o f a corporation w hich receives the  
m ajor part o f its  incom e from  its  hold­
ings in  other corporations. Som e of these  
are m ajority  hold ings, bu t a considerable  
part are not. The consolidation  of the  
former, o f course, brings the record of 
financial condition  and incom e in to  cor­
rect proportions, a lthough all o f them  de­
clared dividends in  excess of their earn­
ings. D ividends received from  non-ma­
jority  hold ings w ere taken  up, th e  re­
port exp lains, as in come, and, a lthough  
no portfo lio  is  published so  that there is  
no certa in ty  as to  w hether or not th e  
corporations involved  earned th eir  d ivi­
dends in  1930, it is  a  fa ir  assum ption  
that a  considerable num ber of them  did 
not. N ow  I should  lik e  to  inquire w h eth­
er a n y  realistically-m ind ed  accountant 
w ill contend th a t th is  practice is  e ither  
sound or conservative—w hether th e  d iv i­
dends received by a  stockhold ing corpora­
tion  w h ich  in vo lve  the return to it  of 
a portion of its  cap ita l va lues a t th e  be­
g in n in g  of a  period is, actually , incom e  
of th a t period. T h is investm ent com­
pany is, in  rea lity , accom plish ing a b lat­
ant in flation  of earn in gs and a ssets at 
a  tim e  of recession  w hen th e  cold facts  
are m ost needed by everyone—m anage­
m ent, stockholders and creditors. A  few  
years hence, w hen shareholders find 
them selves in  an active  m arket and need  
sound in form ation  as to  th e  va lue of 
th e ir  hold ings, th is  in flation  w ill tu rn  to  
“conservatism ” and g r o ss ly  understate  
their  incom e.
Is  th is  rea lly  “conservatism ” ? T hen I 
can on ly  repeat th a t, for m y part, I pre­
fer accuracy.
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Balance-Sheet Standards
GE R A R D  SWO P E , p resident o f the  G eneral E lec tr ic  Com pany, la st  m onth announced h im se lf  a s the  
author of an in d u str ia l p lan  for  th e  regu­
la tion  and fu tu re  conduct of A m erican  
bu siness. A n essen tia l part of th e  plan  
i s  th e  proposal th at corp orations hav in g  
m ore th a n  25 stockh old ers publish  quar­
ter ly  and ann ual balance sh e e ts  and  sta te ­
m ents o f profit and loss, both  patterned  
a fter  un iform  m odels and based on un i­
form  c lassification  of accounts. A lm ost 
on th e  sa m e date  R ichard C. W hitney, 
president of th e  N ew  York Stock  E x­
change, advocated in  a public add ress th e  
adoption o f un iform  financial sta tem en ts  
a s  an aid  to  stockholders in  understand­
in g  financial cond ition  and operatin g  re­
su lts . T h is address reflected th e  p ioneer­
in g  efforts of th e  N ew  York Stock  E x ­
change’s C om m ittee on Stock L ist  in  th e  
d irection  o f m ore in te llig en t corporate  
reports. E arlier  in  th e  year, before th e  
P hilad elp h ia  Chamber of Commerce, Mr. 
W h itn ey  had th is  to  say:
“T his period of depression  has a llow ed  
u s to  ta k e  stock  of certa in  practices 
w hich  have becom e com m on in  business. 
W hile  these practices are not in  any w ay  
fraudulent, th ey  are open to  question  on  
th e  ground th at th ey  conceal from  stock­
h olders and in vestors in form ation  w h ich  
v ita lly  affects th e ir  in terest. D u ring  th e  
days of prosperity , w h en  each annual re­
port show ed larger and larger earn in gs, 
stockh old ers w ere content to  reelect th e  
e x is t in g  m anagem ent w ith ou t scru tin iz ­
in g  th e  m ethods w h ich  had produced such  
sa tisfa c to ry  resu lts. T he y ear  1930 m ade  
stockholders and investors m ore critical. 
P ractices w h ich  w ere unnoticed  in  ea rlier  
years are now  exam in ed  cr itica lly  and  
from  the num ber of com plain ts w h ich  the  
E xch an ge has received it  is  clear th a t  
th e  ow ners of A m erican bu siness are in ­
s is t in g  not on ly  upon financial resu lts  
but a lso  on frank and open b u siness  
m ethods.”
N o  one here can doubt th e  app licab ility  
of th is  cr itic ism  to  an all-too-prevalent 
type of financial sta tem en t prepared for  
public consum ption. C ertain  corporations 
for  m an y  y ears have continued to  issu e  
m eager annual reports to stockholders, 
often  deliberately , in  other in stan ces ap­
p arently  w ith ou t any attem pt being m ade  
to  ascerta in  w h eth er  such reports could  
be understood by those for w hom  they  
w ere intended. O bjections have been an­
sw ered som etim es ev a siv e ly ; som etim es  
th e  ind iv idu al inquirer h as been supplied  
w ith  fu ll answ ers to  a ll h is  questions. 
One corporation  in  Chicago fu rn ish es a  
stockholder— a W isconsin  farm er and the  
owner of five sh ares— w ith  a signed  copy
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of th e  annual aud it report w h ich  not 
even  the d irectors are perm itted  to  see. 
T he exp lanation  is  offered that th is  ac­
t io n  has m ade th e  stockholder so  tracta­
b le  th a t he no longer ra ises h is  v o ice  a t  
annual m eetin gs, as he once did— and it  
is  sa id  th at he h a s attended every  stock­
hold ers’ m eetin g  for th irty  years.
On th e  w h o le  the depression has had  
the effect o f forc in g  corporate m anage­
m ents to  ta k e  stockh old ers in to  th e ir  
confidence. A nnual reports have becom e  
m ore expansive. T h e pronouncem ent of 
G eneral M otors in th is  connection  is a  
ch aracte r is t ic  acknow ledgem ent of the  
duty w h ich  th e  large ind ustria l corpora­
t io n  ow es to  its  stockholders:
“W ith  fe w  exceptions, hardly  any b u si­
ness of th e  first m agnitude is any longer  
a private enterprise . M ost o f the m ajor  
in d u str ies are pu b licly  owned, and th eir  
operating officials recognize both the ob­
lig a tio n  of fran k n ess to  the ow ners and  
the benefit w h ich  can accrue from  w ide­
spread public support based on com plete  
understanding. . . . G eneral M otors pub­
lish es  not only annual and quarterly  
sta tem en ts of earn ings. It a lso  publishes  
each  m onth  ex a ctly  how  m any cars have  
been sold  to  the dealers and delivered by  
them  to th e  public. B y  statem en ts to  
stockholders, and by frequent releases to  
the financial section s of the daily  n ew s­
papers, tim ely  and accurate in form ation  
is  g iv en  regard ing  its  operations both in  
th is  country and abroad, its  in v estm en ts  
in  related  ind ustr ies, and the im portant 
developm ents in  its  progress and p lan s.”
M any ann ual reports of corporations in  
th e  la st tw o  y ears have contained the  
sam e announcem ent: an adm ission  of th e  
n ecess ity  of fu rn ish in g  broad and in te lli­
gen t in form ation  to  stockh old ers and an  
attem pt to  supp ly  it.
In th is  connection  it  m ight be of in ter­
est to  g lance at a  book w h ich  m ade its  
appearance la st m onth: “Graft in  B u si­
n ess ,” b y  John T. F lyn n . T he t it le  of 
Mr. F ly n n ’s book has been unhappily  
chosen. I t  i s  a case  study of bu sin ess  
eth ics, and closes w ith  concrete su g g es­
tio n s for  im provem ents in  corporate prac­
tices . T he book deserves h igh  p ra ise  and  
should  be provocative  of further in v esti­
gations of the sam e character. One of 
Mr. F ly n n ’s proposals, a r is in g  from  h is  
observations of corporate m anagem ents,
is  that every  corporation should  be re­
quired to  su bm it to  its  stockholders “very  
com plete sta tem en ts w orked out on sam e  
basis of un iform  accou nting  m ethods.”
T he past year has been productive of 
court d ecision s in  w h ich  learned jud ges  
h ave decried the inexactitud e of financial 
sta tem en ts. Said  Judge J en k in s in  th e  
B ethlehem -Y oungstow n case:
“I am  further of th e  opin ion th at d irec­
tors, shareholders and, in c id en ta lly , 
courts, sh ou ld  have a clear, ex p lic it pre­
sen ta tio n  of th e  accou nting  fa c ts  re la tin g  
to  a  corporation  in  form  and langu age  
w h ich , in  accordance w ith  com m on sense, 
w ill enab le  th e  ordinary reader, w ith o u t  
h ir in g  a  tech n ica l interpreter, to  deter­
m ine th e  actual sta te  of the com pany’s  
bu siness, prospects and value. Corporate  
sta tem en ts and reports are for the in for­
m ation  of laym en , not of sk illed  account­
ants. Such purpose be ing  so  fu lfilled , a  
rep etition  of th e  m onths sp en t in  th is  
case, w ith  th e  use o f langu age and sched­
u les th at not even sk illed  execu tiv es o f  
th e  corporations involved can understand, 
w ould be done aw ay w ith .”
In  th e  U ltram ares case Judge Cardozo 
su ggested  th at fraud m ight be im puted  
to  th e  au th ors of a  balance sh ee t w h ich  
contained item s im properly audited. And  
recen tly  Mr. J u stice  W right, in  h is  charge  
to  th e  ju ry  in  th e  tr ia l of Lord K ylsant, 
sa id :
“It is  a  l it t le  astound ing, and one can­
not help  w on dering  w h eth er  th ose  w ho  
m anage b ig  com panies do not forget som e­
tim es th at th e  body o f d irectors of a  com­
pany are the agen ts and th e  tru stees o f  
th e  shareholders, th a t th ey  ow e them  full 
in form ation , subject to  proper and reas­
onable com m ercial n ecessity ; and it  is  
th e ir  in terests  th at th ey  have to  stu d y .”
In th is  ca se  it  developed th at for seven  
y ears n e ith er  th e  balance sh eet nor th e  
profit-and-loss sta tem en t had d isclosed  
th e  earn ings, i f  any, of th e  R oyal M ail 
Steam  P acket Com pany. Yet du rin g  that 
period d ividends of m ore th a n  five m il­
lion  pounds had been paid  to  stock­
holders.
Perhaps enough h a s been sa id  to  in d i­
cate th e  tendency  of th e  tim es in  th e  de­
m and w hich  com es so stron g ly  for  c learer  
and m ore understandable financial sta te ­
m ents. T he profession  w ill p ossib ly  be 
blam ed fo r  n ot be ing  ahead of th e  de­
m and. O ccasions have been freq u en t  
w h ere accou ntants have been g iven  a free  
hand and have not m ade th e  m ost of it. 
In other in stan ces th ey  have un necessa­
r ily  a llow ed th e ir  ex am in ation s of ac­
counts to  suffer from  restr ictio n s th at  
need not h a v e  existed . C ynics w ho h a v e  
observed th e  com paratively  sm all profes­
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sional fees earned by accountants, as com ­
pared w ith  those of law yers and bankers, 
and w ho have observed the com placent 
attitude  taken by accountants toward  
questionable corporate practices, have  
even accused them , as a class, of an in ­
fer io r ity  com plex. B u t qu ietly , unobtru­
siv e ly , forces have  been at work. A ctu­
a lly , the accountant has been sa ilin g  h is  
sh ip  betw een the sh oals of econom ic  
theory and the heavy seas of inflation  
prosperity. R efu sin g  to  forecast, he  w as 
only yesterday  treated  as a  tory, as an  
im pedim ent to  the b lossom in g  of th e  N ew  
Era. Today, s teer in g  the sam e course, 
he is  a lm ost a  prophet. H is  tory  prac­
tices are ha iled  as th e  n ecessary  ground­
w ork for fu tu re corporate proced ure; 
him self, th e  s in e  qua non to  guarantee  
th e  sta b ility  of an y  econom ic structure. 
T here can be n o  doubt th at h is  ideas con­
cern ing  th e  content o f financial sta te ­
m ents are  m ore and m ore recognized as 
th o se  th a t should  govern , unobstructed  
by the fea rs and in h ib itio n s of m anage­
m ent.
A ccountants have occasion ally  referred  
to  an  “all-purpose” balance sheet. T hey  
m ean th e  balance sh eet of an y  g iven  en ­
terprise  th a t w ill serve  equally  w ell the  
m anagem ent, th e  bankers, th e  stockhold­
ers. G enerally, th e  id ea  has m et w ith  
approval am ong accountants, less often  
am ong b u siness ex ecu tives, a  good m any  
of whom  s t il l  b e lieve  th at bankers, and  
som etim es d irectors, are en titled  to  very  
few  fa c ts  and stockholders to  an even  
lesser  num ber. B ut w ith  th e  constan tly  
in crea sin g  tendency  to  supp ly  m ore in ­
form ation  to  everybody, objections to  
“one in form ative sta tem en t for a ll” are  
rapidly  d isappearing.
T h e  p resent inq u iry  w ill be an  attem pt 
to  ind icate  th a t th e  current practices of 
accountants w ith  respect to th e  general 
featu res of balance-sheet construction  can  
and should  be codified. In  a word, it  w ill 
contend th at not only sh ou ld  th ere  be an  
all-purpose balance sh eet but th at the a ll­
purpose balance sh eet should  be so de­
sign ed  th a t its  fun dam enta l princip les  
can be applied to  any bu sin ess enterprise .
I b e lieve  that a ll accou ntants should  
condem n condensed balance sh eets and I 
believe that th ey  should  defin itely  refu se  
to  cer tify  to  them . P ra ctitio n ers are lax  
in  th is  respect, a lth ou gh  our text-book  
w riters from  M ontgom ery dow n are of 
one m ind in  urg ing  th e  profession  to  rec­
ogn ize  th e  dangers of b r ief statem en ts. 
E qu ally  w orthy  of condem nation is  the  
so-called “descr ip tive” balan ce sheet, 
w h ich  is  th e  soupy pabulum  th a t som e of 
th e  u t il it ie s  have recen tly  been issu in g  
to  th e ir  stockholders. I refer, of course, 
to  th o se  published  balance sh eets on 
w h ich  com m ents in  sm all type fo llow  
each asset and lia b ility . L audable though  
th e ir  orig inal purpose m ay have  been, in  
effect th ey  are condensed balance sh eets
con ta in in g  obvious rem arks about obvi­
ous item s and w h olly  insufficient rem arks 
about m uch m ore im portant item s diffi­
cu lt or im possib le for th e  ordinary reader  
to com prehend. It seem s fu tile  to  detail 
to  th e  investor  th e  m ean in g  of cash and 
to  pass over, perhaps en tire ly , the s ig ­
n ificance of fixed assets. A n investor  
w ho cannot understand “cash” w ithou t 
w ords d escrib in g  it  has no b u siness look­
in g  at a  balance sh eet; he certa in ly  can  
get now here w ith  fixed a sse ts  and re­
serves for depreciation , no m atter  how  
persuasive th e  description m ay be. It 
is an im portant and inescapable  fact, fre­
quently  overlooked, th a t th ose  w ho pre­
pare balance sh eets can never hope to  
reduce a  com plex bu sin ess enterprise  to  
term s sim ple  enough to be com prehended  
by the laym an h av in g  no know ledge of 
finance.
T h is  brings u s squarely  before the  
problem  w e m ust face: w h at can be called  
th e  standard or m inim um  requirem ents  
of an all-purpose ba lan ce sheet?  In m y  
opin ion they  are s ix  in  num ber:
F irst, an in te llig en t reader m ust be 
assum ed. T h is reader has som e idea of 
financial rela tion sh ip s, th e  n atu re of b u si­
ness operations, and th e  e lem en ts of ac­
counting. W hat i s  m ore, h is  in te lligen ce  
can be appealed to. T here m ust be no de­
lib erate  h id in g  of inform ation . One can  
be certain  th at a  fu ll d isclosure of d is­
agreeable facts w ill e lic it  from  him  m ore 
sym pathy than  censure, w h ile  a h a lf­
hearted  or ill-concealed  d isclosure w ill  
leave  him  w ith  a fee lin g  th at he is  being  
defrauded.
Second, the m axim um  inform ation  nec­
essa ry  for in terp retative purposes m ust 
accom pany the balance sheet. In  a ll or­
d inary s itu a tio n s  th e  balance sh eet can  
be and should  be com plete in  itse lf. T he  
accountant w ho tends to put h is  qualifi­
cation s in  h is  certificate  m ig h t w ell be  
rem inded th a t qualifications are in  no 
danger of be ing  overlooked if  th ey  are  
am algam ated w ith  th e  balance sheet. 
T hey m ay b e  overlooked or regarded a s  
less sign ificant, how ever, i f  the certifi­
cate is  rem oved or is  separated from  the  
balance sh ee t by a  page or tw o. On th e  
w hole, it  is  probably sa fe  to  sa y  that 
every balance sh eet sh ou ld  be crowded  
w ith  in form ation .
Third, there m u st be an in te llig en t  
grouping of balance-sheet item s under de­
scr ip tiv e  headin gs: on th e  asset side, 
such headings a s  cu rrent assets , m iscel­
laneous assets  and fixed a ssets; on the  
l ia b ility  sid e , current lia b ilitie s , deferred  
incom e, funded debt, and net worth. 
C aptions and sub-totals not only are a 
definite a id  in  e sta b lish in g  fundam ental 
balance-sheet rela tio n sh ip s lik e  w orking  
capita l, but g iv e  a  forew arn in g  to  the  
reader as to  th e  general nature of each  
item .
F ourth , the v a lu ation  of a ll a ssets  m ust
be ascerta inab le  from  th e  face of th e  bal­
ance sh eet. C ertain  item s, such a s  cash  
and prepaid insurance, need no in d ication  
of va luation . In ven tories and fixed a ssets  
cannot be in terpreted  at all w ith ou t a 
k n ow led ge of th e  b asis on wh ich th e ir  
v a lu e  has been com puted. There ought 
to  be a rule th at th e  v a lu ation  of an y  
a sset not o therw ise  described m ay be a s­
sum ed to  be cost. U nfortu nately  no such  
rule ex is ts  and the reader of th e  average  
balance sh eet w ould be led far astray  if  
he m ade su ch  an assum ption .
F ifth , secured lia b ilitie s , i f  any, m u st  
be so described th at th e  a sset or the por­
tio n  of th e  a sset th a t h a s  been pledged  
can be identified, by both nam e and  
am ount, by th e  reader. If th e  lia b ility  
is otherw ise  secured or guaranteed, th e  
n atu re of such secu r ity  or guarantee  
should  be m ade clear.
S ixth , deta ils  o f  changes during th e  fis­
cal period in  funded debt and net w orth  
m ust be reflected in  the balance sh eet. 
The flo tation s of capital lia b ilit ie s  ought 
to  be described in  such  a  w ay  th a t th e  
purposes of each new  issu e  and the price  
at w h ich  it  w as sold to th e  public—direct 
or through underw riters— are m ade clear. 
Paid-in surplus, revaluation  surp lus, and  
earned surplus should  be separated. 
C hanges in  each form  of surp lus are im ­
portant to th e  m ost casual reader and no 
sign ifican t detail sh ou ld  be denied  him .
T here are other e lem en ts of balance- 
sh eet construction  w hich , a lth ou gh  of 
less  im portance to  th e  m ajor purpose of 
th is  paper, cannot be overlooked and  
m igh t w e ll be standardized; for ex­
am ple, th e  m atter  of sequence. Should  
fixed a ssets  or current a sse ts  begin  th e  
balance sh eet?  T he trend  now  is  defi­
n ite ly  in  favor  of current assets and
I can  see  no sou nd reason w h y the sam e  
sequence cannot be adopted by a ll ac­
countan ts and for a ll en terp rises. I t  w as  
once cla im ed th a t fixed a ssets  should  
top off a sse ts  ju st a s cap ita l stock  should  
top off lia b ilit ie s  so  th at th e ir  m utual 
relation sh ip , w h ich  w as supposed to  be 
th e  m ost im portant on the balance sheet, 
m ig h t be observed. In  th ese  days, how ­
ever, rein vested  su rp lu s and bonded in ­
debtedness m ay fa r  exceed  cap ita l stock  
in  am ount and relation sh ip  m entioned  
is  m ore o ften  th a n  not of no great con­
cern. T he im portance of w ork in g  cap­
ita l h a s been stressed  in  the la st decade 
and a lm ost a ll th e  su gg ested  form s of 
balance sh ee ts  w h ich  have m ade th eir  
appearance du ring th a t tim e  have  g iven  
precedence to  current assets.
A  balance sh ee t ought never to  exten d  
beyond a s in g le  page, le s t  i t  lo se  in  com ­
p rehensiveness. A s sta ted  before, ev ery­
th in g  a id in g  in  th e  un derstand in g  of a  
balance sh eet, su ch  as a surplus an a lysis , 
ought to  be on its  face. I t w ould ap­
pear th a t even  th e  aud itor’s  certificate  
should  be at th e  foot of th e  balance
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sh eet, esp ecia lly  if  i t  m ust conta in  im ­
portant qualifications.
In  V e r if ic a tio n  o f  F in a n c ia l  S ta te m e n ts  
am ounts ow in g  by custom ers are divided  
betw een notes and accounts and betw een  
unm atured and past-due i t em s. In  som e  
in stan ces it  can be im agined  th at th is  
refinem ent of th e  usual practice  m ay be 
v ita l to  a proper un derstand in g  of the  
receivables. M ost accountants w ill find 
that su ch  procedure g iv es an undeserved  
over-em phasis to  th e  item . A  better  
schem e w ould seem  to  be th is: head up 
a “receivab les” section  of current assets  
under w hich, a fter  th e  word “custom ers,” 
appear notes and  accounts in  a  s in g le  
figure. No know n benefit can accrue 
from  a  separation  of notes and accounts 
u n less th e  notes support in sta lm en t con­
tracts or are unusual ob ligation s need­
in g  som e sp ecia l description . Nor can  
any apparent benefit flow from  a separa­
tio n  of past-due item s un less th ey  too  
have a pecu liar character w h ich  it  is  
necessary  to  elab orate  by appropriate  
descrip tion  in  order th a t they m ay be 
r ig h tly  interpreted .
T he p led g in g  of receivables or any  
other asset ord inarily  need not be noted  
after  th e  asset itse lf . T he significance  
of the p ledging  can best be understood  
i f  the natu re and am ount of th e  p ledge  
is  fu lly  outlined  in  connection  w ith  the  
descrip tion  of the lia b ility . R epetition  
should  be necessary  now here on the bal­
ance sheet.
T he question  of th e  c lassification  of 
am ounts ow ing  by custom ers under in ­
sta lm en t contracts needs m ore d iscu ssion  
th an  it  has th u s far  received. Are un­
paid in sta lm en t contracts a  current asset?
I th in k  in  m ost cases th ey  are. T hey  
are convertib le in to  cash through an ex ­
change that should  n et the fu ll se llin g  
price. T hey are b e in g  held  so  that the  
carry in g  charge and in te re st m ay be 
earned in  add ition  to  th e  gross profit. 
P roperly  described on th e  balance sheet, 
and th is  descrip tion  m ig h t w ell include  
th e  average due-date, th e  reader is  put 
on n o tice  th a t the current a ssets are here  
not a s  liqu id  a s one w ould hope to  find 
e lsew here . The w orking-capital ratio  one 
w ould doubtless expect to  be h igh er  than  
that of com panies w h ose receivables are  
m ore liquid , e sp ec ia lly  s in ce  in ventories  
w ill a lso  turn in to  cash w ith  m uch les s  
rapid ity . So that the inven tory  m ay be 
properly judged, th e  profit-and-loss sta te­
m en t accom panying th e  balance sh eet  
ought to reflect th e  am ount o f in sta lm en t 
sa les.
A nother problem  of in sta lm en t sa les is  
the m anner of d isp o sin g  o f th e  account, 
if  any, for unrealized  profit. Perhaps the  
recent report of th e  C om m ittee on Earned  
Surplus of th e  A m erican In stitu te  of A c­
countan ts should  be referred to  for a 
m om ent.
“Profits . . . arise  from  transactions  
resu ltin g  in  the acq u isition  of cash or of 
property w h ich  at the tim e of its  receipt 
m ay ordinarily  be classified as, or con­
verted  into, a  current asset; or from  
tran saction s in  w h ich  th e  consideration  
received inclu des the com plete or partia l 
d ischarge of a  lia b ility .”
If th is  cond ition  attach ing  to  profits be 
accepted, and I th in k  it should, profits 
a r is in g  from  th e  ordinary garden va r ie ty  
of in sta lm en t sa le s  are realized  w h en  the  
sa le  is  m ade and should be consolidated  
w ith  other form s o f realized  earn in gs, 
n o tw ith stan d in g  th a t for incom e-tax pur­
poses i t  m ay be necessary  to  m ain ta in  
an unrealized-gross-profits account on th e  
books. I f th e  receivable is  not sa leab le, 
how ever, th e  profit probably has not been  
earned and the unrealized-profit account  
m ust be carried in to  th e  balance sheet. 
B ut w here sh ou ld  it  appear? U nrealized  
profit has no  place in  earned surp lus un­
less the in sta lm ent-sa les contracts are 
current a ssets  or can read ily  be converted  
in to  current assets; nor should  unrealized  
profit b e  confused w ith  deferred incom e  
w h ich  is  incom e a lready earned but de­
ferred to  th e  period in  w h ich  th e  serv ice  
is to  be rendered. T he only treatm ent 
le ft is  apparently  to  regard it as a quasi­
v a lu ation  account and subtract it  from  
th e  a sse t on w hose liq u idation  it  is  de­
pendent. T h is procedure has th e  effect 
of red ucin g  th e  unpaid portion of th e  
se llin g  p r ice  to  unrecovered or ig in a l cost: 
a desirable resu lt w here t it le  is  not 
passed and th e  u ltim ate  co llectib ility  of 
th e  account is  in  doubt.
V aluation  reserves proper— as, for ex ­
am ple, bad debts and depreciation—- 
should  be deducted from  th e  a sse ts  to  
w h ich  th ey  relate. M any accountants  
s t i l l  countenance va lu a tio n  reserves un­
der th e  headings o f reserves on the lia ­
b ility  sid e  of the balan ce sh eet, subto­
taled , perhaps, a lon g  w ith  a  “reserve” 
for Federal ta x es w h ich  is  a  current lia ­
b ility , and an in su ran ce  reserve w hich, 
if  free from  lo sses incurred to  date, ought 
to  be regarded as an elem ent of net 
worth. U nderstatem ent or overstatem ent 
of v a lu ation  reserves sh ould  m odify  th e ir  
title , not th e ir  position .
E very  proposed description  of inven to ­
ries at th is t im e  need s careful considera­
tio n . A  reasonable  d iv ision  a s betw een  
classes o f in v en to r ies  should appear on  
th e  balance sh eet. T heir  va lu ation  should  
be described by som e term  m ore m ean ing­
fu l than  “at cost or le ss .” T he proposi­
tio n  that cost is  a  sa fe  criterion  can no  
longer be relied  on for the v a lu ation  of 
any portion  of th e  inventory. E ven  re­
p lacem ent costs cannot be regarded as 
fu rn ish in g  any certa in  standard for bal­
ance-sheet purposes ow ing  to  th e  large  
num ber o f products th a t fa llin g  prices  
have sw ep t from  th e  m arket. Item s for  
w h ich  no  im m ed iate  m arket ex is ts  pos­
sib ly  should  be rem oved from  the cate­
gory o f current assets . In  short, inven­
tory  com m ents on the balance sh eet can­
not suffer by be ing  over-full.
Prepaid  expenses, as d istin ct from  de­
ferred charges, are now  qu ite  gen era lly  
adm itted  to  be current assets. I see  no 
reason w h y They should  not be un iver­
sa lly  trea ted  as such.
G oodw ill, in  th e  1917 ed ition  of A p ­
p r o v e d  M e th o d s  f o r  th e  P r e p a r a t io n  o f  
B a la n c e -S h e e t S ta te m e n ts ,  w a s  show n as 
as deduction from  the sum  to ta l of net 
w orth. In  th e  1929 ed itio n  of V e rif ic a ­
t io n  o f  F in a n c ia l  S ta te m e n ts  th e  word  
“goodw ill” does not appear. E v id en tly  
it  w as concluded that th e  orig inal su g ­
g estio n  w as not practicable, or a t lea st  
th a t it  w as not g en era lly  acceptable to  
th e  profession . It is  to  be regretted  i f  
the p o ssib ility  of goodw ill e lim in a tio n  is  
perm itted  to  end here. The m atter  de­
serves a m uch w ider investiga tion .
C ontingent lia b ilit ie s  should  be m ade  
an in tegra l part of the balance sh eet not­
w ith sta n d in g  th a t th e  am ount th ereof is  
not included in  th e  balance-sheet to ta ls. 
A s a foo tn ote  th ey  m ay be om itted  in  
copying or inad verten tly  d isregarded  
w hen th e  rest of th e  balance sh ee t is  
read. On m ost balance sh eets tra n sm it­
ted  to  stockholders th e  item  is om itted  
en tire ly . E v id en tly  public accountants  
and corporate officials need to  know  
m uch m ore about con tin gen t lia b ilit ie s  
than  th ey  do.
M ethods of han d lin g  th e  proceeds from  
the ©ale o f  no-par and other issu es  of 
stock , a lready briefly  referred to, have  
never adequately  been d iscussed . M ost 
a ccou ntants and n early  a ll corporate of­
ficia ls and law yers a g ree  th a t th e  net  
v alues realized  by th e  corporation are  th e  
o n ly  va lu es w h ich  a  balance sh eet should  
reflect. T hey base th is  conclusion  on the  
fa c t that un derw riters g en era lly  purchase  
th e  secu rity  from  the corporation and  
se ll it  in  sm all lo ts  to  in v estors; som e­
tim es, due to  m arket cond itions, th ey  
hold i t  for possib le  fu tu re  sa les  a t a 
profit. A s a  m atter  of fact, in  m any in ­
stan ces the stock  is  d isposed o f a t once  
at a  price  agreed to  by contract. In  any  
case w h ere an investor  purchases a stock  
as a participator in  a  new  offering to  the  
public i t  w ould  seem  th at th e  am ount 
actu a lly  filterin g  through to  th e  corpora­
t io n  sh ou ld  be d isp layed in  the n ext a n ­
nual balance sh ee t in  such  a w ay as to  
in d icate  p la in ly  w h a t w as deducted as 
com m ission  or profit by th e  underw riters. 
In th e  past, in vestm en t bankers have  
been  g u ilty  of a  grea t dea l of profiteer­
in g  due to  th e  n eg lec t of th is  princip le  
of balance-sheet construction; for  if  th ey  
had know n th a t th e ir  portion  of th e  pro­
ceeds of th e  sa le  w as to  be m ade a m at­
ter  o f pu b lic  know led ge th ey  w ou ld  have  
a t  lea st h esita ted  before proceeding as 
th e y  did. I f  th e ir  profit has been  a reas­
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onable one, fa ir ly  earned , th ey  should  
voice  no objection  to  it s  publication .
E xchanges of capital stock  for property  
in  a  reorganization  or recap ita lization  
co n stitu te  th e  m ost difficult i f  n o t th e  
m ost fun dam enta l o f a ll balance-sheet 
problem s. T hus fa r  accountants have  
e lim in a ted  th e  n ecess ity  for independent 
th in k in g  on the subject by a sser tin g  th at 
th e  problem  of va lu ation  in  exchange is  
a purely leg a l one— a  problem  th a t is  
properly solved by the board o f directors, 
be they  ever 30 w ise  or so  foolish . Som e­
tim es th e  w isdom  of th e  board i s  at­
tested  by an appraisal o f th e  a ssets  tra n s­
ferred, perhaps a  “se ller ’s ” appraisal 
m ade under com petitive  conditions, but 
n on eth eless a n  appraisal w h ich  can be 
conven ien tly  referred to  in  an  au d it re­
port a s defin itely  p a ssin g  resp on sib ility  
on to  others presum ably  m ore expert 
th a n  th e  accountant. It m ay be th a t th e  
b asis of th e  so lu tion  has a lread y  been  
reached, desp ite  th e  non-professional 
character o f th e  average appraisal report. 
A gain, it  is  possib le  th at th ese  reports 
m ay not be w orth  as m uch in  th e  future  
a s  th ey  appear to  be today; th at th e  ac­
countant w ill be charged w ith  a  heavier  
resp o n sib ility  for fixed a sset va luation ;  
and th at costs and accum ulated  deprecia­
t io n  w ill be carried forw ard to  successor  
organizations.
One m ay adm it the lega l restr iction s  
im posed on th e  accou ntant in  exchange  
v a lu ation s and  yet in s is t  th a t on h is  
s ta tem en ts he d isc lose  fu lly  a ll dev iation s  
from  good practice. W hat co n stitu tes a 
d eviation  from  good practice in  th is  con­
n ection  is  a  subject too  am bitious for th is  
paper, but i t  should  not be a problem  too  
large for a  p rofessional pronouncem ent, 
no m atter how  te n ta tiv e  it s  character.
T h e  foregoing  com m ents are  not in ­
tended  to  be ex h a u stiv e , but rather i llu s ­
tr a tiv e  of w h at procedure is  and can be 
m ade to  be. T he procedure w h ich  has 
been d efin itely  ind icated  is  being  fo l­
low ed at present by a  good m any practi­
t ion ers; but it  should  be m ade know n to  
th e  public and in sis ted  on in  corporate  
reports to  stockholders.
T h is S ociety  can perform  a  valuab le  
serv ice  to  th e  profession  and contribute  
m uch to  the bu sin ess w orld by cod ify in g  
and  pu b lish in g  m in im um  balance-sheet 
standards.
PERSONAL QUALIFICATIONS 
OF A BANK COMPTROLLER- 
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fected, then it  is  necessary  on ly  th a t th e  
Com ptroller-Auditor have  a  w ork ing  
know led ge o f how  to  project th e  prob­
a b ilitie s  of the bu sin ess for  h im  to  super­
v ise  the budgetary procedure of th e  bank. 
C o m m e n t— A lthou gh  part or a ll three
of th ese  accou nting  refinem ents m ay be 
in sta lled  by sp ec ia liz in g  in sta lla tio n  ac­
countants, th e  C om ptroller-Auditor h im ­
se lf  should  be able to  se ll h is  ex ecu tives  
on th e  n ecessity  and benefits of depart­
m ental and accrual accounting, and of 
budgeting, and h e  should  be ab le  to  
su perin tend  them . T hese a c tiv it ie s  re­
quire decided ly  m ore than  a casual 
kn ow ledge of accounting.
C o m p a r i s o n  a n d  S t a t i s t i c s — S in ce  one  
of th e  m ost freq uently  used and depend­
able m easuring  stick s is  com parison, it  
i s  advan tageou s if  th e  Com ptroller-Audi­
tor app reciates th e  va lue and understands  
th e  u se  o f s ta t is t ic s  and know s w hat  
trade and p rofessional associa tions, gov­
ernm ent bureaus, research organizations, 
etc., have  sta tis t ic s . A lso, it  is  helpfu l 
i f  h e  h as contacts w ith  other Com ptroller- 
A uditors for  th e  purpose of exch an g in g  
in form ation  concern ing  th e  resu lts of 
operation of other banks in  h is  own and  
in  other c ities . Som e of th is  inform a­
tion  i s  public or  at lea st sem i-public, but 
m uch o f i t  is  obtainable on ly  through  
personal contact. Com parison betw een  
estim ated  and actual resu lts is  a m ost 
valuab le  dev ice  for ch eck in g  up the  
a b ility  o f th e  su perv isory  personnel.
C h a r t s — T o have fa c ts  presented by 
graphs or charts has proved to  be a tim e- 
saver for bu sy  executives. N ot only do 
th ey  save tim e  but “p icture p resen ta­
t io n s” convey tren d s and com parisons  
m ore c lea rly  and w ith  a m ore la stin g  
im pression  than  do w ords and figures. 
T his m ethod of app ealing  to th e  m ind  
through the ey es  to  e sta b lish  facts about 
qu antities, d istan ces, volum es, m asses, 
areas, etc., requires considerable know l­
edge and sk ill. W ithout th is  know ledge  
and exp erien ce  m anag ing  officers of m any  
b u sin esses are fa ilin g  to  cap ita lize  on  
certa in  ad van tages th ey  have but know  
not about. In exp ertness som etim es causes  
facts to  be presented  n ot in  th e ir  true  
relation sh ip  and m ay even  cause com­
p lete  optical illu s io n s. T he person super­
v is in g  graph preparation m ust be experi­
enced in  th e  art.
L aw— The m u ltip lic ity  of th e  d u ties o f 
a Com ptroller-A uditor brings him  in  con­
sta n t contact w ith  th e  F ederal R eserve  
A ct; G eneral L etters o f th e  D istr ic t F ed­
eral R eserve  B ank; Federal R eserve  
Board R egu la tions; N ation a l B ank Act; 
State  B an k in g  L aw s; S ta te  W arehousing  
A ct (co v er in g  Safe D eposit B ox opera­
t io n s ) , local C learing H ouse R u lin gs and  
th e  operating p o lic ies  of h is  bank. N a t­
u ra lly  in  m ak in g  dec ision s, w r itin g  
m anuals, ou tlin in g  system s, draw ing  
form s, etc., he  m ust be at lea st  generally  
fam iliar  w ith  th ese  law s.
T a x e s — F or th e  Com ptroller-A uditor  
an un derstand in g  of th e  various tax  law s  
affecting  th e  bank is  very  essen tia l. T his  
general c lassification  of expense is  s ix th  
in  size  in  a ll banks and n early  one-fourth
as large  a s  th e  average bank pays in  
dividends.
I n s u r a n c e — T he subject of insu ran ce  
is  one of v ita l concern to  banks, but 
a ltogeth er too o ften  a  bank is  en tire ly  
void  o f a  com petent in su ran ce m an. B e­
cause  o f th e  trem endous sta b iliz in g  effect 
th a t  in su ran ce  h as on bu siness, i t  should  
be studied  c losely , both for th e  effects to  
be ga ined  d irectly  by h a v in g  th e  bank’s  
property and a c tiv it ie s  covered and in ­
d irectly  by in s is tin g  th a t borrow ers use  
in su ran ce to  protect th e  bank. The bank  
is  ju stly  e n titled  to  assurance th at prop­
e r ty  m ortgaged to  it  w ill be in  ex isten ce  
on m atu rity  o f  the note and th a t com pet­
ent m anagem ent w ill con tin u e  u n til th e  
loan is  paid  or th a t proceeds from  in su r­
ance w ill tid e  over th e  effects of destruc­
tion  or death, or w ill liq u idate  th e  loan.
I t  is  not expected  th a t he should  be ah  
in su ran ce actuary or r isk  engineer, but 
he should  have  a  general w o rk in g  kn ow l­
edge of un derw ritin g  princip les, o f  th e  
a n a ly tica l system  of arriv in g  at both  base  
and adju sted  rates, of the rate sa v in g s  
th a t can be effected by th e  different types  
of construction  and th e  e lim in ation  of 
exposures, and so  on. H e should  be 
fa m ilia r  a lso  w ith  both th e  requirem ents  
and advan tages of co-insurance and w ith  
th e  cond itions under w h ich  rebates of 
unused prem ium s m ay be secured.
P s y c h o l o g y - S a l e s m a n s h i p  —  T o m ake  
a ll th e  im provem ents in  the variou s de­
partm en ts expected  of him  th e  Com ptrol­
ler-Auditor m u st have, in  add ition  to  a  
creative  and a n a ly tica l m ind, sa les  a b ility  
to  convince h is  a ssocia tes of th e  benefits 
of th e  proposed new  system . Ideas, be 
th ey  ever so  good, m ust be sold, th e  
sam e as serv ices or com m odities, and be­
cause ideas are  abstract th ey  encounter  
greater sa les res ista n ce  th an  do concrete  
m atters.
M ost Com ptroller-A uditors possess su f­
ficien t au th o rity  to  force in to  operation  
any change th e y  deem  necessary, but 
u su a lly  th ey  obtain  a  m uch happier sta te  
of affairs w ith  equally  a s good resu lts, 
through w illin g  cooperation.
To obtain  cooperation  it  requires sa les  
a b ility  and  th e  devotion  of m uch tim e. 
N o Com ptroller-Auditor can hope to  be  
su ccessfu l u n less h e  in sp ires confidence  
in  h is  ab ility , know ledge, and hon esty  of 
purpose, on th e  part of a ll of th e  m em ­
bers of th e  organization  from  th e  h ig h ­
e s t  to  th e  low est. H is  job is largely  a 
m atter of se llin g . He should realize, 
how ever, th a t h e  m ust actually  have th is  
know led ge and ab ility  and further, th a t  
h is  a sso cia tes expect to see  continuous 
im provem ents in  m ethods and technique. 
T herefore, h e  should  constan tly  endeavor  
to  add to  h is  know led ge and to broaden  
h is  experience.
J u d g m e n t — Judgm ent is  the b asis o f a ll 
action . It is  th e  coveted cu lm in ation  o f  
m any th in gs . Sound judgm ent requires
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first of a ll, in te llect, to  w h ich  is  added, 
know ledge through  education  and experi­
ence. Judgm ent, how ever, is  not m erely  
in  th e  k n ow in g  of fundam ental law s;  
rather it  is  in  th e  in terp reta tion  and ap­
p lication  of them  to  the problem  arising, 
in  order th a t correct d ec ision s m ay be 
m ade in  advance of th e  event. Of a ll th e  
d esira b le  q u a lities  to  be had, judgm ent 
is  perhaps th e  rarest. F or it  h igh  prices 
are paid.
G e n e r a l — N o  doubt you have know n  
su ccessfu l Com ptroller-A uditors w ho did  
not have a ll th ese  tra its ; in  fact, w ho  
lacked s e v e r a l  of them . N evertheless, 
th ese  qu a lities are desirable and those  
w ho have  succeeded w ith ou t them  have  
done so  not because of th e ir  absence but 
in  sp ite  of th e ir  absence.
C o m p e n s a t i o n — N ow  you  ask  “W hat 
does th e  C om ptroller-Auditor get for a ll 
of th is? ” W ell, I sa y  h e  should  be able 
and- w illin g  to  ta k e  for som e of h is  pay, 
enjoym en t and se lf-sa tisfaction  in  hav­
in g  been th e  author of a job w ell done. 
M uch of h is  w ork i s  crea tive  and so  in ­
tan g ib le  th a t it  is  difficult to  m easure. 
M any tim es h is  ideas and su ggestion s  
w ill have  en tire ly  changed th e ir  form  
before th e  resu lt is  reached and fre ­
q u en tly  i t  w ill appear th a t th e  benefits 
ha v e  been brought about by th e  operat­
in g  departm ent and th ey  w ill not be rec­
ognized a t a ll by th e  C hief E x ecu tive  as 
a  product of th e  Com ptroller-Auditor.
I f  a  m an w ill g iv e  th e  best there i s  in  
him  he w ill u su a lly  have lit t le  need for  
concern about th e  com pensation  h e  is  to  
receive. To be p atien t about com pensa­
tio n  is , in  th e  long  run, a  w ise  policy. 
A ny m an com bin ing  the qu a lities and  
characteristics ju st d iscussed  is  certa in  
to  be recognized and ju stly  rewarded  
sooner or la ter  and it  is  m uch better if  
rew ard com es vo lu n ta r ily  on the part of 
the M anagem ent.
GETTING DOWN TO SIZE
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in g  th in g s th at I have noticed  in  th e  la st  
few  days is  th a t a ll o f th e  com plain ts are  
com in g  from  b u sin ess m en. I have occa­
s io n  to  m eet a  great m any people apply­
in g  for position s and su rp risin g ly  few  of 
them  com plain  about hard tim es. T hey  
seem  to  have reached a  rea liza tion  th at  
th ey  are out of w ork sim p ly  because  
som ebody e ls e  is  better equipped than  
th e y  a re  and gets th e  jobs. I f  th e  b u si­
n e ss  m en w ere  as w illin g  to  m eet condi­
tio n s a s  are th e  ind iv idu als , th e  w hole  
world w ould stra ig h ten  out and w e  
w ouldn’t  have hard tim es. T he real prob­
lem  is  th a t ev ery  one o f u s i s  in  a m ore  
or less  fa lse  position  and w e force other  
people in to  th e  sam e p o sition  sim p ly  be­
cause w e h aven’t th e  courage to  take our 
lo sses  and get dow n to  s iz e  and m ake a 
n ew  start. Our land lords have listen ed
to  th e  sa les ta lk s  o f bond brokers and  
financing h ou ses and have invested  th e ir  
m oney in  b u ild in gs, th e  to ta l cost o f  
w hich  included so  m uch w ater it  is  a  
w onder th ey  didn’t  float off. R ath er than  
take th e ir  lo sses, w h ich  finally  th ey  w ill 
have to  take, th ey  s t il l  force the ir  ten an ts  
to  pay exhorb itant ren ts. T he ten an t 
goes in to  bankruptcy, s ta r ts  a  w hole  
str in g  o f organizations in to  bankruptcy, 
and fina lly  th e  landlord has a  w hole  
group o f vacant offices and bu ild ings, 
w here if  he had ju st recognized th e  fact 
th a t h e  had already lo st th e  m oney and  
g o t dow n to  proper size , he w ou ld n’t lose  
h is ten a n ts and h e  w ouldn’t force them  
to  discharge th e ir  help, nor force them  
in to  bankruptcy and in  turn, force hun­
dreds o f other concerns to  do lik ew ise. 
In ev itab ly  it  is  go ing  to  reach th e  land­
lords. T hey e ith er  have to  reduce their  
rents or  lo se  th e ir  tenants. T hey can  
only  get a s  m uch m oney out as goes in . 
F ailu re  to  acknow ledge th is  is  one of th e  
b ig  problem s o f today. F rankly , th in g s  
are not as bad a s  w e  m ake them  appear 
to  be. W e have o n ly  been u n w illin g  to  
trim  our sa il3  and g e t  down to  size.
I read a report th e  o ther day covering
1,900 b u sin ess organizations in  th e  U nited  
S tates— 50 different lin es  o f bu siness. 
T hey m ade a  return  of 10 per cen t in  
1929. D u ring  1930 th ey  increased th eir  
capita l $5,000,000,000. T hey  s t il l  m ade 
6 per cen t on th e ir  capital. Just th in k  
of it, th e  garden run of 1,900 organiza­
tio n s m ade 6 per cen t on th e ir  capita ls. 
It doesn’t  sound lik e  hard tim es, does it, 
but a g lance  through th a t l is t  sh ow s that 
th ose  organ izations th at kept th e ir  eyes  
front and rea lly  endeavored to  get busi­
ness, are  m aking  a  profit. Stop a m o­
m ent and th in k  o f th e  three m ost adver­
tised  lin es  in  th e  U nited  S tates today. 
You w ill im m ed ia te ly  d iscover th e  three  
leaders in  profit—tobacco and am use­
m ents, both  m ade 15 per cent, drugs m ade  
20 per cent, and  as a  resu lt o f th e ir  ac­
tiv it ie s , ad v ertis in g  and p r in tin g  m ade  
15 per cen t. T hen  ta k e  th e  organizations  
that are asleep  o n  th e  job or tied  down  
by cond ition s beyond th e ir  control, they  
didn’t m ake a  cen t— leather, lum ber and  
furn iture  all lo st m oney. N otw ith stand­
in g  a ll th is , $60,000,000,000 invested  in
1,900 d ifferent firm s in  50 different lin es, 
r ea lly  m ade 6 per cen t on the ir  m oney—  
then  w e ta lk  about hard tim es.
M y  m e s sa g e  to  y o u  is ,  tr im  y o u r  s a i ls  
a n d  g e t  d o w n  to  s iz e .  B e persisten t about 
it. B e lik e  litt le  Johnny. H e had al­
ready been tucked  in to  bed and then  de­
cided he w as th irsty :
“M amma, I w an t a  drink .”
“Go to  sleep , John ny.”
A  few  m in u tes elapsed  and then, 
“M amma, I w an t a  drink .”
“Johnny, i f  you don’t  go  to  sleep , I ’ll 
spank you.”
In  a  couple o f m inutes, Johnny said:
“M amma, w hen you com e to  spank m e, 
w ill you bring m e a  drink?”
GERMAN PRESIDEN TIA L D E­
CREE
C o n tin u e d  from , p a g e  365  
v otin g  pow er to  be expressly  ind i­
cated.
II. R eserves (F o r m a l):
1. S tatu tory  R eserve
2. Other
III. R eserves (In form al). The d istin c­
tio n  betw een  th e  k ind o f reserves  
in  II a nd I l l  is  ex trem ely  vague
IV. A sset V aluation  accounts
V. L ia b ilitie s  (current and long term  
a s w e ll):
1. L oans (B onds, e tc .)— secured, 
w ith  m ention  of the un derly ing  
hypothecation
2. M ortgages
3. C ustom ers’ advance paym ents
4. A ccounts P ayable— creditors
5. Due to  su b sid iary  and affiliated  
com panies
6. N otes and A cceptances P ayable
7. B ank loans
VI. D eferred Credits
It is  stip u la ted  th at, in  connection  w ith  
plant property and investm ent in  su bsid i­
ary and affiliated com panies, th e  ba lance 
sh ee t is  to  d isclose, b esid e  th e  balances, 
th e  year’s  increases and decreases there­
in. T he n e ttin g  of accounts receivable  
and p ayab le  is  not perm itted . I t is  ex ­
p ressly  reiterated  that the l ia b ilit ie s  a s  
sh ow n m ay not inc lu de  su ch  item s as re­
serves, and th at own sto ck  is  not to  be 
included in  other accounts.
C ontingent lia b ilit ie s  of a ll k in ds are  
to  be d isclosed; as a lready  stated, it  is  
of in terest to  note  th at th e  recourse l ia ­
b ility  under discounted paper is  now  of­
ficia lly  recognized as a  co n tin gen t lia b il­
ity  for balance sh eet purposes.
V  ( d ) — The incom e account is  to  be 
show n in  a t lea st th e  fo llo w in g  deta il 
(greater, i f  d esired ), except in  so  far  a s  
th e  n atu re of th e  b u siness m ay require  
deviations:
I. E xpenses:
1. W ages and S a lar ies
2. Social charges
3. D epreciation  o f p lant .
4. Other D epreciation  or W rite­
offs
5. In terest (excess over in terest  
received)
6. P roperty  T axes
7. A ll o ther expenses, except m a­
ter ia ls  and  supp lies (or, in  th e  
case of trad in g  concerns, m er­
chand ise  purchased)
II. Incom e:
1. N et incom e, a fter  deducting m a­
ter ia ls  and supp lies (or, in  th e  
case o f trad in g  concerns, m er­
chand ise  purchased) and a lso  
exclu d in g  th e  fo llo w in g  sepa­
ra tely  g iven  item s of incom e
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2. Incom e from  su b sid iary  and a f­
filiated  com panies
3. In terest (excess over in terest  
paid)
4. E xtraord inary Incom e
5. E xtraord inary cred its (th is  item  
is  probably in tended  to  take  
care of w ithd raw als from  re­
serves, etc.)
V  (e ) — The G overnm ent is  em pow ered  
to  prescribe yearly  report form s, in  ac­
cordance w ith  th e  account d eta il covered  
in  th e  preceding. It is  a lso  em pow ered  
to  issu e  regu la tion s govern in g  th e  rendi­
tio n  of consolidated  annual sta tem en ts  
for affiliated com pany groups. T h is last 
is very  im portant, for it  is  a  recognition , 
a s a new  departure, o f conso lidated  ac­
counting  for  affiliated groups.
A rtic le  VI
T h e decree s ta te s  th a t th e  annual ac­
counts o f every  corporation as presented  
in  its  annual report for  su b m ission  to  
th e  annual m eetin g  of stockholders m ust 
be exam in ed  and certified to  by indepen­
dent auditors. D irectors, officers, and em ­
ployees of such corporations are barred 
from  serv in g  as such aud itors, w h o m ust 
be persons, qualified in  accountancy, or 
corporations w h ose stockh old ers or offi­
cers include a t lea st one su ch  qualified  
person.
Such aud itors m ust not be beholden to  
any influence exerted  by th e  com pany  
audited. T he aud itors are  to  be elected  
by th e  stockholders, though th e ir  actual 
engagem en t is  by  th e  ex ecu tiv e  officers. 
I f  directors, ex ecu tiv e  officers, or a  10 
per cen t m in ority  o f th e  stockholders, 
ra ise  objection to  th e  aud itors so  elected, 
the m atter  is  referred to  the court of 
local ju r isd iction  for final se lec tio n  of 
aud itors. O ther ev en tu a lit ie s  in  regard  
to  th e  se lec tio n  o f aud itors are a lso  pro­
vided against.
T h e aud it m ust n ot lead  m erely  to  a 
certificate th a t th e  accounts presented  
are in  proper tech n ica l form  and are in  
agreem ent w ith  th e  books; it  is  neces­
sary  th at th e  requirem ents o f  th e  decree 
be observed a s w ell. A u ditors are re­
quired to render a  w r itten  report upon 
th e  audit. T he d irectors are required to  
tak e  cognizance o f th e  aud itors’ report, 
and to  inform  th e  stockh old ers o f any  
im portant exceptions noted by th e  audi­
tors. The auditors, i f  th e y  have no m a­
teria l reservation s or ex cep tion s to  m ake  
to  th e  accounts as sta ted , are  to  certify  
to  th a t effect, and th e  certificate  is  fur­
ther to  sta te  w h eth er a ll leg a l require­
m ents have been observed. It is  in ter­
e s t in g  to  note, further, th a t th e  exact  
w ording of th e  certificate m u st be repro­
duced in any presentation  of published  
accounts.
A u ditors m u st hold  a ll in form ation  re­
ceived  by them  as confidential. T hey are  
liab le in  dam ages to  th e  corporation for  
the d ivu lg in g  of trade secrets. N eg li­
gence (not o therw ise  defined) on  the  
part of th e  aud itors m ay subject them  
to  dam ages not to  exceed 100,000 reich s­
mark. T he requirem ent upon th e  audi­
tors as to th e  confidential observance of 
c lie n ts ’ secrets ex ten d s even  to  th e  Board  
of D irectors of an aud it com pany; but 
th e  chairm an (and vice-chairm an) of the  
board of an au d itin g  com pany m ay exam ­
ine th e  reports rendered to  c lien ts, but 
to  m ake use of in form ation  gained  there­
from  only  in  connection  w ith  su perv ision  
over the aud it com pany. A u d itors’ l ia ­
b ility  m ay not be w aived  even by a  spe­
cific agreem ent; sta tu te  of lim ita tio n s in  
th is  regard runs in  five years.
A rtic le  VII 
T h e annual stockh old er’s  m eetin g  m ay  
appoint aud itors for th e  purpose of a  
specia l in v estig a tio n  of tran saction s or 
acts of ex ecu tiv e  officers or directors; the  
latter , i f  a lso  stockholders, m ay not par­
tic ip a te  in  such  stockh old ers’ vote. A  
10% m in o r ity  of shareholders are re­
quired to  deposit th e ir  sh a res in  pledge  
a g a in st even tu a l lo ss (dam ages, etc.) re­
su ltin g  from  th eir  action . The decree 
further provides for the prosecution  of 
any cla im s thu s lodged a ga in st executive  
officers and directors as w e ll a s for dam ­
ages, in  th e  case of unw arranted a llega­
tions, recoverable a g a in st th e  stockhold­
ers in stig a tin g  such  action .
A rticle  V III  
T h is  a r tic le  abrogates p rev iou sly  m ade  
contractual stip u la tio n s govern in g  the  
com position  of the board of d irectors and  
th e ir  com pensation , em pow ering corpora­
tio n s to  m ake such  arrangem ents un­
der th e  present decree. I t is  in terest­
in g  to  note (in  v iew  of th e  fact th a t in  
v ariou s cases certa in  in d iv id u a ls— prin­
cip ally  bank officers and directors— hold  
directorsh ips in  a  g reat m any corpora­
tio n s) th a t th e  decree lim its  th e  board of 
directors to  th ir ty , and, furtherm ore, lim ­
its  th e  num ber of m em bersh ips in  boards 
of d irectors w h ich  any  one ind ividual 
m ay hold to  tw en ty .
A rticle  IX  
T his a r tic le  provides for prison sen ­
tence, up to  five years, for certain  v io la ­
tions. A uditors (as w ell as th e ir  a ss is t­
an ts) m ay be punished by  both  im prison­
m ent and fine for m ak in g  a fa lse  repre­
sen ta tion  in  reports or con cea lin g  im por­
tan t c ircum stances, as w e ll as v io la tio n s  
of confidence and th e  d ivu lgence of trade  
or com pany secrets. T he chairm an or 
vice-chairm an o f  th e  board o f d irectors  
of an au d itin g  com pany is  punishable if  
he m akes im proper use o f know ledge ob­
ta ined  from  the read in g  of a  report of 
the au d itin g  com pany other th an  such  
read ing a s is  necessary  in  the supervision  
of its  bu siness.
A rtic le  X  
T his a rtic le  ex ten d s th e  app lication  of 
a decree to  th a t particu lar type o f cor­
poration  know n as a  “com m andit” com ­
pany.
A rtic le  X I  
T his a r tic le  relates to  the effective date  
w hen A rtic le  I tak es effect.
A rticle  X II  
T h is a r tic le  refers to  th a t portion  o f  
the C om m ercial Code re la tin g  to  private  
in su ran ce and bu ild in g  and loan com pa­
nies.
A rticle  X III  
T h is artic le  sta te s  th at th is  en tire  Sec­
tion  I of the decree is  to  take effect on  
October 1, 1931, and a lso  provides for the  
effective dates of certain  other require­
m ents.
A rticle  X IV  
T h is artic le  em pow ers the G overnm ent 
to  issu e  sp ecia l regu lations for the quali­
fication  of aud itors for both ann ual exam ­
in ation s as w ell a s specia l in v estig a tio n s  
and a lso  general in stru ction s govern in g  
such  a u d its and in v estig a tio n s. I t a lso  
provides for certa in  in terim  requirem ents  
as w ell as the exem ption of certa in  m inor  
com panies from  th e  decree.
IN  MEMORIAM
C H A U N C E Y  CR O SBY  C R A N D A L L , 
C. P . A ., (S . D ., N o. 1, Sep tem b er 30 , 
1 9 1 8 )  p a ssed  a w a y  on  Septem ber  19,
1 9 3 1 .
Mr. C randall w as born a t M orton, I lli­
n o is on Jun e 19, 1854, and a lthough  77 
years of age, w as a c tiv e ly  engaged  in  
the practice  of accou nting  in  S iou x  F a lls, 
South D akota, a t  th e  tim e of h is  death. 
H e w as president of the South D akota  
Society  of Certified P ublic A ccountants  
and vice-president of th e  South D akota  
State  Board of A ccountancy. H e w as a  
charter m em ber of T he A m erican Society  
of Certified P ublic A ccountants, ho ld in g  
m em bership certificate No. 14, and served  
as S ta te  R epresen tative  from  1923 to
1925.
JA M E S W A L T O N , C. P . A ., (In d ia n a ,  
No. 333, February 1, 1921; Ohio, No. 
285, February 25, 1922; P en n sy lvan ia , 
No. 502, June 30, 1925), of P ittsburgh , 
died on M ay 18, 1931.
Mr. W alton, w h ose hom e w as in  Salem , 
Oregon, w as associated  from  1923 u n til
1926, w ith  J. M. Cum m ing, of P ittsburgh , 
in  the firm of C um m ing and W alton and  
sin ce  1926 had conducted a law  and ac­
countancy practice on h is  own account, 
being  an attorn ey  as w e ll as a C. P . A. 
H e w as a m em ber of th e  P en n sy lvan ia  
In stitu te  of Certified P ublic A ccountants  
and of T he A m erican S ociety  of Certified  
P ublic A ccountants. H e is  su rv ived  by 
h is m other, tw o brothers, W m. S. W al­
ton and Leo W alton, a  sister , M iss B ea­
tr ice  W alton  and a son, Jam es W al­
ton, Jr.
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PUBLICATIONS OF THE
A m e r ic a n  I n s t it u t e  o f  A c c o u n t a n t s
ACCOUNTING TERMINOLOGY
This glossary of accounting term s is the  f ru it of a ten-year study 
by a special com m ittee of The Am erican In stitu te  of Accountants. 
A lthough m any of the  definitions cannot be considered as final, 
the volume as a  whole reflects the  present-day usages of the  
vocabulary of the  profession. The book is the  m ost complete and 
up-to-date Am erican publication of its kind, it  is believed, and 
should be of inestim able value to accountants and bookkeepers 
as well as to students of accounting.
Royal octavo 126 pages $1.50
FRAUD: I t s  C o n t r o l  T h r o u g h  A c c o u n t s
By GEORGE E. BENNETT, Ph. D., C. P. A., Head of the Account-
ing Department of the College of Business Administration a t 
Syracuse University
Tells how frauds are  perpetra ted  and how proper accounting 
methods will prevent them , or a t  least reduce the  possibility of 
th e ir being brought to a  successful conclusion. F o rty  specific 
possibilities fo r fraud  are listed and described.
“Of keen in terest not on ly  to  accou ntants and  bookkeepers, but also  to  
officials of a ll k in ds of en terp rises who are v ita lly  in terested  in  u sin g  the  
best type of accounts in  th e ir  firm .”— S y ra c u s e  P o s t-S ta n d a r d .
Royal octavo 132 pages $1.50
ETHICS OF A PROFESSION
By A. P. RICHARDSON, Editor of The Journal of Accountancy
A sane, well-informed, and practical discussion of the  opinions 
of accountants as to w hat constitutes ethical practice in th e ir 
profession. In  a  conversational m anner the  book explains the  
various tenets in the  creed of the  profession of accountancy. 
I t  shows w hat tem ptations confront the  accountant and presents 
the  r easons why these tem ptations should be resisted.
16mo 159 pages $1.50
C. P. A. LAWS OF THE U N IT E D  ST A T E S
Compiled by The American Institute of Accountants
This is the  only available collection of the  full tex ts  of all of the  
laws governing the  certification of accountants, w ith  m arginal 
notes to  aid quick reference. The tex t of each law has been 
verified by com petent au tho rity  in the  S ta te  of origin. Limited 
edition.
Royal octavo 247 pages $3.00
THE CENTURY COMPANY
353 Fourth Ave., New York 2126 Prairie Ave., Chicago
P U B L IS H E R S  O F T H E  
------------------ N E W  C E N T U R Y  D IC T IO N A R Y  ~
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STATE SOCIETY NEW S
ALABAM A  
The annual m eetin g  of th e  A labam a  
Society  of Certified Public A ccountants  
w as held  on Septem ber 7, 1931, a t the  
R eich H otel, Gadsden, a t w h ich  tim e th e  
fo llow in g  officers w ere elected: P resident, 
Carl Jam ison, and Secretary-T reasurer, 
J. J. Scarborough, Jr.
COLORADO
T he annual m eetin g  of th e  Colorado 
Society  of Certified P ublic A ccountants  
w as held  on Novem ber 3, 1931, a t  the  
H illcrest Inn, M orrison, Colo. T he m eet­
in g  w as w ell a ttended  and a  com pli­
m entary dinner w as served  to  the m em ­
bers.
T he fo llow in g  officers w ere elected: 
P resident, W . M. T rant; V ice P resident, 
W. D. M orrison; Secretary-T reasurer, 
A llen  R edeker; A ssista n t Secretary-T reas­
urer, F . C. H endee. D irectors: W. J. 
Thom pson, O. M. W illiam s, F loyd  R. Gill, 
and H arry W. N elson .
T h e  variou s com m ittees w ill be chair­
m aned th is  year  as fo llow s: Com m ercial 
A rbitration—T. J. W ittin g ; C om m unity  
Chest— F. C . H endee; E du cation al—R. R. 
M ayo; G rievance— W. S. D ent; L eg is la ­
t iv e —T. J. W ittin g ; M em bership— S. V. 
D avies; M eetings— W. E. M artin; P ublic  
R ela tion s— H. W. N elson; Cooperation  
w ith  B anks— T. H. L aw rence; T echnical 
A ffairs—C. W. C ollin s; T axation— F. T. 
B row ne; H istory— E. W . Pfeiffer; Co­
operation w ith  B etter  B u sin ess Bureau—  
A. J. L indsay.
A  sp ecia l m eetin g  o f the Colorado So­
ciety  w as held  on N ovem ber 18 for the  
purpose of d iscu ssin g  the subject of 
C lassification  and C ertification of A c­
countancy Services, based on the report 
of th e  C om m ittee of T he A m erican So­
c ie ty  of Certified Public A ccountants. 
M embers of the facu lty  the Commerce 
D epartm ent of D enver and Colorado U ni­
v ers it ie s  had been in v ited  to  a tten d  and  
w ere represented a t the m eeting , as w as 
also  the ac tiv e  chapter of A lpha Kappa 
P si. The m eetin g  passed  a  resolu tion  
fa vorin g  th e  princip le  of C lassification  
and authorized the appointm ent of a com ­
m ittee  on the subject. T h e m atter  of 
Certificates w as d iscussed  but no action  
w as taken.
IN D IA N A  
The E m ploym ent B ureau of th e  Indi­
ana A ssocia tion  of Certified Public A c­
countants is now  in  fu ll operation , m em ­
bers of the A ssoc iation  h a v in g  been  
m ailed  a  lis t  of app licants d esir in g  em ­
ploym ent.
D uring the sum m er th e  Board of D i­
rectors had a  m eetin g  a t E v a n sv ille . The 
m orning w as g iven  over to  bu siness.
A fter luncheon th e  group en terta ined  
them selves p la y in g  golf, a tten d in g  a  base­
ball gam e or m otoring. A  general even­
in g  m eetin g  w as held at th e  Vendom e 
H otel, th e  speaker be ing  Mr. R oberts, a t­
torney for  th e  Chicago and E astern  I ll i­
no is R ailw ay.
A t a special m eetin g  of the Board held  
on N ovem ber 7, w ith  a ll d irectors pres­
ent, th e  m atter  of an  incorrect l is t in g  in  
the E van sv ille , Indiana, C ity D irectory  
w as d iscussed  and cleared up by confer­
ence w ith  the d irectory people. A t th is  
m eetin g  M. G. K nox w as appointed as 
Chairm an of th e  E x ecu tive  C om m ittee in  
charge of m atters re la tin g  to  th e  1932 
A nnual M eeting of T he A m erican Society  
to  be held at Ind ianapolis. He w as asked  
to  nom inate to  the Board various neces­
sary  com m ittees.
LO UISIANA  
T he fo llow in g  artic le  appeared in the  
P rosperity  E d ition  of A c tio n ,  the official 
journal of th e  Y oung M en’s  B u sin ess Club 
of N ew  O rleans, La.:
T h e  S o c i e t y  o f  L o u i s i a n a  C .  P. A ’s a n d  
I t s  S e r v i c e s  t o  t h e  C o m m u n i t y ,  by 
A rchie M. Sm ith , P resid en t of th e  So­
c ie ty  o f  L ou isian a  Certified P ublic Ac­
countants, and P resid en t of the S tate  
Board of Certified P ublic A ccountants 
of L ouisiana.
T he practice  of public accountancy in  
L ouisian a  began about thirty-five years  
ago.
T he first accountancy law  in  L ouisiana  
w as passed in  1908. S ince that tim e, 
through  th e  efforts of th e  Society  of 
L ouisiana Certified Public A ccountants, 
the profession  has forged ahead un til 
now  it  is  a live , strong, and active  in ­
stitu tio n . T he so c iety  is  ever str iv in g  
to  produce a better trained  and a more 
proficient body of m en in  order to render  
the public th e  h ig h est c la ss of service. 
In 1924 the law  w as am ended so  as to 
prohibit henceforth  th e  practice  of pub­
lic  accountancy in  L ouisiana, except by 
those p assin g  an exam in ation  before the  
State  Board, th u s p lacin g  th e  profession  
on a  par w ith  th e  lega l and m edical pro­
fession s.
T he serv ices rendered b y  m em bers of 
th is  so c iety  include th e  in sta lla tio n  of 
better accou nting  system s; the im prove­
m ent of bu siness m ethods: the detection  
of errors and exposu re of fraud and the  
prevention  of both if  possib le; the deter­
m ination  of costs of operation; th e  pre­
vention  of w aste; the proper determ ina­
tion  of th e  financial position  of c lien ts;  
th e  correct and im partia l reporting of 
th e ir  findings; th e  presen tation  of facts  
in a  clear and in te llig en t m anner so that 
a ll parties concerned, be th ey  ind ividuals, 
partnersh ips, corporations, m un icipa li­
t ies , or creditors, in c lu d in g  th e  banks, 
m ay have before them  a  tru e  portrayal 
of actual cond itions in  an a ly tica l form .
M em bership in  th e  L ou isian a  Society  
of Certified P ublic A ccountants carries  
w ith  it  a  certa in  resp on sib ility  and a f­
fords th e  public a  greater degree of pro­
tection  a g a in st th e  careless and incom ­
petent p ractitioner than  th ey  have  in  
em p loy in g  accou ntants w ho are not a f­
fiilia ted  w ith  th is  organization.
M ARYLAND  
T he M aryland A ssociation  of Certified  
P ublic  A ccountants held  an open m eet­
in g  a t th e  Lord B altim ore H otel, B a lti­
m ore, T uesday even ing, N ovem ber 17, 
to  w h ich  in v ita tio n s had been extended  
to  m em bers of the M aryland A ssociation  
of P ublic A ccountants, M aryland A ssocia­
t io n  of C redit Men, B altim ore Chapter of 
Cost A ccountants, and th e  D istr ic t of 
Colum bia In stitu te  of Certified P ublic  
A ccountants. D inner w as served a t 6:30, 
fo llo w in g  w h ich  tw o  sh o rt add resses w ere  
m ade by local c itizen s. T he m ain  ad­
dresses of th e  ev en in g  w ere g iv en  by  
Charles B. Couchm an, president of the  
A m erican  In stitu te  of A ccountants, and  
Jam es W. Gerard, form er am bassador to  
Germ any. Mr. Couchm an d iscussed  th e  
w ork of th e  A m erican  In stitu te  and Mr. 
Gerard sp oke on th e  econom ic situ a tio n  
here and abroad.
M ASSACH USETTS  
T h e M assachusetts Society  of Certified  
P ublic A ccountants, Inc., held  a  m eeting  
on M onday even in g , Novem ber 23, at the  
P arker H ouse, B oston , a t w h ich  Mr. A lex­
ander H olm es, Chairm an of the M assa­
chusetts Board o f T ax Appeals, w as guest  
speaker.
M ISSISSIP P I  
The annual m eetin g  o f  th e  M ississip p i 
Society  o f Certified P ublic A ccountants  
w as held a t th e  Robert E. L ee H otel, 
Jackson, on N ovem ber 14, 1931.
R eports from  th e  v ar iou s com m ittees  
w ere received and p lans for  th e  com in g  
year w ere d iscussed. T h e  so c iety  passed  
reso lu tion s of respect and ex ten d in g  con­
dolence to  the fam ily  of th e  la te  L ew is
E. Crook, w ho w a s an  ac tiv e  and out­
stan d in g  m em ber of th e  society .
Officers elected  for th e  n ew  term  w ere: 
P resident, R oy C. Brown, M eridian; V ice  
P resident, C. E. P ow ell, G reenwood; S ec­
retary, Stew art J. Parker, Jackson; T reas­
urer, Glenn M. Goodman, L aurel. In  ad­
d ition  to  th e  officers, M essrs. J. D. 
M eadows, R. H. Crook and N elson  E. 
Taylor com pose th e  Board of G overnors.
T he m eetin g  w as brought to  a conclu­
sio n  w ith  a banquet in  th e  even ing. 
A m ong the g u ests w ere: H on. Geo. L. 
Sh eld on  and Mr. H. A. N ich o ls of the  
U. S. In ternal R evenue D epartm ent; H on.
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Carl C. W hite, S ta te  A uditor; Mr. J. E. 
M cM ilin, A ssista n t S ta te  T reasurer; Mr. 
H enry J. M iller of N ew  Orleans, La., 
P resident of T he A m erican Society  of 
Certified Public A ccountants; Mr. George 
T readw ell, o f  N ew  O rleans, La., Secretary  
of th e  S o c iety  of L o u isian a  Certified Pub­
lic  A ccountants, and D. W. Springer, of 
W ashington, D. C., Secretary  of The  
A m erican Society  of Certified Public Ac­
countants.
N EW  JE R SE Y
A  regular m eetin g  of the Society  of 
Certified P u b lic  A ccountants o f  th e  State  
of N ew  J ersey  w as held  a t th e  D ow n­
tow n Club on October 26, 1931. There  
w ere  about one hundred and tw enty-five  
m em bers present.
Mr. Jam es H ugh es gave  a report of the  
proceedings at th e  C onvention o f T he  
A m erican S ociety  of Certified P ublic Ac­
countant® at M em phis, T enn. Mr. Jam es  
J. H astin g s gave an account of th e  Con­
v en tion  o f th e  A m erican In stitu te  of Ac­
countan ts a t P h ilad elph ia .
Mr. W . M elv ille  Coursen, Chairm an of 
th e  C om m ittee on C lassification o f Ac­
countancy S erv ices and  Certificates, d is­
cussed  th e  report o f th e  com m ittee. T he  
fo llo w in g  reso lu tion s w ere adopted:
“R esolved, T hat th e  S ociety  of Certi­
fied P ublic A ccountants o f th e  S ta te  of 
N ew  J ersey  approves th e  princip le  of 
c lassification  of accountancy serv ices and  
so  m uch o f th e  report o f  it s  com m ittee on  
classification  and certificates as rela tes  
to  c lassification , and  in stru cts th e  officers 
o f  th e  so c ie ty  to  pu b lish  and circu la te  
th e  sam e am ong b u sin ess houses, banks, 
attorn eys, educational in stitu tio n s, and  
others, au th o riz in g  th e  com m ittee to  
m ake such  changes in  ph raseology and  
arrangem ent as m ay be n ecessary  to  
m ake it  conform  reasonab ly  to  s im ila r  
c lassifications of other accountancy so ­
cie tie s , or th a t th e  com m ittee  be author­
ized to  m ake a n y  changes i t  m ay deem  
desirable, and th a t th e  changes in  the  
report be subm itted  to  th e  Board of T rus­
tees of th e  S oc iety  and its  approval ob­
ta ined  before publication  of the final 
report.
“R esolved  further, T hat in  m aking  pub­
lic  th e  report a s  in  th e  forego in g  it  sh a ll  
bear th e  in scrip tion , ‘T en ta tive  C lassifica­
tion  of A ccountancy Serv ices— an attem pt 
to  o u tlin e  th e  w ork of th e  profession .’ ”
N EW  YORK  
A  regu lar m onth ly  m eetin g  of the N ew  
York S ta te  S ociety  of Certified P ublic  
A ccountants w as held  on M onday even­
ing, N ovem ber 16, in  th e  A stor G allery  
of th e  W aldorf-A storia.
T he m eetin g  w as under the d irection  
of th e  C om m ittee on C ooperation w ith  
B ankers and Other Credit G rantors, o f
w h ich  Col. R obert H. M ontgom ery is  
chairm an. A com m ittee of the Robert 
M orris A ssocia tes w as present and an­
sw ered  questions subm itted  by th e  ac­
countants.
N E W  MEXICO
T he annual m eetin g  of th e  N ew  M exico  
Society  of Certified P ublic  A ccountants  
w as held  at the H otel F ranciscan, Albu­
querque, on T hursday even ing, Novem ber
12, w ith  n in e  m em bers and three g u ests  
present.
J. B ryan Stephenson , of Albuquerque, 
v ice  president, presided, th e  president, 
W . G. L ogan, e lected  a year ago, hav in g  
died  du ring th e  year. F o llow in g  th e  din­
ner Mr. Stephenson se t  forth  the a im s  
and purposes of the N ew  M exico Society , 
organized a  year  ago, and in form al ta lk s  
by th o se  present follow ed.
Officers e lected  for th e  com ing year  
w ere: R alph A. Shugart, P resident; Guy 
A. D ouglass, V ice  P resident; R odney B. 
H orton, Secretary-T reasurer, w h o to ­
geth er  w ith  M essrs. E . D. R eynolds, R. D. 
Jones, C. L. L inder, and F. R. Gould, 
con stitu te  th e  Board of D irectors.
T he so c iety  acknow ledged th e  receipt 
o f  th e  aw ard from  T he A m erican Society  
w h ich  w en t to  th e  S ta te  from  w h ich  there  
had been th e  g rea test percentage increase  
in  T he A m erican Society  du ring th e  past 
year.
Special com m ittees w ere  appointed, one  
to  prepare a  h isto ry  of early  accou nting  
in  th e  S ta te  of N ew  M exico and another  
to  secure ea r ly  reports of aud its and ex ­
am in ation s m ade in  th e  S ta te  of N ew  
M exico, a ll w ith  th e  idea  of e stab lish ­
in g  a collection  o f possib le  value.
NO RTH  CAROLINA
T he N orth  C arolina A ssociation  of Cer­
tified P ublic A ccountants held its  tw e lfth  
annual m eetin g  a t D uke U n iversity , Dur­
ham , on October 22, 23, and 24, as g u ests  
o f  th e  D epartm ent of E conom ics of th e  
U n iversity .
T he o u tstan d in g  addresses of the con­
ven tion  w ere m ade by E. J. H am ilton, 
professor of E conom ics, D uke U n iversity , 
w hose subject w as “E conom ic C onditions 
in  E urope as a B ackground for P resent 
A m erican C onditions” ; and by J u stin  
M iller, dean of th e  law  school, Duke U n i­
versity , w ho spoke on “The Legal 
A spects of a County in  P oten tia l receiv­
ersh ip .”
G. H. E m ery, of S ta tesv ille , w as  
elected  president for th e  en su in g  year; 
N. S. Zeigler, of Charlotte, vice-presi­
dent, and T. P . Zum B runnen, of S a lis­
bury, secretary  - treasurer. D irectors  
elected  in  add ition  to  the officer w ere: 
J. B. Redford, o f D urham ; L eslie  A. 
H eath , o f C harlotte; J. I. M ason, of A she­
v ille , and H. G. Brubaker, of Charlotte.
T he a ssocia tion  adopted a  report sub­
m itted  by  th e  C om m ittee on P rofession a l  
E du cation al Contact, su g g estin g  five 
w ays of cooperating  w ith  educational in ­
stitu tio n s  a s  fo llow s: by letters, by  g iv ­
in g  contracts to  stu d en ts du rin g  th e ir  
vacation s, by a id in g  graduate stu d en ts  
and teach ers in  research  work, by  stim ­
u la tin g  and fo ster in g  other research  
w ork in  th e  offering of a  prize  fo r  spe­
c ia l endeavor, and by a ss is t in g  th e  w ork  
of educational libraries.
W ays and m eans of acquain tin g  th e  
public w ith  th e  character of th e  serv ice  
rendered by a certified  public accou nt­
ant, and w ith  th e  qualifications required  
as a p rerequ isite  t o  ob ta in in g  a lic en se  
a s  a  certified  public accountant w ere  d is­
cussed, and a  ten ta tiv e  program  lo ok in g  
tow ard th is  end w as adopted.
OHIO
T he C incinn ati Chapter of th e  Ohio So­
c ie ty  of Certified P ublic A ccountants sub­
m itted  a  ser ies of practical q u estion s on  
v ariou s asp ects of th e  new  Ohio ta x  law  
to  A ssista n t County P rosecutor Jack B. 
Josselson . T h ese  q u estion s w ere answ ered  
by Mr. Josselson  at a  m eetin g  of th e  C in­
c in n ati Chapter recen tly  held. T h e ques­
tio n s subm itted  and th e  a n sw ers g iv en  
w ere  deem ed o f sufficient im portance to  
bu siness and  p rofessional m en to  w arrant 
th e  Ohio Society  in  d evoting  an  en tire  
issu e  o f th e ir  b u lle tin  to  them .
T he C in cin n ati Chapter of th e  Ohio So­
c ie ty  h a s prepared tw elve  se ts  o f ques­
tio n s  and  answ ers for  publication , one  
each Sunday, in  th e  C in c in n a ti  E n q u ire r ,  
th e  first se t appearing in  th e  N ovem ber  
1st issu e. N a tu ra lly  O hio b u sin ess m en  
are in terested  in  th e  new  ta x  law  and th e  
opportunity  to  exten d  general in form a­
tion  by the accounting group w a s ac­
cepted by th e  chapter.
OKLAHOMA 
T he fo llo w in g  officers have  been e lected  
to the O klahom a Society  of Certified Pub­
lic  A ccountants: P resident, W . J. Law, of 
A rdm ore; V ice P residents , M. B. Stew art, 
O klahom a C ity, R oss T. W arner, T ulsa;  
Secretary, D w igh t W illiam s, O klahom a  
C ity; T reasurer, P aul W . F itzk ee, T ulsa. 
T rustees, W. I. N icholson , Jr., B urney R. 
Clack, M. C. Fox, Geo. H . Abbott, Charles 
A. W right, A lbert W. Cory, M. B. Stew art, 
R ose T. W arner, P aul W . F itzkee, and  
D w igh t W illiam s.
T he O klahom a C ity C hapter h as e lected  
M. B. S tew art as P resident, T om  Carey  
as V ice P resident, and A lbert W . Cory as  
Secretary-T reasurer.
Officers of the T ulsa  Chapter are R oss  
T. W arner, P resid en t; E . A . Clark, V ice  
P resid en t; V ald ine B aker, Secretary, and  
M. G. E aton, Treasurer.
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P E N N S Y L V A N IA  
N u m b e r  I, V o lu m e  I I , o f T h e  P e n n s y l ­
v a n ia  Certified  P ublic  A ccountant  h a s  
b een  re c e iv e d . A g a in  w e  c o n g r a tu la te  
th e  e d ito r s  on  th e ir  a b i l i ty  to  p ack  so  
m u ch  in te r e s t in g  a n d  n e w sy  in fo r m a tio n  
in  so  sm a ll a  sp a ce .
SOUTH DAKOTA
T he South D akota Society  of Certified  
P ublic A ccountants addressed a  letter  to  
th e  various S ta te  officials and depart­
m ent heads, ca llin g  a tten tio n  to  the fact  
th a t m uch w ork in  th e  S tate  has been  
done by accou ntants w ho w ere not cer ti­
fied and in  m any cases w ere not even  in  
th e  public practice but w h ile  privately  
em ployed w ere engaged to  m ake th ese  
public aud its on th e  side.
A tten tion  w as called  in  the letter  to  
th e  fact th a t certified  public accountants 
w ere p ractic in g  under a code of profes­
sional e th ics  w h ich  did not look w ith  
favor on specia l so lic ita tio n , ad vertis in g  
except by card, or p o litica l efforts.
T he c o m m u n i c a t i o n  con ta in s the  
nam es of certified public accou ntants in  
th e  S tate  in  th e  order of th e ir  adm ission  
to  practice. I t  c lo ses w ith  a request to  
th e  S ta te  and county  officials th at proper 
recogn ition  be g iven  to  th e  certified pub­
lic  accou ntants w h ose  certificates the  
S tate  h as sponsored, d istin c tly  d iscla im ­
in g  th e  desire  for  an y  p o litica l favors or 
personal preferences based on any con­
sid eration  in co n sisten t w ith  th e  du ties  
and e th ica l conduct of su ch  officials.
T E X A S
A t the ann ual m eetin g  o f th e  T exas So­
c ie ty  of Certified Public A ccountants, held  
on N ovem ber 16, th e  fo llo w in g  officers 
w ere elected: P resident, F orrest M athis, 
D allas; V ice P resident, W . F. Carter, Jr., 
A u stin ; Secretary-T reasurer, H. T. N el­
son, D allas. D irectors, E . R. B urnett, 
D allas; J. G. B ix ler , E l P aso; A. V. Seay, 
H ouston; C. H. M orris, F t. W orth; C. E. 
Sm ith , San A n ton io; B. M. D avis, A bi­
lene; J. E . H utch inson , Jr., W ich ita  F a lls.
W ASHING TO N  
T h e S eattle  C hapter o f th e  W ashington  
S ociety  of Certified P ublic A ccountants  
held  a m eetin g  on W ednesday, even ing, 
October 14, a t w h ich  m em bers of the  
R obert M orris A ssocia tes and other  
bankers w ere sp ecia l guests .
A rne H ansen , C. P. A., w as th e  princi­
pal speaker for th e  accou ntants and A. R. 
M unger for th e  R obert M orris A ssociates. 
F o llo w in g  the speakers th ere  w as a  round  
table conducted by P ierce  D avis, C. P . A. 
Q uite a  len g th y  and fra n k  d iscussion  en­
sued and it w as fe lt  th at the m eetin g  
g rea tly  benefited both  accountants and  
bankers.
ANNOUNCEMENTS
C. V aughan Darby, C. P. A., announces  
the rem oval of h is  accou nting  offices to  
912 Potom ac E lectric  P ow er Company 
B uild ing, W ash ington , D. C.
H ask in s & Se l’s announce the adm it­
tance of P ercy R. E verett, C. P. A., a s a 
m em ber of the firm.
Scholefield, W ells & Company, Certified  
P ublic A ccountants, 922-3 K earns B u ild ­
in g , S a lt  L ake C ity, Utah, and F ir st  N a­
tion a l B ank B u ild ing , Ogden, Utah, an­
nounce a change in  the firm nam e to 
Scholefield, W ells & B axter.
Ju liu s S inker, C. P. A., announces the  
rem oval o f h is  office to  904 W ash ington  
B uild ing, W ash ington , D. C.
J. A rthur Greenfield & Co. have re­
m oved th e ir  offices to  S u ite  822, C itizens  
N ational B ank B u ild ing , 453 South Spring  
Street, Los A n geles, Calif.
L uke B. G arvin and M ary E th el W el­
born, Certified P ublic A ccountants, a n ­
nounce th e  form ation  of a  partnership  
under th e  nam e o f L uke B. G arvin & 
Com pany, S ix th  F loor, D allas B ank & 
T rust B u ild ing , D allas, T exas.
A braham  I. G oldstone, of G ladstone, 
G oldblatt & Brown, Certified Public A c­
countants, announces th at h e  is  engaged  
in  th e  practice  of law  at 405 L exington  
A venue, N ew  York City.
L udvig  Corfitz N ie lsen , C. P. A., an­  
nou nces th e  rem oval o f  h is  office to  701-3 
C ity  N ation a l B ank B u ild ing , B attle  
Creek, M ich.
Sw anson , O gilv ie Com pany, M anage­
m ent E n g in eers and P ublic A ccountants, 
F irst N ation a l B ank B u ild ing , Chicago,
I ll ., announce th at H arold W. M cKenzie,
C. P. A., has been adm itted  to partner­
ship .
George Mifflin D allas announces that 
w ith  H ugh A. M cCormack, W illiam  D. 
Shay, W ilbour D. Tripp and A lbert W. 
T olm an, Jr., he h as form ed th e  partner­
sh ip  of G eorge W. D allas & Co., Certified  
P ublic A ccountants, w ith  offices at 271 
M adison A venue, N ew  York City.
H um phrey R obinson & Co. announce  
that, fo llo w in g  th e  death of Mr. H um ­
phrey R obinson, a  new  partnersh ip  has 
been created  under the sam e nam e, w h ich  
w ill continue th e  genera l practice of ac­
countancy, w ith  offices a t 201-207 Colum ­
bia B u ild in g , L o u isv ille , K y., w ith  the  
fo llow in g  general partners: W. H . H art­
m an, C. P . A., S ta n ley  P. McGee, Golds­
borough R obinson, R obert M iller, C. P. A., 
L. I. Boone, A. M. K ellerm an and M. B. 
M cM ullen, C. P. A.
L ouis W eissm an, C. P. A., is  now  lo­
cated at 55 W est 42nd Street, N ew  York 
City.
THE NAVY EXPLAINS
N a v y  D e p a r t m e n t  
( b u r e a u  o f  s u p p l i e s  a n d  a c c o u n t s )  
W a s h i n g t o n ,  D. C., O c t o b e r  12, 1931.
T he E ditor
“T he Certified P ublic A ccountant”
P ress B u ild in g  
W ashington, D. C.
D ear S ir : I  have read th e  a r tic le  “H ow  
the N avy P a y s it  B ills” by L ieu ten ant 
L. G l u i c k ,  U. S. N . R., in  your October 
issu e  and have found severa l discrep­
a ncies therein  w h ich  m ay have m isled  
th ose  of your m em bership in terested .
Mr. G luick is  correct in  cau tion in g  
c lien ts  to  assure  th em selves th a t th e  re­
ceipt of properly prepared and certified  
in v o ices by th e  N a v y ’s rece iv in g  a c tiv ity  
antedate  th e  delivery  of th e  m ateria l and  
th a t th e  d iscoun t period beg in s a t  the  
d ate  of receip t of th o se  papers i f  arriv ­
in g  after  th e  m ateria l.
T he artic le , how ever, is  m islea d in g  in  
th e  m atter  of in sp ection  o f th e  m aterial 
delivered . H av in g  com plied w ith  the  
b illin g  req uirem en ts th e  contractor is  
subjected  to  no further ex ten sion  of the  
discount period through  delays in  inspec­
tion  by th e  N avy a fter  th e  arriva l o f the  
m ateria l at its  final destin ation , these  
delays be ing  a t th e  N avy’s r isk . The  
disb u rsin g  officer h as no  concern over  
such delays, th e ir  exp lanation  b e in g  the  
affair of th e  rece iv in g  officer.
In  cases of in sp ection  of m ateria l at 
th e  contractor’s p lan t th e  d iscount runs 
from  th e  date  of arriva l a t th e  delivery  
poin t ind icated  in  th e  contract. T his  
a lso  ho ld s true in  pu rchases m ade f. o. b. 
contractor’s  plant.
In cases w here transsh ipm ent by w ater  
to  d ista n t p o in ts  is  involved , th e  con­
tract u su a lly  specifies delivery  to  a N aval 
a c tiv ity  a t th e  port of w ater sh ipm ent. 
D iscoun t beg in s from  th e  tim e  th e  m a­
teria l arrives a t th e  first de livery  point.
One poin t overlooked by Mr. G luick  
is  th a t delay on th e  part o f th e  con­
tractor  in  ex ecu tin g  and retu rn in g  the  
orig inal o f th e  contract to  th e  purchasin g  
officer m ay a lso  exten d  th e  d iscoun t date. 
If its  receip t is  delayed beyond th e  date  
of th e  receip t of th e  in vo ice  in  proper  
form  or th e  m ateria l th e  d iscoun t w ill  
run from  th e  date th e  sign ed  contract 
is  in  th e  hands of th e  purchasin g  officer.
Y ours very  tru ly ,
E . R. W i l s o n ,  
C a p ta in  (S C )  V . 8 . N a v y  
N a v y  D is b u r s in g  Officer.
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Pul "w h i t e  r a b b i t s ”
o u t  o f  a T y p e w r it e r  ?
S A V I N G !  A N ew York sta tistica l organization saves 4 , 0 0 0  sheets 
o f  paper a day by re-equ ipp ing  typewriters w ith  special type face. 
W hat savings can you m a k e ?
. . . why even H O UDINI 
couldn’t have done that one!
Y et w hy a re  s te n o g rap h e rs  ex­
p ec ted  to be su p e r-H o u d in is?  
T h e  c o m p tro lle r  w an ts h is  finan­
cial sta tem en ts  in  a ru sh  for th e  
E xecu tive  C om m ittee . T h e  vice- 
p re s id e n t yells fo r las t m o n th ’s 
d is tr ib u tio n  o f  sales. T h e  b illin g  
clerk  begs for a little  p in c h -h itt in g  
on b ills  . . . sh e ’s late. “ W rite  m e 
a few card s . . . ”  “ C u t m e a s te n ­
cil . . " "C an  y ou  d ash  off these 
sh ip p in g  la b e ls ? ”  A n d  on  one 
ty p ew rite r, th e  office m agician  is 
expected  to do  six o r  sixty d is tin c t 
k in d s o f  typ ing  . . . an d  d o  them  
all well.
W hy, “ w hite rabbits*' 
is a  sim ple  trick!
C allin g  on  30 ,000  offices a day. 
w ith  R e m in g to n  R a n d  m en  in 
to u ch  w ith  every la tes t q u irk  in  
office ro u tin e , w e find  124 d istin c t 
kinds  o f  ty p in g  d o n e  in  th e  b u s i­
ness offices o f  th e  co u n try . In  
y ours, th e re  are  tw enty , a t least. 
But n o  o ne  m o d el o f  typew rite r 
can d o  them  all w ell, any  m o re  
th an  o n e  m o d e l o f  la th e  can  p e r ­
form  all th e  o p e ra tio n s  in  m a n u ­
f a c tu r in g  p l a n t s .  S p e c ia l iz e d  
m ach in ery  for specia lized  o p e ra ­
tions is as sane in  th e  office as it 
is in  th e  p la n t. T h is  is w hy  R em ­
in g to n , th e  p io n e e r  in  th e  b u ild ­
ing  of typew riters , b u ild s  a co m ­
plete  line o f  ty p ew rite r  m o d e ls . . .  
and  in c id en ta lly , th e  O N L Y  co m ­
p lete  lin e  in  existence.
E ach  R em ing ton  m o d e l  is  d e ­
signed and  b u ilt f o r  a specific 
p u rp o se . O n e  for genera l office 
use, co rre sp o n d en ce , m em os, etc. 
A n o t h e r  for secre ta rial use w here
silence  is im pera tive . A n o th e r  for 
b illin g . A n o th e r  for special ac­
co u n tin g  uses.
B ut even th a t is n o t th e  w ho le  
sto ry . E ach  o f  these  R e m in g to n  
typ ew rite rs  can  b e  s till m o re  ex­
actly  ta ilo re d  to  a n y  p a r tic u la r  
b u sin e ss’ w ritin g  needs.
F o r  th e  R e m in g to n  T y p e w rite r  
m an  w h o  com es in to  y o u r office, 
an d  analyzes th e  kinds  o f  w ritin g  
you  do , can  n o t o n ly  p ic k  th e  sev­
eral models th a t m o st c losely  fit the  
k inds o f  ty p in g  to  b e  d o n e , b u t, 
ch o o s in g  from  62  specia l a tta c h ­
m en ts, 55  sty les o f  ty p e  faces, 
3066  key b o ard s, 357  grades o f  
r ib b o n s  a n d  116  w eigh ts o f  c a r­
b o n  p a p e r , h e  can  give yo u  E X ­
A C T L Y  the  typew rite rs  yo u  need . 
A n d  on ly  R e m in g to n  can  d o  it.
T e le p h o n e  for a R e m in g to n  T v p e - 
w riter m an  . .  . to cu t yo u r  typ ing  
costs. R e m in g to n  R a n d , E xecu tive  
Offices, B uffalo , N .Y . Sales Offices 
in  all th e  p r in c ip a l c ities o f  th e  
w orld .
THE R E M I N G T O N  LINE 
OF TYPEWRITERS
b u i l t  f o r  s p e c i f ic  p u r p o s e s ,  is 
o n e  o f  a v a r i e ty  o f  l i n e s  o f  office 
a p p l i a n c e s  a n d  e q u i p m e n t  m a n ­
u f a c t u r e d  a n d  i n s t a l l e d  by  R e m ­
i n g t o n  R a n d  . . .  i n c l u d i n g  K ar -  
d e x  V i s ib l e  R e c o r d s  . . .  L i b r a r y  
B u r e a u  f i l in g  e q u i p m e n t . . . Ba- 
k e r - V a w t e r - K a l a m a z o o  L o o s e  
L e a f . . .  S a f e - C a b i n e t  f i r e  p r o ­
t e c t i o n  . . .  D a l t o n  A d d i n g  a n d  
B o o k k e e p i n g  M a c h i n e s  . . .  R e m ­
in g t o n  A c c o u n t i n g  M a c h i n e s  . . .  
a n d  P o w e r s  T a b u l a t i n g  M a ­
c h in e s .
R E M I N G T O N  T Y P E W R I T E R  D I V I S I O N
Remington Rand
B U I L D E R  O F  T Y P E W R I T E R S  F O R  S P E C I F I C  P U R P O S E S
W H E N A N S W E R I N G  A D V E R T I S E M E N T S  M E N T I O N T H E  C E R T I F I E D  P U B L IC  A C C O U N T A N T
BURROUGHS
AUTOMATIC BOOKKEEPING MACHINES
Whether or not your accounts receivable or accounts payable posting requires 
typewritten description, there is a Burroughs Automatic Bookkeeping Machine 
that will do the work faster, more economically and with greater ease. These 
machines not only have many automatic features, but they also provide 
for the posting of two or more related records at one operation. Among the 
combinations of records that can be handled at one time are the following:
A cco u n ts  r e ce iv a b le  le d g e r , cu sto m er ’s 
sta tem en t, an d  p r o o f  jou rn a l (w ith  o r  
w ith o u t c a r b o n ) .
A cco u n ts  r e ce iv a b le  le d g e r  an d  d is tr ib u tio n  
o f  sa le s , ca sh , o r  m isc e lla n e o u s  en tr ies.
In sta llm en t le d g e r  an d  d is tr ib u tio n  o f  sa les  
by d ep a rtm en ts o r  d is tr ib u t io n  o f  cash  
rece ip ts  (rev en u e) by years o f  sa le.
A cco u n ts  p ayab le  m aturity (du e d a te) le d g e r  
o r  rem itta n ce  ad v ice  and in v o ic e  reg is ter .
R em itta n ce  ad v ice , d ep artm en ta l p u rch a se  
o r  e x p e n se  reco rd  an d  in v o ic e  reg is ter .
A cco u n ts  p a y a b le  r eco rd  (e ith er  v o u ch er  o r  
le d g e r )  an d  in v o ic e  r e g is te r  w ith  d is tr ib u ­
tio n  o f  p u rch ases.
For c o m p le te  in fo rm a tio n  a b o u t th ese  o r  s im i la r  m a c h in e s  f o r  p o s t in g  s to ck  re c o rd s ,  
p a y r o ll ,  g e n e r a l  le d g e r  a n d  so on, te lep h o n e  th e  lo c a l  B u rro u g h s  office, o r  w r i t e —
B U R R O U G H S  A D D I N G  M A C H IN E  C O M P A N Y , 6 4 0 2  S E C O N D  B L V D .. D E T R O IT . M IC H .
W H E N  AN S W E R I N G A D V E R T I S E M E N T S  M E N T I O N  T H E  C E R T I F I E D  P U B L I C A C C O U N T A N T
